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1. Logit, CES, and Rational Inattention

An important question in theory of demand is “why do firms that produce similar goods have 
market power over their products?” A classic answer to this question is that these products are 
weak substitutes. This theory is the essence of CES utility functions where this elasticity of 
substitution is assumed to be constant and finite. The implied demand functions under CES 
aggregators inherit the constant elasticity of substitution for the demand elasticity and endow 
firms with proportional market power. However, not all market power can be justified by weak 
substitutability of products. Consumers pay different prices for the same homogenous goods 
which seems to be at odds with this assumption. 

This paper proposes an alternative for the weak substitutability assumption that in special cases 
is observationally equivalent to a CES aggregator and explains why producers of homogenous 
goods can still have market power over their product. This alternative assumption is that 
consumers are inattentive to firms’ prices. Therefore, even if the two firms produce perfectly 
substitutable products, the consumer’s demand is not fully revealed by the relative price of the 
two firms: it is as if consumers have different tastes for the two products. 

The paper then goes on to propose the implications of this alternative theory relative to the CES 
utility functions and draws a clear set of testable predictions. The elasticity of substitution is 
replaced in this model with the cost of attention: more attentive households form more elastic 
demand over similar products. Moreover, what counts as taste in CES utility functions is re-
interpreted in this model as prior unconditional probabilities of choice, which are endogenous to 
the attention of the consumer and the pricing strategies of the firms.

2. Status Quo and Beliefs Polarization of Inattentive Agents

Polarization of beliefs is a phenomenon that has attracted a lot of attention is recent years. 
Conventional wisdom dictates that more information should decrease disagreement and guide an 
audience with different priors towards the same posterior. However, the evidence seem to refute 
this hypothesis; especially in recent years. This raises the following question: “why do beliefs 
become more polarized when more information is acquired?” 

While behavioral stories such as confirmation bias provide a potential answer for this question, 
this paper proposes an alternative theory that does not rely on behavioral biases, and shows that 
how an optimal information acquisition strategy on part of rational agents can lead to belief 
polarization. 

The main idea is that inattentive agents might pool across different states of the world once they 
have access to a rich set of available signals. For instance, suppose a new policy is proposed to a 
set of individuals who slightly disagree about the policy: one group is slightly optimistic about 
the new policy relative to a default option and the other is slightly pessimistic. Now, if 
information is not costly and is abundantly available, all individuals would study the policy so 



much to know exactly how valuable it is. However, once information becomes sufficiently costly, 
the nature of information acquisition changes: at the end of the day, an optimistic agent is almost 
ready to accept the new policy and would only refrain from choosing it if it is “not good 
enough”. Once such an agent receives the signal that the policy is indeed good enough, they 
become even more optimistic relative to their prior because now they have ruled out the worst 
case. A similar incentive causes a pessimistic agent to become more pessimistic if they receive a 
signal that tells them that the policy is not good enough. Now, suppose a policy is neither bad nor 
good, but just average, in which case the model would predict belief polarization.

This model provides a clear mechanism for how polarization happens under a decision rule that 
is optimal for the decision maker, rather than relying on an assumption about how people form 
beliefs. It also relates the degree of polarization to the cost of attention, which connects the rise 
in polarization to a rise in [opportunity] cost of attention.

3. Attentional Role of Quota Implementations 

This paper chapter the consequences of quota implementations when agents are rationally 
inattentive. The main findings of the paper is that once a rationally inattentive agents is 
constrained by a quota, they always acquire information about their existing options. This is in 
contrast to the unconstrained problem where the agent might find it optimal to not acquire 
information about some options. 

This highlights a new role for policies that rely on quotas: the attention (re)allocation channel. 
Once quotas are imposed on rationally inattentive agents, their incentives shift in terms of how 
attentive they would like to be with respect to different options, as these new constraints change 
the relative value of different options for the agents. Hence, quotas can be used to incentivize 
agents to focus on options that they would disregard otherwise.


