Econometrica, Vol. 60, No. 6 (November, 1992), 1273-1292

ASYMPTOTIC EFFICIENCY IN LARGE EXCHANGE
ECONOMIES WITH ASYMMETRIC INFORMATION

By FARUK GUL AND ANDREW POSTLEWAITE

We provide conditions on an exchange economy with asymmetric information that
guarantee that when the economy is replicated sufficiently often, there will be an
allocation which is incentive compatible, individually rational, and nearly efficient. The
main theorem covers both the case in which aggregate uncertainty remains when the
economy is replicated and the case in which replication eliminates aggregate uncertainty.
In addition, we demonstrate how our theorem does or does not apply to standard
asymmetric information problems such as the buyer’s bid double auction problem,
Akerlof’s lemons problem, and insurance with asymmetric information.
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1. INTRODUCTION

THERE HAS BEEN IN RECENT YEARS voluminous research showing the various
ways that asymmetric information among agents in an economy can preclude
the attainment of a (first best) Pareto efficient outcome. It is plausible that every
economic situation involves some asymmetry of information: every agent proba-
bly knows something about his utility function or production technology that is
not known to all other agents. It then follows that in every economic problem,
there may be inefficiency due to the asymmetric information.

Despite the seeming ubiquity of this asymmetric information induced ineffi-
ciency, many economists believe that in many circumstances competitive mar-
kets generate efficient, or nearly efficient, outcomes. Although seldom spelled
out, this belief is based on a notion that while there may be asymmetry in
agents’ information, it is relatively unimportant for the problem at hand because
any single agent has only a small amount of information not known by the other
agents.

It is an attractive idea that there should be a concept of an agent’s being
informationally small, and when agents are informationally small, the ineffi-
ciency due to asymmetric information is small. There are two immediate
difficulties with the notion, however. First, it may be that the aggregate effect of
many agents, each of whom is informationally small, prevents efficient market
performance. A second difficulty with the notion is that the measure of informa-
tional smallness isn’t obvious. One of the first of the papers showing that
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