
Applied Microeconomic Theory

2020 Spring

Instructor:

Shigeki Isogai (e-mail: sisogai@fastmail.com)

Office: 508 RIEM Building (Guanghua campus)

Classes:

TBA

Office Hours:

By appointment.

Course Description

In economic analyses, we model environments as a place where consumers, pro-

ducers, and governments interact with each other. Almost everything in our

profession is based on this reasoning using models (implicitly or explicitly). One

building block of the system of theory is solution concepts, which are sets of as-

sumptions that we want to impose on economic players’ behaviors. Because of

its importance, validity of solution concepts has been studied extensively.

In the latter half of the semester (by Shigeki Isogai), we will study how eco-

nomic agents form preferences and beliefs, and then how they relate to solution

concepts. We will review several solution concepts mainly in game theory and
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study their justifications. In particular, we will mainly study an important so-

lution concepts of rationalizability, which dispenses with correct expectations

assumption of equilibrium concepts.

This class will shed light on how we want to use economic theory to understand

reality and will give students insights about how they should see economic mod-

els.

Prerequisite

Knowledge in Advanced Microeconomics and basic mathematics will be recom-

mended.

Course Materials

See the reading list.

Tentative Schedule

We cover the following topics:

1. Basic decision theory: construction of utility functions under certainty and

uncertainty

2. Models of knowledge

3. Relationship between Bayesian Decision Theory and Game Theory

4. Rationalizability Concepts and Applications

5. Solution Concepts for Applications

6. Bounded Rationality and Its Applications

Grading The evaluation is based on the final project (referee report or research pro-

posal).

Miscellanea

• I will try to respond to your message as soon as possible, but please allow

me as long as one day (or two on weekends). If I do not respond to you
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for 3 days (or shorter if you are in hurry) and if you would like to urge

me, please write to me again. In that case, you do not have to take time

to compose another message; you could just copy & paste your previous

message and just send it to me.

• As is always the case, all the participants in the class must observe academic

integrity.

Tentative Reading List

1. Basic decision theory

• Mas-Colell, Whinston and Green (1995, Chapter 3 and Chapter 6)

• Anscombe and Aumann (1963)

2. Models of Knowledge

• Aumann (1976)

• Geanakoplos (1992)

• Osborne and Rubinstein (1994, Chapter 5)

• Fukuda (2019b)

• Fukuda (2019a)

3. Relationship between Bayesian Decision Theory and Game Theory

• Brandenburger and Dekel (1987)

• Mertens and Zamir (1985)

• Brandenburger and Dekel (1993)

• Aumann and Brandenburger (1995)

4. Rationalizability Concepts and Applications

• Pearce (1984)

• Bernheim (1984)

• Battigalli (1996)

• Battigalli and Siniscalchi (2003)

3



• Shimoji and Watson (1998)

• Harrington (2017)

5. Solution Concepts for Applications

• Markov-Perfect Equilibrium: Maskin and Tirole (2001) , Pakes and McGuire

(2001), Doraszelski and Satterthwaite (2010)

• Oblivious Equilibrium (This concept is proposed from ease of compu-

tation): Weintraub, Benkard and Van Roy (2005), Benkard, Weintraub

and Van Roy (2011)

• Berk-Nash Equilibrium: Esponda and Pouzo (2016)

6. Bounded Rationality and Its Applications

• Spiegler (2011)

• Heifetz, Meier and Schipper (2013)
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