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1. Many have argued that (the expectation of) government “bailouts” of firms such as AIG, Northern Rock, Bear Stearns, (and banks in general) lead to problems of “moral hazard,” where firms are encouraged to make investments whose expected profits are not commensurate with their risk, or are even negative. Do the recent bailout measures (mention the two or more countries, e.g., the USA and the UK), induce such “moral hazard”?  Assuming large institutions cannot be allowed to fail, what are the best measures (either through regulation or as part of bailout packages) to reduce the moral hazard problem? 

References: Jeanne et al (2001), “International Bailouts, Moral Hazard and Conditionality,” Economic Policy. Stern and Feldman (2004) “Too Big to fail: the Hazards of Bank Bailouts”. 

2.  “Managers should reward team performance, rather than individual performance.”    What does recent experimental and empirical literature tell us about the validity of this claim?  What do recent “behavioural” theories have to say on this topic?   As a baseline, we have discussed moral hazard in teams, the free-rider problem, and the (possible) need for an external principal.  Go further than this to consider some of the following: repeated interaction, signaling, destructive competition, team production, altruism, intrinsic motivation, fairness, desire for conformity, reciprocity, and other behavioural and psychological concerns.

References: 

Basic model: Holstrom (1982) “Moral Hazard in Teams”  The Bell Journal of Economics. 

Field evidence: Bandeira et al (2005) (and other papers by these authors), “Social Preferences and the Response to Incentives: Evidence from Personnel Data,” The Quarterly Journal of Economics. 

(Behavioral) Theory and Experimental Evidence: Bowles et al (2001) “Mutual Monitoring in Teams: Theory and Evidence on the Importance of Residual Claimancy and Reciprocity”.  

Sefton et al (2007), “The Effect Of Rewards And Sanctions In Provision of Public Goods,” Economic Inquiry,  Handbook of Experimental Economic Results.  Also Ledyard survey of VCM’s in Handbook of Experimental Economics.
Relevant behavioral theories:  Recent work by Benabou & Tirole (2003, RES)/ Besley & Ghatak (2004)/ Murdoch (2002, cand), Lazear (2000, AER), Deci and Ryan (1985; Intrinsic Motivation), Gneezy & Rustichini (2000, QJE), Frey and Jegen (2002, J. Ec. Surveys), Dur and Glazer “The Desire for Impact” (working paper)

3. To what extent is the compensation of real-estate agents (or feel free to pick some other type of agent after consulting with me) consistent with the predictions of principal-agent theory?   What does theory (under a reasonable set of assumptions) suggest would be the ideal compensation scheme, and how does this compare to common practice?

Example references:  Levitt and Syverson (2005 – working paper) and references, Arnold (1992: Real Estate Economics), Yavas (1996, Real Estate Economics)

4. What impact will the introduction of increased fees have on the quality of the students and the quality of higher education in the UK.  Discuss this in the context of issue such as adverse selection, intrinsic motivation, sunk costs, moral hazard, and optimal taxation.  If possible, discuss how the empirical evidence conforms to your hypothesis.  You may also discuss the merits of such fees from a public policy standpoint, as long as you address the “agency issues” mentioned above.

Example references:  N Barr (1993, Economic Journal), De Fraja (Review of Economic Studies, Apr., 2002),  Deci and Ryan (1985; on Intrinsic Motivation).

5. Apply the predictions of principal-agent theory to the compensation of managers of non-profit organizations?   Discuss this with reference to the various theories of the goals of a non-profit organization.  What does theory (under a reasonable set of assumptions) suggest would be the ideal compensation scheme, and how does this compare to common practice? 

Example references: Kevin Murphy, Executive compensation in Handbook of Labour Economics, Volume 3 and references; Oster (2003, Nonprofit Management and Leadership), Preyra and Pink (2001), Powell and Steinberg (2006: The Nonprofit Sector: A Research Handbook, especially ch. 5)
Note: Students may also come up with their own ideas and I can help with references. However, if you come up with a title of your own you need to get my approval.  Topics should be related to the material of the course, but addressing a penumbral topic or an application, not going over the core course material.

