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moral hazard

adverse selection

verifiability
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Optimization Problem
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Optimization Problem
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Verifiability Problem
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Implementation problem,

Mechanism design &

Game forming
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�ÊËÂ´f�Y��Ä]�É�Z]�¾Ì§���É�Z��Y{YÁ
�(truth telling)
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�(revelation principle)�
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Game Theory

Given a game we are 

able to analyze the 

strategies agents 

will follow

Social Choice Theory

Given a set of agents� 

preferences we can 

choose some 

outcome

X>Y>Z

H

H H

T

TT

(1,2) (4,0)(2,1) (2,1)



Mechanism Design

Game Theory + Social Choice

Goal of Mechanism Design is:

Define the rules of a game so that  in 
equilibrium the agents  

(agents are rational and may lie about their preferences) 
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�dd (decision making distance)

�É�Ì³�ºÌ¼�e�Ä¸�Z§�ÊfÌ°·Z»��ÊfË�Ë|»�
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�md (monitoring distance)

�Ä¸�Z§Êe�Z�¿
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�pd (profitional distance)

�Ê��ze�Ä¸�Z§�ÉY�Ä§�u�
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