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Suppose that the regularity condition holds. I f ful l surplus extraction is not at-
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Suppose that GH v σ first-order stochastic dominates GL v σ for any σ

. Then at any solution, pH ,σH jointly maximize TH p,σ , and pL ,σL jointly maximize

f L TL p,σ f H R p,σ and satisfy pL > c.
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with ε < . Hence, the ex ante types of the buyer are equally likely, with f L f H , and

are ordered in first-order stochastic dominance. Condition (2) holds with equality. Consider

the following disclosure policy: if the buyer reports type H , the seller chooses σ which reveals

the true value ω; i f the buyer reports type L , the seller chooses σ c which only reveals to

the buyer whether the true value ω is above or below c . The selling mechanism is: if

the buyer reports type H , he pays an advance fee
�

c
ω c dGH ωσ in exchange for a

posted price c in period two; if the buyer reports type L , he does not pay any advance fee,

but wil l be charged in period two for purchasing. Under this disclosure policy and the

selling mechanism, neither type of buyer has incentive to deviate. The resulting allocation is

effi cient, and the seller extracts the full surplus:
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In contrast, i f the seller discloses all information to both types of buyers, the problem reduces

to sequential screening of Courty and Li (2000). The resulting allocation involves distortion

and the type-H buyer enjoys str ictly positive information rent. Therefore, the seller ’s profit

under ful l disclosure is str ictly lower than the full surplus, and thus cannot be optimal.
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Suppose condition (3) fai ls. Then, for any signal structure σL for type L and its

corresponding selling mechanism, there exists a binary signal structure for type L that reveals

no information to deviating type H and is at least as profitable to the seller.
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optimal one is a generalized monotone two-way partition signal structure.
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Suppose that the allocation rule x θ, v solves the seller’s relaxed prob-

lem. I f i t is non-decreasing in v for all θ and satisfies conditions (AM), then there exist
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mal.
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I θ, v,σ is linear in v and independent of σ, and J θ, v,σ is increasing in both θ and v.
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with density f and distr ibution

F . Furthermore, suppose that type θ’s true value ω is distr ibuted normally with mean θ
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can release a signal to the buyer:
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policy is contingent on buyer’s report θ. Let and φ denote the distr ibution and density of

the standard normal. The posterior estimate given σ θ and θ is
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As a result, the informativeness measure is
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The aforementioned example of Eso and Szentes (2007) is a special case.
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Suppose the informativeness measure I θ, v,σ is independent of σ, J θ, v,σ

is increasing in both θ and v, and for all θ, G θ,σ dominates G θ,σ for all other σ in

rotation order with rotation point v◦ c. Then full disclosure is optimal.
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Suppose that ex ante types are ordered in hazard rates. I f under ful l disclosure

a menu of option contracts a θ , p θ solves the seller’s maximization problem and does

not exclude any buyer types, with p θ k < ω for all θ for some k, then full disclosure is

not optimal.
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Suppose that the seller’s cost c , and the buyer’s ex ante type θ is distr ibuted

according to distr ibution F with support
�

,
�
. Consider the following class of distr ibutions

of ω conditional on θ. Suppose the true value ω of a type-θ buyer is distr ibuted uniformly

with support / θ, . Let G θ,σ and g θ,σ denote its cumulative distr ibution and

density respectively. Then for all ω / θ, , we have

g ωθ,σ θ and G ωθ,σ
ω / θ

/ θ
ω θ.

I t is easy to see that distr ibutions G ωθ,σ are ordered in first-order stochastic dominance

with respect to θ. Further, the informativeness measure under the full disclosure policy σ
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ω

θ

is increasing in both ωand θ. As a result, the suffi cient conditions for the first-order approach

are satisfied (Courty and Li, 2000). I t can be verified that if the seller adopts the full disclosure

policy, under the optimal mechanism the resulting allocation does not maximize the expected

surplus, and the seller has to leave positive information rent to some high type buyers.

Consider the following partial disclosure policy and selling mechanism. The seller dis-

closes to all types of buyer whether ω is above or below , and charges price in period two.

This disclosure policy, together with the posted price, extracts all the surplus. The seller’s

profit is � �
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Therefore, ful l disclosure is not optimal.
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