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The course is divided into a methodological part and section devoted to applications. 
In Part I, we introduce the methodology of recursive contracts. We combine results from the literature on 
mechanism design and its extensions to dynamic environments with dynamic programming techniques and 
duality theory. 
In Part II, we use the previous techniques to study modern theories of optimal taxation and social insurance 
institutions in dynamic environments. For example, in studying the design of efficient unemployment 
compensation and ‘welfare-to-work’ schemes, we analyze the various trade-offs involved in implementing 
such systems, with particular emphasis on balancing the efficiency costs (e.g. the potential ‘moral hazard’ or 
perverse incentive effects on labour supply and private saving) against the welfare gains provided by the 
risk sharing features of the social insurance institutions of the labour market. If time permits, the institutional 
picture will be completed by a review of the most recent contributions on optimal capital taxation in 
presence of asymmetric information and limited commitment. 
 
Note on the syllabus: The references indicated with the star (⋆) are basic references. 
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