Ralph’s Information



	Scenario 1
	s1
No demand
s2
Low demand
s3
Medium demand
s4
High demand


	Invest
-100
20
28
40


	Do not
Invest
0
0
0
0



Part A.

1.
Should Ralph invest in the new product? Justify your answer.

2.
Suppose Ralph has access to an information system that permits him to distinguish the No demand and Low demand states (s1 or s2) from the Medium demand and High demand states (s3 and s4). How would Ralph best use this information? Would Ralph pay for this information? Why? What is the maximum he would pay for it?

	Part B.

Answer questions 1 and 2 above for the Scenario 2 and 3 below.

Scenario 2
	s1
No demand
s2
Low demand
s3
Medium demand
s4
High demand


	Invest
-100
24
32
	48


	Do not
Invest
0
0
0
0



	Scenario 3
	s1
No demand
s2
Low demand
s3
Medium demand
s4
High demand


	Invest
-100
100
120
	140


	Do not
Invest
0
0
0
0



Part C. 

How would your answers for Scenario 3 change if Ralph was risk averse? (Risk aversion implies that one stricly prefers a sure thing of $X to a risky lottery with expected value equal to X.)

Part D. 

What does this exercise suggest about the optimal use and value of information?
