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Disproportionate impact of
public information relative to face

value.

e — Mmarket “overreaction”
— strategic effects

— Any noise in public info. has
disproportionate impact.

e — Official pronouncements
— economic statistics



Without private information, greater
precision of public information
always desirable.

With private information, the welfare
effect of better public information Is
ambiguous.

— In a highly sensitized world,
private informationcrowds out pub-
lic information.



Principal anch agents

Agents’ Payoffs

Principal’s Payoff
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Case I: Perfect Information
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Case II: Public Information only
e ¢ uniform prior (improper)
e public signal
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First order condition
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but

Welfare
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More precise public information is
always better



General Case

e privatesignal
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In general, fors ¢ S¥
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or,
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Welfare
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Private information
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Public Information
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increase in E(W|0)
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Figure 4.1: Indifference Curves for Principal



Other Issues

e Linear solution method

e Alternative payoff functions for
principal
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Public information is a double-edged
Instrument

e Impactis large

e But impact of noise is large, too.
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