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Endogenous Information Acquisition

This paper

Research question

Do lower costs of information acquisition reduce disagreement?

Background � Mankiw, Reis, and Wolfers (2002): there is
considerable disagreement in in�ation expectations.

�Puzzling� because . . .

1 most in�ation-relevant information should be publicly
available

2 and so, if everyone uses the same mental model of
in�ation

. . . everyone should have more or less the same in�ation
expectation.
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Endogenous Information Acquisition

This paper

Information Acquisition is Costly

Puzzle solution in the Mankiw-Reis-Mackowiak-Wiederholt
research program: there must be some cost of acquiring
information, physical or psychological or both.

Implication: if information costs are lowered, disagreement
between people should be shrinking.

It is this proposition that the paper tests: with national house
price expectations (not in�ation expectations).
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Endogenous Information Acquisition

This paper

Result

Surprising answer: clear no! Lower information costs do not
shrink disagreement in expectations.

Reason: while providing information will reduce dispersion
within the group of people with the same information, it will
increase the dispersion between groups that got di�erent
information treatments.

This is NOT because the baseline survey design limits agents
to one piece of information. When they have more than one,
they still do not have guidance which ones to use how.
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Endogenous Information Acquisition

This paper

Four Steps

1 Elicit prior belief with probabilities, Manski-style

2 Elicit information preferences: experts, past growth rates,
nothing

3 Elicit valuation of information

4 Elicit posterior beliefs
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Endogenous Information Acquisition

This paper

Other (Quirky?) Results

Numeracy and education let people choose experts (the
best MSE forecast).

Already informed and high-con�dence individuals seek out
more information.

High-con�dence individuals use information more.

Considerable bunching at high willingnesses-to-pay for
relatively low reward.

Volatile house prices are not more or less likely to induce
information seeking / or expert information seeking.
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Endogenous Information Acquisition

Comments

Numeracy and Education and Expert Forecasts

MSE is one particular criterion for forecast quality. What
about heterogenous risk attitudes? What about
heterogeneous strategic optimism (see Brunnermeier and
Parker, 2005).

Why study MSEs only in growth rates? Suppose home
prices were a random walk (they aren't), then growth
rates are not predictive. But levels are!

More generally: why not give the agents �the best� (in

some sense) time series model forecast, telling them an

AI has come up with it.

Could it just be homophily? Highly educated people just
like and trust people like them: �experts�.
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Endogenous Information Acquisition

Comments

Numeracy, Education, and Expectations

1 Bachmann, Berg and Sims (2015): �nd no in�ation
expectation-consumption nexus on average, across education levels;
but they did �nd a positive one for people putatively informed
about the macroeconomy; using Michigan Consumer Survey data.

2 D'Acunto, Hoang, Paloviita, and Weber (2019): �nd a strong e�ect
of IQ on in�ation expectation formation and on the in�ation
expectation-consumption nexus; using Finish military data.

3 Coibion, Georgarakos, Gorodnichenko, and van Rooij (2019): they
�nd no e�ect of cognitive limitations on the in�ation
expectation-consumption nexus; using data from a Dutch survey
experiment.

This is all just to say: the literature is a big mess right now on
this question.
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Endogenous Information Acquisition

Comments

Sophistication, Information Stock, and

Information Flow

I don't really have much to say other than that this to me is
the most interesting part of the paper that I wish had been
developed more (I am sure the authors are working on it).

The authors call this a �taste for information�-e�ect. Could it
also be a true sophistication e�ect at the meta level? Call it a
Socratic e�ect: �they know that they don't know!� Would it
make a di�erence?

Also: is Bayesian updating toast?
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Endogenous Information Acquisition

Comments

Sophistication, Information Stock, and

Information Flow

The only thing I can do here is to shamelessly promote some of
my own stu�: the preference to express uncertainty attitudes
in non-Bayesian ways is not related to unsophistication.

When given the choice to express subjective probabilities of
in�ation increases as point or range probabilities, Knightian
responses are associated with

1 better education
2 higher income
3 city dwellers
4 . . . but NOT: with perceived di�culty of �lling out the

survey.
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Endogenous Information Acquisition

Comments

Sophistication, Information Stock, and

Information Flow

Sophisticated people might just think harder about things,
including their uncertainty. Socratic e�ect?

More on this tomorrow.
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Endogenous Information Acquisition

Comments

Sophistication, Information Stock, and

Information Flow

From ongoing work with Carstensen, Lautenbacher, and
Schneider: here Knightian responses mean with respect to own
sales growth in German manufacturing �rms.

Importance of statistical analysis for quantitative sales planning
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Endogenous Information Acquisition

Comments

Bunching

Are you worried that you did not give them higher choices in
the willingness-to-pay elicitation? Is that bunching a problem
for your results? Especially if they had exceeded the maximal
reward.
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Endogenous Information Acquisition

Comments

Model

Isn't the volatility fact (not more information acquisition
with volatile house prices) against a core prediction of
rational inattention models? How is that dealt with?

Personally, I think you are beating up too much on the
pure sticky information framework: that was dead at least
since Coibion and Gorodnichenko (2012).
Also personally, coming from the physical adjustment cost
literature: I have always felt that the strict distinction
between sticky information and noisy information was a
bit arbitrary.

Sticky information: Calvo or �xed costs (Calvo just being

stochastic in�nite �xed costs).

Noisy information: variable costs.

What's the big deal?
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Endogenous Information Acquisition

Comments

Is it Lack of Information?

What if agents just have di�erent mental models of house
prices?

It would be cool to try to link their information choices to
di�erent mental models.

R. Bachmann (Notre Dame) Endogenous Information Acquisition Notre Dame, September 2019 15
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Endogenous Information Acquisition

Comments

External Relevance

Why do we care about disagreement?

Why do we care about disagreement in national house prices?

I know: global games and stu�, but what is their application
for national house prices?

What, if anything, do we learn for, say, in�ation disagreement
and its relevance for monetary policy, other than: expectation
management as a policy tool is even trickier than we think?

Did you hear that Forward-Guidance-People?

R. Bachmann (Notre Dame) Endogenous Information Acquisition Notre Dame, September 2019 16
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Conclusion

This is obviously a great paper with a great experiment.

The headline result is surprising, yet easy to understand
(a plus!!!).

There are many smaller results that are just as interesting
(perhaps more so). Not yet clear what to make of them.

What have we learned for policy?
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