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Course Objectives: newly acquired knowledge once the course completed should be well identified

The first two parts of the course provide an introduction to consumer search and
advertising. We will demonstrate that market outcomes can be very different when
consumers are poorly informed about prices and product characteristics. We will derive a
consumer’s optimal search rule in a canonical model of product differentiation, examine
whether search costs can explain price dispersion for homogeneous products, and study the
effects of firm prominence on market performance. We will also consider whether firms
under- or over-invest in advertising, what is the optimal mix of information to include in an
advert, and look at how an online intermediary should price access to information on its site.
The final part of the course provides an introduction to cost passthrough i.e. how changes in
costs (or taxes) are passed through to consumers. We will show that this simple concept
helps to unify and explain several seemingly different results from the IO literature.

Prerequisites :

It is advantageous (though not necessary) to also take the other theoretical IO course that
takes place in the second term.



Practical information about the sessions:

Students may use laptops, and are expected to actively participate during lectures and ask
questions.

Grading system :

The final grade is based on class participation, as well as a presentation and short note on a
recent paper. (Students taking both theoretical 10 courses in the second term only need to
do one presentation for both courses.)
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Session planning :

Week 1: (Random) Consumer Search
Week 2: (Ordered) Consumer Search
Week 3: Search and Advertising
Week 4: Advertising

Week 5: Passthough and Applications



