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Method of Delivery & Frequency of Class: 
9 one-hour weekly lectures, 1 one-hour revision lecture and 2 one-hour tutorials (signing lists on Nexus from Week 2).

Method and Criteria of Assessment: 
One 1.5 hour examination (75%); One 2,000 word essay (25%)

Module Aims: 
To provide a conceptual framework necessary for an understanding of decision-taking under risk and uncertainty, and to use this framework to explore issues in the market for insurance such as those involving asymmetric information.

Summary of Content: 
This module examines individual decision-making under conditions of risk and uncertainty, and investigates the effectiveness of insurance as a means of controlling risk.

Recommended Reading

Recommended background reading

Bernstein P, Against the Gods: the Remarkable Story of Risk (Wiley; 1996)

Katz M and Rosen H, Microeconomics (3rd edn), (Irwin; 1998); Chs 2, 6, 17
Recommended texts

[Note: there is no single textbook which covers the scope of this module at the required level. The texts below taken together contain most of the material, but sometimes at a fairly advanced level. The supplementary lecture notes (available via Nexus – see below) should therefore be read in conjunction with these]

Hargreaves Heap S et al, The Theory of Choice, (Blackwell; 1992), Chs 1-4

Biswas T, Decision-Making under Uncertainty (Part I), (MacMillan; 1997)

Hillier B, The Economics of Asymmetric Information (Part II), (MacMillan; 1997)

Recommended collections of readings

Dionne and Harrington (eds.), Foundations of Insurance Economics (Kluwer; 1992)

Hey J and Lambert P J (eds.), Surveys in the Economics of Uncertainty, (Basil Blackwell; 1987)

Recommended review articles

Hey J, (1992), “Uncertainty in economics”, Ch 13 in Greenaway et al (eds), Companion to Contemporary Economic Thought sections 1-2

Wik, Mette (1996), ‘Individual Decision Making Under Risk: Deficiencies of and Alternatives to Expected Utility Theory. http://www.umb.no/ios/Publikasjoner/Fulltekst/D9623.pdf
Rees R (1989) "Uncertainty, Information and Insurance" in Current Issues in Microeconomics (ed. J D Hey) MacMillan; London

Recommended links
Nexus contains links to the following downloadable materials for this module:


Course outline and reading lists [i.e. this document]

Supplementary Lecture Notes


Powerpoint presentations

Seminar topics

Past papers

The American Risk and Insurance Association (ARIA) has several links to academic sites with teaching notes, reading lists etc at http://sshuebner.org/teaching/search.php
Course Outline and Suggested Further Reading

# = introductory

* = advanced
1.Basic concepts; choice under uncertainty

#Wisniewski M, Quantitative Methods for Decision Makers (2nd edn), (Pitman; 1997); Ch 6

#McKenna C J, The Economics of Uncertainty, (Wheatsheaf; 1986); Chs 1 and 2

#Katz M and Rosen H, Microeconomics (3rd edn), (Irwin; 1998); pp 159-166

#Hey J, Uncertainty in Microeconomics, (Martin Robertson; 1979); Ch 5

2. Expected utility theory
#Katz M and Rosen H, Microeconomics (3rd edn), (Irwin; 1998); pp 185-193 (s.6.4)

#McKenna C J, The Economics of Uncertainty, (Wheatsheaf; 1986); Ch 3, pp 19-32

Hargreaves Heap S et al, The Theory of Choice, (Blackwell; 1992); Ch 1

Hey J, “Uncertainty in economics”, Ch 13 in Greenaway et al (eds), Companion to Contemporary Economic Thought (1992), sections 1-2

Biswas T, Decision-Making under Uncertainty, (MacMillan; 1997); Ch 1 (Appendix)

Kreps D, Microeconomics for Managers, (Norton; 2004), Chs 15, 16
3. Non-expected utility theory
Biswas T, Decision-Making under Uncertainty, (MacMillan; 1997); Chs 1, 5

Hargreaves Heap S et al, The Theory of Choice, (Blackwell; 1992); Ch 3

Hey J, “Uncertainty in economics”, Ch 13 in Greenaway et al (eds), Companion to Contemporary Economic Thought (1992), sections 3-5

Starmer C, "Developments in non-expected utility theory: the hunt for a descriptive theory of choice under risk", Journal of Economic Literature, XXXVIII, pp. 332-82, (2000) http://www.nottingham.ac.uk/%7Elezcs/pdf_files/STARMER_JEL.PDF 
*Machina M, (1987) "Choice under uncertainty: problems solved and unsolved" Journal of Economic Perspectives.  Reprinted in Dionne and Harrington, Foundations of Insurance Economics (1992)

Kreps D, Microeconomics for Managers, (Norton; 2004), Chs 15, 16

4. Properties of the utility function; measures of risk and risk aversion.
#Katz M and Rosen H, Microeconomics (3rd edn), (Irwin; 1998); pp 166-172

#McKenna C J, The Economics of Uncertainty, (Wheatsheaf; 1986); Ch 3, pp 32-41

Gravelle H and Rees R, Microeconomics, 3rd edn, (Longman; 2004); pp. 456-472

Biswas T, Decision-Making under Uncertainty, (MacMillan; 1997); Ch 2

*Eeckhoudt L and C Gollier, Risk: evaluation, management and sharing (Harvester; 1995); Chs 3-5

Kreps D, Microeconomics for Managers, (Norton; 2004), Chs 15, 16

5. The Demand for Insurance: basic theory
#McKenna C J, The Economics of Uncertainty, (Wheatsheaf; 1986); Ch 7, pp 85-90

#Katz M and Rosen H, Microeconomics (3rd edn), (Irwin; 1998); pp 179-185

Biswas T, Decision-Making under Uncertainty, (MacMillan; 1997); pp 30-34

Hillier B, The Economics of Asymmetric Information, (MacMillan; 1997); Ch 5

*Eeckhoudt L and C Gollier, Risk: evaluation, management and sharing (Harvester; 1995) Ch 10

6. Self-insurance and self-protection
Ehrlich J and Becker G (1972) "Market insurance, self insurance and self-protection" Journal of Political Economy, 80, 623-48.

*Dionne G and Eeckhoudt L (1985) "Self insurance, self protection and increased risk aversion" Economic Letters, 17, 39-42.

*Hiebert L (1989) "Optimal loss reduction and risk aversion" Journal of Risk and Insurance, 56, 300-306.

7. Insurance and resource allocation
#McKenna C J, The Economics of Uncertainty, (Wheatsheaf; 1986); Ch 6

#Katz M and Rosen H, Microeconomics (3rd edn), (Irwin; 1998); pp 394-7

Biswas T, Decision-Making under Uncertainty, (MacMillan; 1997); pp 34-37

Gravelle H and Rees R, Microeconomics, 3rd edn, (Longman; 2004); pp. 525-530

*Eeckhoudt L and C Gollier, Risk: evaluation, management and sharing (Harvester; 1995) Ch 13

8. Adverse selection

#Katz M and Rosen H, Microeconomics (3rd edn), (Irwin; 1998); pp 564-573

Biswas T, Decision-Making under Uncertainty, (MacMillan; 1997); pp 37-40

Hillier B, The Economics of Asymmetric Information, (MacMillan; 1997); Ch 7

Rees R (1989) "Uncertainty, Information and Insurance" in Current Issues in Microeconomics (ed. J D Hey) MacMillan; London
*Rothschild M and Stiglitz J (1976) 'Equilibrium in competitive insurance markets: an essay on the economics of imperfect information' Quarterly Journal of Economics 90, 629-650.

Gravelle H and Rees R, Microeconomics, 3rd edn, (Longman; 2004); pp. 530-539

9.  Moral Hazard

#Katz M and Rosen H, Microeconomics (3rd edn), (Irwin; 1998); pp 576-582

Biswas T, Decision-Making under Uncertainty, (MacMillan; 1997); pp 40-43

Hillier B, The Economics of Asymmetric Information, (MacMillan; 1997); Ch 6

Rees R (1989) "Uncertainty, Information and Insurance" in Current Issues in Microeconomics (ed. J D Hey) MacMillan; London
*Shavell S (1979) "On moral hazard and insurance" Quarterly Journal of Economics 93, 541-562. Reprinted in Dionne and Harrington, Foundations of Insurance Economics (1992)

Gravelle H and Rees R, Microeconomics, 3rd edn, (Longman; 2004); pp. 540-547
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