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1231.3387.01 – Current Topics in Finance
(Prerequisites:   Investment Theory and Security Analysis, Financial Management)
First Semester – 2019/20
	Section
	Day
	Hour
	Exam date
	Lecturer
	Email
	Telephone

	01
	Tuesday
	15:45-18:30
(Second half)
	No exam
	Nisan Langberg
	nisan@tau.ac.il
	


Office Hours:  flexible and upon appointment
	Course Units


1 course unit = 4 ECTS units
The ECTS (European Credit Transfer and Accumulation System) is a framework defined by the European Commission to allow for unified recognition of student academic achievements from different countries.

	Course Description


The course aims to introduce students to basic agency theory and its applications in the fields of corporate finance, banking, and accounting. We will develop the tools required in order to deal with problems of asymmetric information (or adverse selection) and moral hazard. I will refer to some chapters from the three textbooks listed below. As students learn these basic tools whey will also experience their applications in finance. Students will also present a published paper of their choice in class and select a working paper for which to write a critical report.

This course is designed for Ph.D. students but is also suitable for MSC and MBA students that are interested in the research aspect of corporate finance. Naturally, all the reading material is in English.

	Course Objectives


Upon completion of the course, the student will be able to:

1. Apply basic concepts in information economics and game theory and apply these concepts to corporate finance
2. Read and understand research papers in the area of corporate finance
3. Present and analyze in simple terms complex corporate finance problems
	Evaluation of Student and Composition of Grade 


	Percentage
	Assignment
	Date
	Group Size/Comments

	30
	homework
	TBD
	Individual

	30
	Presentation
	TBD
	Individual

	20
	participation
	
	

	20
	Referee report
	TBD
	Individual


* According to University regulations, participation in all classes of a course is mandatory (Article 5).

* Students who absent themselves from classes or do not actively participate in class may be removed from the course at the discretion of the lecturer. (Students remain financially liable for the course even if they are removed.)

	Course Assignments


There are three homework assignments (30% of course grade), one presentation (30%), class participation (20%) and a referee report (20%). All students must be familiar with the papers presented in class (including papers presented by fellow students) and are expected to actively participate in the class discussion. Papers for presentation will be assigned to students early in the semester (see the schedule below).

	Grading Policy


In the 2008/9 academic year the Faculty instituted a grading policy for all graduate level courses that aims to maintain a certain level of the final course grade.  Accordingly, this policy will be applied to this course's final grades. 
Additional information regarding this policy can be found on the Faculty website. 

https://coller.tau.ac.il/MBA-students/programs/2019-20/MBA/regulations/exams
	Evaluation of the Course by Student


Following completion of the course students will participate in a teaching survey to evaluate the instructor and the course, to provide feedback for the benefit of the students, the teachers and the university.

	Course Outline*


Tentative schedule (note: changes might be introduced)
	Class
	Date
	

	1


	Tuesday

December 17


	Course Introduction

Adverse Selection in Financial Markets
· Akerlof, George A. (1970). "The Market for 'Lemons': Quality Uncertainty and the Market Mechanism". Quarterly Journal of Economics (The MIT Press) 84 (3): 488–500.
· Myers, Stewart C.; Majluf, Nicholas S. (1984). "Corporate financing and investment decisions when firms have information that investors do not have". Journal of Financial Economics 13 (2): 187–221.

	2
	Tuesday

December 24


	Signaling and Screening in Financial Markets

· The Revelation Principle Ch. 2A, Mirrlees Condition Ch. 3

· Mussa M., and S. Rosen (1978), “Monopoly and Product Quality”, Journal of Economic Theory 18, 301-317.
· Ch. 4. Michael Spence (1973). "Job Market Signaling". Quarterly Journal of Economics 87 (3): 355–374.
· Cho, I-K. & Kreps, D. M. (1987) “Signaling games and stable equilibria”. Quarterly Journal of Economics 102:179-221.
· Harris M., and A. Raviv (1996), “Capital Budgeting: Incentives and Information,” JF, 51 (4) 1139-1174

· Miller, M., Rock, K., 1985. Dividend policy under asymmetric information. Journal of Finance 40,1031-1051.

HW1 due next meeting

	3
	Tuesday

December 31
	Raising Capital and Investment with Moral Hazard

· Ch. 5 moral hazard with risk averse and risk neutral agents
· Innes, R. D., 1990, "Limited Liability and Incentives Contracting with Ex-ante Action Choices," Journal of Economic Theory, 52, pp.45-67.
· Holmstrom B., and J. Tirole (1997) Financial Intermediation, Loanable funds and the Real Sector, Quarterly Journal of Economics, 112 (3), 663-691
· Risk shifting and Debt Overhang
HW2 due next meeting

	4
	Tuesday

January 7
	Banking

· Diamond, Douglas W., and Philip H. Dybvig. 1983. “Bank Runs, Deposit Insurance, and Liquidity.” Journal of Political Economy 91 (5): 401–19.

· Goldstein, I., and A. Pauzner, (2005), “Demand Deposit Contracts and the Probability of Bank Runs. Journal of Finance, June, 1293-1327.
· Stiglitz, J., and A. Weiss. “Credit Rationing in Markets with Imperfect Information” American Economic Review 71 (1981): 393-410.

	5
	Tuesday

January 14


	Meeting with students (progress per in class paper presentations)

	6
	Tuesday

January 21


	Accounting: Voluntary Disclosure

· Dye, R. “Disclosure of Nonproprietary Information.” Journal of Accounting Research 23 (1985):123–45.

· Verrecchia, R. “Discretionary Disclosure.” Journal of Accounting and Economics 5 (1983):179–84.

· Dye, R., and S. Sridhar (1995), “Industry-Wide Disclosure Dynamics.” Journal of Accounting Research, 33(1), 157-174.

Cheap Talk

· The “coordination game” (stage hunt).
· Crawford, V. and Sobel, J. 1982. Strategic information transmission. Econometrica 50, 1431–51.
HW3 due next meeting



	7
	Tuesday

January 28


	Student Presentations


*Subject to change
	Required Reading


Students are required to read some of the papers or the book sections (not all that are listed above) and the papers that they decide to present or write a referee report on. I will assign about one paper per week for students to read ahead of time in preparation for the class discussion (starting from week 2).
	Recommended Reading


Reading material (not all required)
[1] “The Economics of Contracts” by Salanie, Bernard, MIT Press 1997 (chapters 1-5).

[2] “Microeconomic Theory” by Andrew Mas-Colell, Michael D. Whinston, and Jerry R. Green, Oxford University Press 1995 (chapters 13 and 14).

[3] “The Theory of Corporate Finance” by Jean Tirole, Princeton university press, 2006.

[4] papers covered throughout the course
