Chapter Twelve Outline

I.  Introduction/Overview


A.  The invisible hands presumes full information


B.  Consumer strategies for information gathering

II.  How the “Middleman” Adds Value


A.  Economic role of middlemen


B.  Information and economic surplus



1.  example of an eBay auction

III. The Optimal Amount of Information


A.  The Cost-Benefit Test



1.  marginal cost of information equals marginal benefit



2.  graph of optimal amount of information (and optimal amount of 


     ignorance)


B.  The Free-Rider Problem



1.  Economic Naturalist 12.1: “Why is finding a knowledgeable sales clerk 

     often difficult?”



2.  Economic Naturalist 12.2: “Why did Rivergate Books, the last 



     bookstore in Lamberville, N.J., recently go out of business?”

C.  How is increased access to the internet likely to affect total economic surplus?”


D.  Two guides for rational search



1.  search longer for more expensive items



2.  search longer when opportunity cost is high

IV.  The Gamble Inherent in Search


A.  Expected value


B.  Fair gamble/ Better-than-fair gamble


1.  risk neutrality



2.  risk aversion


C.  The commitment problem

V.  Asymmetric Information


A.  The Lemons Model


B.  The credibility problem


C.  The Costly-to-Fake Principle



1.  Economic Naturalist 12.3: “Why do firms insert the phrase “As 



     advertised on TV” when they advertise their products in magazines and 

     newspapers?”

2.  Economic Naturalist 12.4: “Why do many companies care so much about elite educational credentials?”


D.  Conspicuous Consumption as a Signal of Ability



1.  Economic Naturalist 12.5: “Why do many clients prefer lawyers who 


     wear expansive suits?”


E.  Statistical Discrimination

1.  Economic Naturalist 12.6: “Why do males under 25 pay more than other drivers for auto insurance?”

2. adverse selection

3. moral hazard


4.  disappearing political discourse



5.  Economic Naturalist 12.7: “Why do opponents of the death penalty 


     often remain silent?”

6.  Economic Naturalist 12.8: “Why do proponents of legalized drug remain silent?”

