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BA932: PhD Seminar in Accounting Theory: Accounting Disclosure in Agency Models and 

Its Application in Banking  

 

Spring 2024 

  
Professors: Qi Chen and Xu Jiang Secretary: Galina Meyle 

Office: A438, qc2@duke.edu, 660-7753  for Chen A403F 

Office: A434, xj11@duke.edu, 660-7928 for Jiang             gmeyle@duke.edu 

    

  

Objective: 

 

This doctoral course studies the use of analytical models to address accounting questions and this 

term the focus will be on the economics of agency problems between parties can be used to solve 

or alleviate frictions in the economy and the application of the economic insight from this stream 

of literature into accounting research with a focus on banking. The goal is two folds: first is to 

introduce the basic insights and modeling tools often used in accounting analytical research so 

that you will have a solid understanding of the basic economic concepts and the underlying 

mechanisms; and second is to evaluate and discuss the current state of accounting analytical 

research in the area of agency problems and banking, identify open questions and explore future 

research opportunities. Overall, the course is designed to develop your ability to read and 

understand analytical research and to see their connections with the basic economic concepts, 

and in doing so, develop an appreciation of high quality research works (both analytical and 

empirical).  

 

 

Logistics: 

 

There will be homework assignments (the exact number of assignments to be determined).  The 

homework will require application and perhaps extension of the basic ideas in the course.  You 

may work in groups on the homework assignments. Yet, please turn in one assignment per 

person.  

 

All classes take place at DeSanctis at Fuqua on Tuesdays from 3 pm to 6 p.m. We will have in 

total 12-13 lectures plus one final exam.  

 

Performance in the course will be assessed by class participation (30%), homework assignments 

(30%) and a final examination (40%).  The final exam will be comprehensive and will be in the 

form of problems of the type found in the homework assignments. The time of the final exam 

will be announced later. 
 

 

General reading: 

 

The course is primarily based on reading original papers, although you may find the following 

general references useful. 
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For agency models and contract theories in general: 

 

Lectures on the Theory of Contracts and Organizations, by Lars Stole, available for 

download at https://sites.google.com/site/zhaoshan75/Stolelecture.pdf?attredirects=0 ) 

 

The Theory of Corporate Finance, by Jean Tirole, Princeton Press, Princeton, NJ. 

 

Contract Theory, by Patrick Bolton and Mathias Dewatripont, 2005, The MIT Press, 

Cambridge, MA. [referred to as BD below.] 

 

The Theory of Incentives: The Principal-Agent Model, by Jean-Jacques Laffont, David 

Martimort, 2002, Princeton Press, Princeton, NJ. 

 

For the specific topic we will cover in the course, you may find the following survey articles 

helpful. 

 

Veldkamp, Laura. 2011. Information choice in macroeconomics and finance. Princeton 

University Press.  

 

Holmström, B., & Tirole, J. 2011. Inside and outside liquidity. MIT press. 

 

 

http://www.amazon.com/s/104-8122370-5672717?ie=UTF8&index=books&rank=-relevance%2C%2Bavailability%2C-daterank&field-author-exact=Jean-Jacques%20Laffont
http://www.amazon.com/s/104-8122370-5672717?ie=UTF8&index=books&rank=-relevance%2C%2Bavailability%2C-daterank&field-author-exact=David%20Martimort
http://www.amazon.com/s/104-8122370-5672717?ie=UTF8&index=books&rank=-relevance%2C%2Bavailability%2C-daterank&field-author-exact=David%20Martimort
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Class Outline and Reading List (those marked with * will be covered in class)  
  

Module 1: Basic building blocks (4 classes) 

 

1. Moral hazard (when information asymmetry arises after contract is signed) 

 

*BD: Ch. 4.  

*Stole: Chapter 1.1.1 

*Tirole: Chapter 3.2 

 

*Holmstrom, B.R. 1979. “Moral Hazard and Observability” Bell Journal of Economics, Spring. 

 

*Holmstrom, B. (1982). Moral hazard in teams. The Bell journal of economics, 324-340. 

 

*Holmstrom, B. and Milgrom, P., 1991. Multitask principal-agent analyses: Incentive contracts, 

asset ownership, and job design. JL Econ. & Org., 7, p.24. 

 

*Holmström, B., 1999. Managerial incentive problems: A dynamic perspective. The review of 

Economic studies, 66(1), pp.169-182. 

 

2. Mechanism Design (when information asymmetry arises before contract is signed) 

 

*BD: Ch. 2 and 3  

*Stole: Chapter 2.1, 2.2.1-2.2.5 

 

Myerson, Roger B. 1979. “Incentive Compatibility and the Bargaining Problem.” Econometrica, 

47(1): 61–74. 

 

Myerson, R. and M.A. Satterthwaite. 1983. Efficient Mechanisms for Bilateral Trading. Journal 

of Economic Theory 29, 265-281 

 

Myerson, R.B., 2008. Perspectives on mechanism design in economic theory. American 

Economic Review, 98(3), pp.586-603. (a good review paper on mechanism design) 

 

3. Cheap talk (when contracts are not available) 

 

*Crawford, V. and J. Sobel. 1982. Strategic information transmission. Econometrica 50: 1431-

1452. 

 

4. Bayesian persuasion (cheap talk with commitment) 

 

*Kamenica, E. and M. Gentzkow. 2011. “Bayesian persuasion.” American Economic Review 

101: 2590-2615. 

 

* Bergemann, D., Bonatti, A. and Smolin, A., 2018. The design and price of 

information. American economic review, 108(1), pp.1-48. 
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Module 2: Application to banking setting (3 classes) 

 

[R] Gary, G., & Winton, A. (2004). Financial Intermediation, Handbook of the Economics of 

Finance, Edited by GM Constantinides, M. Harris and RM Stulz. 
 

Asset side of banks:  

 

*Tirole, J. (2006). The theory of corporate finance. Princeton University Press. Chapter 4.  

 

*Chapter 1 and 2, Holmström, B., & Tirole, J. (2011). Inside and outside liquidity. MIT press. 

 

*Diamond, D.W.  1984.  “Financial Intermediation and Delegated Monitoring.”   

Review of Economic Studies 51(3): 393-414. 

 

Calomiris, C.W. and C.M. Kahn. “The role of demandable debt in structuring optimal banking 

arrangements”. American Economic Review 81(3): 497-513.  

 

Liability side of banks:  

 

*Diamond, D.W., and P.H. Dybvig. 1983. “Bank Runs, Deposit Insurance, and Liquidity.” 

Journal of Political Economy 91(3): 401-19.  

 

*Tirole, J. (2006). The theory of corporate finance. Princeton University Press. Chapter 12.  

 

Jacklin, C. J. (1987). Demand deposits, trading restrictions, and risk sharing. Contractual 

arrangements for intertemporal trade, 1, 26-47. 

 

Goldstein, I., & Pauzner, A. (2005). Demand–deposit contracts and the probability of bank 

runs. the Journal of Finance, 60(3), 1293-1327. 

 

Allen, F., & Gale, D. (1998). Optimal financial crises. The journal of finance, 53(4), 1245-1284. 

 

Allen, F., & Gale, D. (2000). Financial contagion. Journal of political economy, 108(1), 1-33. 

 

Gorton, G., and G. Pennacchi. 1990. “Financial Intermediaries and Liquidity Creation.”  

Journal of Finance 45(1): 49-71. 

 

*Chapter 3. Holmström, B., & Tirole, J. (2011). Inside and outside liquidity. MIT press. 

 

The joint determination of bank assets and liability: 

 

A. Kashyap, R. Rajan and J.C. Stein. 2002. “Banks as Liquidity Providers: An Explanation for 

the Coexistence of Lending and Deposit-Taking.” The Journal of Finance 57(1): 33-73. 
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Diamond, D.W. and R. Rajan. 2001. “Liquidity risk, liquidity creation and financial fragility: a 

theory of banking.” Journal of Political Economy 109(2): 287-327.  

 

Hanson, S.G., Shleifer, A., Stein, J.C. and Vishny, R.W., 2015. Banks as patient fixed-income 

investors. Journal of Financial Economics, 117(3), pp.449-469. 

 

Swedish House of Finance Nobel Symposium on Money and Banking. 

https://www.houseoffinance.se/nobel-symposium/  

 

 [e] Gorton, G., Lewellen, S., & Metrick, A. (2012). The safe-asset share. American Economic 

Review, 102(3), 101-06. 

 

[e] Egan, M. A. Hortacsu, and G. Matvos. Deposit Competition and Financial Fragility: 

Evidence from the U.S. Banking Sector. American Economic Review 107(1): 169-216 

 

[e] Morgan, D.P. “Rating banks: Risk and uncertainty in an opaque industry.” 2002. American 

Economic Review 92(4): 874-888.  

 

Module 3: Coordination role of public information [2 classes]  

 

[R] Angeletos, G. M., & Lian, C. (2016). Incomplete information in macroeconomics: 

Accommodating frictions in coordination. In Handbook of macroeconomics (Vol. 2, pp. 1065-

1240). Elsevier. 

 

Basic: continuous actions  

 

*Morris, S. and H.S. Shin. 2002. “Social Value of Public Information”, American Economic 

Review 92: 1521-1534. 

  

*Angeletos, G. and A. Pavan, 2004. Transparency of Information and Coordination in 

Economies with Investment Complementarities, American Economic Review 94, No. 2 May, pp. 

91-98. 

 

Applications: 

 

*Chen, Q., T. Lewis, K. Schipper and Y. Zhang. 2017. “Uniform vs. Discretionary Regimes in 

Reporting Information with Unverifiable Precision and a Coordination Role.” Journal of 

Accounting Research 55: 153-196.  

 

Kondor, Peter. 2012. The more we know about the fundamental, the less we agree on the price, 

Review of Economic Studies 79(3): 1175-1207 

http://www.personal.ceu.hu/staff/Peter_Kondor/papers.php 

 

Liang, P. and G. Zhang. 2019. “On the social value of accounting objectivity in financial 

stability.” The Accounting Review 94(1): 229-248.  

 

https://www.houseoffinance.se/nobel-symposium/
file:///H:/public_html/BA532/2002%20AER%20Morris%20and%20Shin.pdf
file:///H:/public_html/BA532/2002%20AER%20Morris%20and%20Shin.pdf
http://www.personal.ceu.hu/staff/Peter_Kondor/papers.php
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Basic: discrete actions 

 

*Morris, S. and H. Shin, 2003, “Global games: theory and applications,” in S.J. Turnovsky, M. 

Dewatripont, L.P. Hansen, ed: Advances in Economics and Econometrics (Cambridge University 

Press: Cambridge). 

 

Empirical implications: 

 

[R] Goldstein, I. (2013). Empirical literature on financial crises: Fundamentals vs. panic. The 

Evidence and Impact of Financial Globalization, G. Caprio, ed., Elsevier-Amsterdam. 

 

[e] Hertzberg, A., Liberti, J., & Paravisini, D. (2011). Public information and coordination: 

evidence from a credit registry expansion. The Journal of Finance,66(2), 379-412. 

 

[e] Chen, Q., Goldstein, I., & Jiang, W. (2010). Payoff complementarities and financial fragility: 

Evidence from mutual fund outflows. Journal of Financial Economics, 97(2), 239-262. 

  

[e] Schmidt L, A. Timmermann, and R. Wermers. 2016 Runs on money market mutual funds. 

American Economic Review 106(9): 2625-57. 

 

[e] Chen, Q. I. Goldstein, Z. Huang,  and R. Vashishishtha (2020). Liquidity transformation and 

fragility in the US banking sector, working paper, Duke, Wharton and Yale. 

 

[e] Goldstein, I., H. Jiang and D.T. Ng. 2017. Investor flows and fragility in corporate bond 

funds. Journal of Financial Economics 126 (3): 592-613. 

 

Other related papers: 

 

Angeletos, G. and I. Werning, 2006. Crises and Prices: Information Aggregation, Multiplicity 

and Volatility. American Economic Review 96: 1720-1736. 

 

James, J. and P. Lawler. 2011. “Optimal Policy Intervention and the Social Value of Public 

Information.” American Economic Review 101: 1561-74. 

 

Module 4: Disclosure and fair value accounting in banks (3 classes)  

 

[R] Acharya, Viral V., and Stephen G. Ryan. 2016 “Banks’ financial reporting and financial 

system stability.” Journal of Accounting Research 54(2): 277-340.  

 

[R] Goldstein, I., & Sapra, H. (2013). Should banks' stress test results be disclosed? An analysis 

of the costs and benefits. Foundations and Trends in Finance, forthcoming. 

 

[R] Bischof, J., Laux, C., & Leuz, C. (2019). Accounting for financial stability: Lessons from the 

financial crisis and future challenges. 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3393148 

 

file:///H:/public_html/BA532/2003%20Global%20games%20Morris%20and%20Shin.pdf
file:///H:/public_html/BA532/2003%20Global%20games%20Morris%20and%20Shin.pdf
file:///H:/public_html/BA532/2003%20Global%20games%20Morris%20and%20Shin.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3393148
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[R] Laux, C., & Leuz, C. (2010). Did fair-value accounting contribute to the financial 

crisis?. Journal of economic perspectives, 24(1), 93-118 

 

[R] Beatty, A. and S. Liao. 2014. “Financial accounting in the banking industry: A review of the 

empirical literature”. Journal of Accounting and Economics 58(2-3): 339-383. 

 

[R] Zhang, G., 2023. Models of Accounting Disclosure by Banking Institutions. Foundations 

and Trends® in Accounting, 17(3–4), pp.173-300. 

 

 

*Dang, T., G. Gorton, B. Holmström, and G. Ordonez. 2017. “Banks as secret keepers.” 

American Economic Review 107(4): 1005-29.  

 

*Bouvard, M., P. Chaigneau, and A. de Motta. 2015. “Transparency in the financial system: 

rollover risk and crises.” The Journal of Finance 70(4): 1805-1837.  

 

*Gao, Pingyang, and X. Jiang. 2018. Reporting choices in the shadow of bank runs”. Journal of 

Accounting and Economics 65(1): 85-108. 

 

* Plantin, G., H. Sapra, and H.S. Shin. 2008“Marking-to-market: panacea or pandora’s Box?.” 

Journal of Accounting Research 46(2): 435-460. 

 

Plantin, G. and J. Tirole. 2018 “Marking to market versus taking to market”. American Economic 

Review 108(8): 2246-2276.  

 

Bleck, A. and Gao, P., 2023. Mark-to-market, loan retention, and loan origination. The 

Accounting Review, 98(1), pp.83-107. 

 

[e] Chen, Q., Goldstein, I., Huang, Z. and Vashishtha, R., 2022. Bank transparency and deposit 

flows. Journal of Financial Economics, 146(2), pp.475-501. 

 

[e] Chen, Q., R. Vashishtha and Wang. S. Y. 2020. “Loan fair value disclosures and deposit 

flows” Working paper. Duke.  

 

 


