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Course Description
The goal of this graduate level course is to provide an introduction into current theoretical research in corporate finance, covering a broad range of topics. Special attention will be paid to developing techniques for model writing and analysis. Students will also have a chance to practice written and oral presentation of their research ideas. 
Textbook
In addition to the articles in the reading list, we will extensively use Jean Tirole, “The Theory of Corporate Finance”, Princeton university press, 2006. 
Requirements and Grading
Each student is required to select two papers for presentation.  If a paper you wish to present is not from the reading list, you have to discuss your choice with me first.  The deadline for selecting at least one paper for presentation is January 16.  Your grade will be determined by the two presentations (20% each), and a final exam (60%).  
Tentative Course Outline
1. Brief Introduction to Game Theory

1.1. Osborne, M. J., and A. Rubinstein, “A course in Game Theory.”

2. Corporate Governance
2.1. chapter 1.
2.2. Grossman, S. and O. Hart, 1982, “Corporate Financial Structure and Managerial Incentives,” in J.J. McCall, ed., The Economics of Information and Uncertainty. Chicago: University of Chicago Press.

2.3. Holmstrom, B. 1979, “Moral hazard and observability,” Bell Journal of Economics, 10, pp. 74 – 91.

2.4. Holmstrom, B. 1982a, “Moral Hazard in Teams,” Bell Journal of Economics, 13, pp. 324 – 340.

2.5. Holmstrom, B. 1982b, “Managerial Incentive Problems: a Dynamic Perspective,” reprinted in 1999 in Review of Economic Studies, 66, pp. 69 – 182.

2.6. Holmstrom, B. and P. Milgrom, 1991, “Multitask principal-agent analyzes: incentive contracts, asset ownership, and job design.” Journal of Law, Economics, and Organization 7, pp. 24 – 52.

2.7. Hermalin, B. E. and M. S. Weisbach, 2003, “Boards of Directors as an Endogenously Determined Institution: A Survey of the Economic Literature,” Economic Policy Review 9, 7 – 26.
2.8. Jensen, M. and Meckling, 1976, “Theory of the Firm: Managerial Behavior, Agency Costs and Ownership Structure,” Journal of Financial Economics 3, pp. 305 – 360. 

2.9. Hart O. and J. Moore, 1989 “Default and Renegotiation: A Dynamic Model of Debt,” published in 1998 in Quarterly Journal of Economics 11, pp. 1 – 42.
3. Corporate Financing:  Agency Costs and Financing Capacity
3.1. chapters 2, 3, and 4.
3.2. Modigliani, F. and M. Miller, 1958, “The cost of capital, corporate finance, and the theory of investment,” American Economic Review 48, pp. 261 – 297.
3.3. Fazzari, S., R.G. Hubbard, and B.C. Petersen, 1988, “Financing constraints and corporate investment,” Brookings Papers on Economic Activity 1, pp. 141 – 195.
3.4. Akerlof, G., 1970, “The market for “lemons”: qualitative uncertainty and the market mechanism,”  Quarterly Journal of  Economiics 84, pp. 488 – 500. 
3.5. Rock, K., 1986, ‘‘Why New Issues Are Underpriced,’’ Journal of Financial Economics 15, pp. 187 – 212.

3.6. Chemmanur, T. J. and P. Fulghieri, 1999, “A theory of the going-public decisions,” Review of Financial Stidies 12, pp. 249 – 279. 

3.7. Myers, S., 1977, “Determinants of corporate borrowing,” Journal of Financial Economics 5, pp. 399 – 415.
3.8. Holmstrom B. and J. Tirole, 1997, “Financial Intermediation, loanable funds, and the real sector,” Quarterly Journal of Economics 112, pp. 663 – 691.

3.9. Tirole, J., 1999, “Incomplete contracts: where do we stand?” Econometrica 67, pp. 741 – 781. 
3.10. Aghion, P., J. Tirole, 1997, “Formal and Real Authority in Organizations,” Journal of Political Economy 105, pp. 1-29.

3.11. Diamond, D., 1984, “Financial intermediation and delegated monitoring,” Review of Economic Studies 51, pp. 393 – 414. 

3.12. Myers, S. and R. Rajan, 1998, “The paradox of liquidity,” Quaterly Jounral of Economics 113, pp. 733 – 739.
4. Liquidity and Risk Management

4.1. chapter 5.

4.2. Holmstorm, B., and J. Tirole, 1998, “Public and Private Supply of Liquidity,“ Journal of Political Economy 106, pp. 1 – 40.
4.3. Holmstorm, B., and J. Tirole, 2000, “Liquidity and risk management,” Journal of Money, Credit and Banking 32, pp. 295 – 319.
4.4. Jensen, M., 1986, “Agency Costs of Free Cash Flow, Corporate Finance and Takeovers” American Economic Review 76, 323 – 329.

4.5. Fudenberg, D. and J. Tirole, 1990, Moral hazard and renegotiation in agency contracts,” Econometrica 58, pp. 1279 – 1320.
5. Corporate Financing Under Asymmetric Information

5.1. chapter 6.

5.2. Myers S., and Majluf, 1984, “Corporate Financing and investment Decisions when Firms Have Information That Investors Do Not Have” Journal of Financial Economics 13, pp. 187 – 221.

5.3.  Maskin and Tirole, 1990, “The principal-agent relationship with an informed principal,” Econometrica 58, pp. 379 – 410;  also 60, pp. 1 – 42. 
5.4. Leland, H. and D Pyle, 1977, “Information Asymmetries, Financial Structure, and Financial Intermediation,” The Journal of Finance 32 pp.371 – 387.

5.5. Landier, A. and D. Thesmar, 2004, “Financial contracting with optimistic entrepreneurs: theory and evidence,” Mimeo, University of Chicago and ENSAE. 
6. Investors of Passage: Entry, Exit, and Speculation

6.1. chapter 8. 

6.2. Holmstrom B., and J. Tirole, 1993, “Market Liquidity and Performance Monitoring,” Journal of Political Economy 101, pp. 678 – 709.

6.3. Kyle, A. 1985, “Continuous Auctions and Insider Trading,” Econometrica 53, pp. 1315 – 1335.

6.4. Milgrom, P. and N. Stokey, 1982, “Information, trade, and common knowledge,” Journal of Economic Theory 26, pp. 177 – 227.
7. Control Rights, Takeovers, and Corporate Governance

7.1.  chapters 10 and 11.
7.2. Aghion P and Bolton P (1992) An Incomplete Contracts Approach to Financial Contracting, Review of Economic Studies 59(3): 473-494.

7.3. Bolton P. and D. Scharfstein, 1996, “Optimal debt structure and the number of creditors,” Journal of Political Economy 104, pp. 1 – 24.
7.4. Harris, M., and A. Raviv, 1988, “Corporate Control Contests and Capital Structure,” The Journal of Financial Economics 20, pp. 55 – 88.

7.5. Harris E. G.,1990, “Antitakeover Measures, Golden Parachutes, and Target Firm Shareholder Welfare,” The RAND Journal of Economics 21, pp.614 – 625. 
8. Consumer Liquidity Demand

8.1. chapter 12.
8.2. Diamond, D., and P. Dybvig, 1983, “Bank Runs, Deposit Insurance, and Liquidity,” Journal of Political Economy 91, pp. 410 – 419.

8.3. Diamond, D., 1997, “Liquidity, banks, and markets,” Jounral of Political Economy 105, pp. 928 – 956.
9. Credit Rationing

9.1.  chapter 13.
9.2. Banerjee, A.V., and A.F. Newman, 1991, “Risk-bearing and the theory of income distribution,” Review of Economic Studies 58, pp. 211 – 255. 

9.3. Suarez, I. an dO. Sussman, 1997, “Endogenous cycles in a Stiglitz-Weiss economy,” Journal of Economic Theory 76, pp. 47 – 71.

10. Aggregate Liquidity

10.1. chapter 15. 

10.2. Holmstrom B. and J. Tirole, 1996, “LAPM: aliquidity-based asset pricing model,” Journal of Finance 56, pp. 1837 – 1867.
