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Abstract

This thesis consists of three chapters. In the first two chapters I study the
optimal design of communication hierarchies between an uninformed decision maker
and privately informed experts who have different preferences over decision maker’s
action.

The motivation for the model described in the first two chapters comes from
the fact that in organizations, a central problem is that much of the information
relevant for decision making is dispersed among employees who are biased and may
lack the incentives to communicate their information to the management. This paper
studies how a manager can elicit employees’ information by designing a hierarchical
communication network. The manager decides who communicates with whom, and
in which order, where communication takes the form of cheap talk (Crawford and
Sobel, 1982). I show that the optimal network is shaped by two competing forces: an
intermediation force that calls for grouping employees together and an uncertainty
force that favours separating them. The manager optimally divides employees into
groups of similar bias. Under simple conditions, the optimal network features a
single intermediary who communicates directly to the manager.

Third chapter is work in progress. Here, I study a situation in which a DM
can commit to both communication networks and to the delegation of decision rights
but not to transfers or arbitrary decision rules based on received information. I show
a novel trade-off between centralization and decentralization with two experts and a
decision maker, when experts receive noisy and complementary evidence. There is a

single decision to be made, the decision maker can allocate the decision right to any

vii



of the experts, and can commit to communication channels betwent the players.
I study conditions under which delegation combined with decentralized commu-
nication outperforms centralization. This happens because delegation encourages
information sharing between the experts. Two conditions have to be satisfied in
order for a decision maker to benefit from decentralization. First, the expert who
decides over policy has to be not too biased towards the decision maker. Second,
he should have a smaller distance to the bias of the other expert compared to the
DM. In this case, the other expert is willing to reveal more information to the first

expert compared to the centralized case.
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Chapter 1

Optimal Communication

Networks: Basic Results

1.1 Introduction

“Information in an organization,
particularly decision-related
information, is rarely innocent, thus
rarely as reliable as an innocent
person would expect. Most
information is subject to strategic
misrepresentation...” James G.
March, 1981.

Much of the information relevant for decision making in organizations is
typically dispersed among employees. Due to time, location, and qualification con-
straints, management is unable to observe this information directly. Managers aim
to collect decision-relevant information from their subordinates, but employees often
have their own interests and hence communicate strategically to influence decision
making in their favour. In this paper, I study how a manager optimally elicits in-
formation by designing a communication structure within the organization. The
manager commits to a hierarchical network that specifies who communicates with
whom, and in which order. Her objective is to maximize information transmission.!

My analysis shows that the optimal communication network is shaped by two

!Evidence suggests that the communication structure within an organization indeed affects em-
ployees’ incentives to reveal their private information. See discussions in Schilling and Fang (2014)
and Glaser et al. (2015).



competing forces: an intermediation force that calls for grouping employees together
and an uncertainty force that favours separating them. The manager optimally di-
vides employees into groups of similar bias. Each group has a group leader who
collects information directly from the group members and communicates this infor-
mation in a coarse way to either another group leader or the manager. If employees’
biases are sufficiently close to one another and far away from the manager’s, the op-
timal network consists of a single group. My results resonate with the classic studies
of Dalton (1959), Crozier (1963), and Cyert and March (1963), who observe that
groups — or “cliques” — collect decision-relevant information in organizations and
distort this information before communicating it to organization members outside
the group.

The model I present considers a decision maker (DM) and a set of employees
whom I call experts. Each expert observes a noisy signal of a parameter that is
relevant for a decision to be made by the DM. The DM and the experts have different
preferences over this decision; specifically, the experts have biases of arbitrary sign
and magnitude over the DM’s choice. The DM does not observe any signal of the
relevant parameter and relies on communication with the experts. As committing
to transfers or to decisions as a function of the information transmitted is often
difficult in an organizational context, I rule these out.? The DM instead commits
to a communication network, which specifies who communicates with whom, and in
which order.® Communication is direct and costless, i.e. it takes the form of “cheap-
talk” as in Crawford and Sobel (1982). I focus on the best equilibrium payoffs for
the DM in any given communication network and characterize the optimal network
for the DM.

My model builds upon Galeotti et al. (2013) who study simultaneous com-
munication in a similar setting. The crucial difference is that my model studies the
optimal sequential structure from decision maker’s perspective, where they focus
on the properties of simultaneous communication in different network structures.
In particular, I restrict attention to tree communication networks, or “hierarchies.”
This type of network is a natural starting point in the study of communication in
organizations. In the theoretical literature, hierarchies are regarded as the opti-

mal formal organization for reducing the costs of information processing (Sah and

2 A manager cannot contract upon transfers or any information received in Dessein (2002), Alonso
et al. (2008), Alonso et al. (2015), and Grenadier (2015). See also the literature discussion in
Gibbons et al. (2013).

3The design of communication structures appears as a more natural form of commitment. For
example, if a party commits not to communicate with an agent, she will ignore any reports from the
agent so long as they are not informative, and the agent in turn will not send informative reports
as he expects them to be dismissed.



Stiglitz, 1987; Radner, 1993; and Garicano, 2000) and for preventing conflicts be-
tween subordinates and their superiors (Friebel and Raith, 2004). In practice, hierar-
chies have been identified as a prominent communication structure in organizations,
even in those that aim to have non-hierarchical communication and decision rights
allocation (see Ahuja, 2000 and Oberg and Walgenbach, 2008).

I begin my analysis of optimal communication networks by identifying a
trade-off between two competing forces. On the one hand, the intermediation force
pushes in favour of grouping experts together, in order to enable them to pool
privately held information and have more flexibility in communicating to the DM.
On the other hand, the uncertainty force pushes in favour of separating the experts,
in order to increase their uncertainty about the information held by other experts
and relax their incentive constraints. Asin other contexts, uncertainty allows to pool
incentive constraints, so a less informed expert can be better incentivized because
fewer constraints have to be satisfied compared to the case of a more informed
expert.

Building upon the interaction between the intermediation force and the un-
certainty force, I derive three main results. My first main result concerns star
networks — those in which each expert communicates directly to the DM. Star net-
works are a simple and a prominent benchmark in the social network literature (see
Jackson, 2008). My analysis shows, however, that a star communication network
is always dominated by an optimally-designed sequential communication network.
Sequential communication between the experts can generate as much information
transmission to the DM as a star network, and sometimes strictly more. The im-
provement arises because coordination in reports gives experts the possibility to
report pooled information in a coarse way. This is strictly beneficial for the DM
whenever the experts would send a less informative report were they unable to
coarsen information.

My second main result shows that an optimal communication network con-
sists of “groups” of experts. In a group, a single expert — the group leader —
receives direct reports from all other members of the group and then communicates
the aggregated information in a coarse way either to another group leader or directly
to the DM. The coarsening of information by a group leader is key to incentivize
the experts to reveal their signals truthfully. As for the optimal composition of a
group, I show that group members who only observe their own private signals have
identical ranges of biases which support their equilibrium strategies; the reason is
that they have the same expected uncertainty about the signals of other experts

and their reports are treated symmetrically by their group leader. Consequently,



the DM benefits from grouping similarly biased experts together.

Finally, my third main result shows that if the experts’ biases are sufficiently
close to one another while large enough (relative to the DM’s preferences), then
the optimal network consists of a single group. The group leader acts as a single
intermediary who aggregates all the information from the other experts and sends a
coarse report to the DM. Aggregation of the entire information allows this interme-
diary to send a report with minimal information content. As a consequence, from
the perspective of each expert, any deviation from truth-telling results in the largest
possible shift in the DM’s policy from the expected value of the state. This allows
to incentivize highly-biased experts to reveal their private information truthfully.

As noted, my findings are in line with work on the modern theory of the
firm, which emphasizes the importance of coordination between employees for intra-
firm information transmission. Cyert and March (1963) observe that managerial
decisions are lobbied by groups of employees which provide distorted information to
the authority. Similarly, Dalton (1959) and Crozier (1963) view an organization as a
collection of cliques that aim to conceal or distort information in order to reach their
goals. Dalton claims that having cliques as producers and regulators of information
is essential for the firm, and provides examples of how central management influences
the composition of such groups through promotions and replacements.* Group
leaders in my model also resemble the internal communication stars identified in the
sociology and management literature. Allen (1977), Tuchman and Scanlan (1981),
and Ahuja (2000) describe these stars as individuals who are highly connected and
responsible for a large part of information transmission within an organization, often
acting as informational bridges between different groups.

The next section discusses the related literature. Section 1.2 describes the
model. Section 1.3 illustrates the main ideas with a simple example, provides a
characterization of the intermediation and uncertainty forces, and derives the main
results. Additional results of this model are provided in Chapter 2 where I study
the optimal ordering of biases, the case of experts with opposing biases, the value
of commitment, and the benefits and limitations of using non-hierarchical networks.

Section 2.2 in Chapter 2 concludes.

1See p.65-67. Dalton describes a case in which the new members of a clique were instructed
about the “distinction between their practices and official misleading instructions” (italics are from
the original text).



1.1.1 Literature review

This paper relates to several literatures.

Communication Within Organizations: The importance of communication in
organizations has been long recognized in economics (Gibbons et al. 2013). Early
contributions that view an organization as an optimizer of communication structures
do not model a conflict of interest between the players and focus on the costs of di-
rect communication or information processing. Keren and Levhari (1979) look at the
time required to prepare instructions for productive units. Marschak and Radner
(1962) look at minimization of communication costs from a team-theoretical per-
spective. More recently, Bolton and Dewatripont (1994), and Radner and van Zandt
(1992, 2001), study the processing of information and the costs of communication.
The literature on knowledge-based hierarchies models organizational structures as a
solution to the trade-off between the costly acquisition and the costly communica-
tion of knowledge (see Garicano, 2000, Garicano and Wu, 2012, and the literature
review in Garicano and Rossi-Hansberg, 2014). Calvé-Armengol and di Marti (2007)
analyse communication using a team-theoretic framework in the tradition of Radner
(1962) and Marschak and Radner (1972). All those papers do not model strategic
communication, which is different from my approach. Strategic communication is
important, as shown in the motivating examples in the introduction. In the theoret-
ical literature, Milgrom and Roberts (1988) emphasize that those who are endowed
with knowledge but are excluded from the final decisions might have incentives to
distort the information they forward to the management. Thus, the question of op-
timal communication design should account for the possibility that an expert might
lie while reporting to the decision maker(s).

More recent contributions model strategic communication coupled with the
possibility of delegating decision rights. Dessein (2002) shows conditions under
which delegation is preferred to communication because the costs of strategic com-
munication due to coarse reports are higher than the costs of a biased decision by a
privately informed agent. Dessein and Santos (2006) use a team-theoretic approach
to study how a task specialization is affected by the need for coordination while
adapting decisions to local conditions. Alonso, Dessein and Matouschek (2008) and
Rantakari (2008) introduce incentive conflicts combined with strategic communica-
tion. They model a central manager and two peripheral divisions and show when it
is optimal to delegate authority to the divisions. Alonso, Dessein and Matouschek
(2015) extend this framework to study the effect of complementarity of production

decisions on the delegation of authority. These papers focus on the optimal alloca-



tion of authority; by contrast, I examine the optimal design of communication when
the decision rights are exogenously assigned to a principal.

My focus on tree communication networks is motivated by a large litera-
ture showing the importance of hierarchies in organizations. For example, Bolton
and Dewatripont (1994), van Zandt (1999a and 1999b) and Garicano (2000) show
that communication hierarchies decrease the costs related to information processing.
Friebel and Raith (2004) study hiring decisions and find that hierarchical commu-
nication prevents conflicts between supervisors and subordinates in organizations.
Moreover, an empirical literature recognizes trees and hierarchies as the prevalent
communication form in organizations. Ahuja and Carley (1998) show that virtual
organizations adopt a hierarchical communication structure — contrary to a view
that the use of information technology might result in non-hierarchical structures.
Oberg and Walgenbach (2008) show that a firm with a goal of adopting a non-
hierarchical communication, ended up having a communication hierarchy similar to
a bureaucratic organization.

Sociological and managerial literature on communication in organizations is
large.? Early studies of Cyert and March (1963), Dalton (1959) and Crozier (1963)
identified intra-organizational groups that were lobbying decisions while distorting
the information they provided to the management. Recent managerial literature
emphasizes the effect of the topology of communication structures on information
transfer in organizations.® Tuchman and Scalan (1981) and Allen (1977) provide
evidence that internal communication stars — individuals who act as informational
bridges between different groups — mediate a large portion of intra-organizational
information. This finding is in line with my results on “group leaders” who collect
information directly from members of their groups and communicate it in a distorted
way either to other group leaders or directly to the management. My results are
also in line with a recent empirical study of Wadell (2012) who found that internal
communication stars control a considerable fraction of information, which they col-
lect from groups and frequently share among other internal communication stars.
Similarly, Dhanaraj and Parke (2006) and Schilling and Fang (2013) show that in-
dividuals who are influential in communication networks within organizations have

incentives to systematically distort information.

Cheap Talk and Experts: Crawford and Sobel (1982) is the seminal frame-

work of non-verifiable costless information transmission (“cheap talk”). They show

®See Argote for a literature review on knowledge transfer in organizations.
5See the literature reviewed in Glaser et al. (2015)



that once communication features an uninformed receiver and an informed and bi-
ased sender, credible information transmission involves noise. Using cheap talk as a
communication device, Krishna and Morgan (2001a,b) and Battaglini (2002) study
multiple experts who perfectly observe the state. They show conditions under which
perfect revelation is possible. For example, with simultaneous communication, Kr-
ishna and Morgan (2001b) study a mechanism that achieves perfect revelation.”
With sequential communication and two experts who perfectly observe the state,
Krishna and Morgan (2001a) show that the DM always benefits from consulting
both experts if they have opposing biases, but does not benefit from consulting a
less biased expert if the biases are in the same direction. Battaglini (2002) shows
that perfect revelation with multiple dimensions of the state is possible generically
even when biases are large. All those papers achieve full revelation constructing an
equilibrium in which an expert does not deviate from truth-telling given some ”true”
report of the other expert (For example, in Battaglini (2002) each of the experts
reports to the DM according to a dimension in which their interests coincide. An
expert has no incentives to deviate once the other expert reports truthfully accord-
ing to his dimension). However, in my model it is not possible to play the experts
against each other to always achieve full revelation. If an expert does not have
incentives to report his signal truthfully in a tree, he has no incentives to always
share his information with other experts in a complete network either.

Because the signals are correlated, the DM has no possibility to punish the
experts due to “incompatibility” of their reports as in Ambrus and Lu (2014) or
Mylovanov and Zapechelnyk (2013).

The case of imperfectly informed experts was first studied in Austen-Smith
(1993) who compared simultaneous and sequential reporting with two biased ex-
perts®. Battaglini (2004) extends the analysis to many experts who communicate
simultaneously to the DM. Thus, he does not ask the question of the optimal com-
munication design. Further, for almost perfect revelation of information he puts
restrictions on expert’s preferences which is not the case in this paper.

My work closely relates to a paper by Wolinsky (2002) who studies a situation
in which the DM consults a team of experts and cannot commit to a mechanism. The

DM takes a binary action. The experts send their reports based on the expectations

"Battaglini (2002) defines a refinement where players might make mistakes that rules out the
perfect revelation equilibria of Krishna and Morgan (2001b).

8Glazer and Rubinstein (1998) study a mechanism design approach in which they compare two
different modes of communication with imperfectly informed experts: the one in which the experts’
and social planner’s preferences coincide, and the one in which the experts have private motives.
The important difference to my approach is the lack of commitment to a mechanism conditional
on reports in my model.



of whether their reports are pivotal for the final decision. Wolinsky compares two
benchmarks: simultaneous communication versus allocation of experts into groups.
He provides examples under which it is better to split experts into multiple groups
rather than consulting each expert separately, and finds conditions on the lower
bound of the group size. Wolinsky’s approach differs from mine in three respects:
1) Wolinsky does not ask the question of an optimal communication design, and,
thus, does not provide a general characterization of communication within groups.2)
Wolinsky assumes the same preferences of the experts, and, therefore, abstracts
from strategic information transmission motives between them. And, finally, 3) he
assumes partial verifiability and non-correlated information.

My result that strategic uncertainty can relax incentive constraints for ex-
perts once they are partitioned into different groups relates to the risk effect studied
in Moreno de Barreda (2013) and the information control effect studied in Ivanov
(2010). In Moreno de Barreda (2013) the DM relies on communication with a pri-
vately informed agent and has access to an additional unbiased information source.
Because the sender is risk-averse, uncertainty about DM’s information is costly, in
particular for less informative messages. Therefore, the risk effect favours commu-
nication. In Ivanov (2010) additional uncertainty of the sender about the state
generates fewer deviation possibilities such that truth-telling constraints become
easier to satisfy. In my model, separation of experts into groups creates uncertainty
of an expert about the exact reports of other experts (as in Moreno de Barreda,
2013). Further, an expert has access to fewer signals, thus making his reporting in-
centives easier to satisfy (as in Ivanov, 2010). Crucially, I model multiple experts —
an approach which introduces novel strategic considerations for information trans-
mission.”

There is an emerging literature on cheap talk in networks. Galeotti et al.
(2013) and Hagenbach and Koessler (2011) study how properties of networks affect
truth-telling strategies of players in a network with multiple decision makers and
a simultaneous one-round communication. I use a theoretical framework similar to
that of Galeotti et al. (2013) which is also used in Morgan and Stocken (2008) and
Argenziano et al. (2015). All these papers assume the communication structures as
given; by contrast, I endogenize communication.

Generally, the question has not yet been studied regarding an optimal net-
work design in the presence of cheap talk for a broad class of networks. However, the

literature does provide valuable insights for complete networks (Galeotti et al., 2013;

9Other papers that introduce additional information sources for the DM include Lai (2010) and
Ishida and Shimizu (2013) but none of them analyzes a setting with multiple senders.



Hagenbach and Koessler, 2011), sequential communication with a single intermedi-
ary (Li, 2007 and Ivanov 2010) and the case of multiple intermediaries (Ambrus,
Azevedo, Kamado, 2011).

For reasons of tractability, I analyze a single round of communication. Mul-
tiple rounds enrich the equilibrium set in a non-trivial manner (see Aumann and
Hart, 2003, or Morgan and Krishna, 2004).

Dewatripont and Tirole (1999) develop a model in which the players are
partitioned into groups according to the objectives of the group. The agents col-
lect information for the DM, and are only interested in monetary rewards associated
with the direction of the final decision, or for career concerns. In particular, they are
nonpartisan about the decision per se. Further, my framework is not directly com-
parable with theirs because Dewatripoint and Tirole (1999) study verifiable infor-
mation transmission, abstracting from strategic transmission effects within groups.
Nevertheless, both papers offer rationales for partitioning experts according to the
direction in which they want to influence the final decision. Instead, in my model,
all agents care about policy decisions and there are no monetary transfers. Re-
cently, Gentzkow and Kamenica (2015) show conditions under which competition
in persuasion benefits the decision maker. However, their focus is on information
gathering, and thus their insights are complementary to this paper.

Finally, in my model the decision right is exogenously assigned to a single
decision maker who optimizes over sequential communication structures within the
space of communication hierarchies. Dewan et al. (2014) study the optimal assign-
ment of decision rights in a framework with imperfectly informed experts (politi-
cians) and information aggregation via cheap talk. In their model, the messages
can be either private or public and thus they do not optimize over communication
structures. They show that a centralized authority can outperform decentralization

from the perspective of a social planner.

1.2 Model

Players and preferences: There are n experts and a single decision maker whom I
denote by DM, N = {1,..,n, DM }. The payoff function of player i € N is

ui = —(y — 0 —b)?

where y € R denotes the choice of the DM, b; € R is the bias of player ¢ and € is
the unknown state of the world with the common prior § ~ U|[0, 1]. For simplicity,

I normalize bpys = 0.



Signals: Each expert receives a conditionally independent private signal s; € {0,1}
upon realisation of 6 with Prob(s; = 1) = . Bayesian updating follows the Beta-
binomial model. As I show in the appendix, for n signals and k signals equal to 1,

the expected value of the state is E(0|k,n) = Z—ié Further, the number of 1’s is

uniformly distributed over n signals: Prob(k|n) = n%rl

Communication: A communication network is @ = (N, E): @ is a directed graph
with the set of nodes IV and the set of edges £ C N x N. For every pair of nodes
(4,7), eij € {0,1}: e;; = 1 means that there exists a directed link from 4 to j and
ei; = 0 means that no such link exists. I focus only on directed trees where the
DM is located at the root of the tree. This means that every player has only one
outgoing link but can have multiple incoming links, there are no cycles in the graph,
and the DM has at least one incoming link, but no outgoing links.!® The domain of
all networks satisfying these conditions is denoted by O.

Each player can send non-verifiable messages only within the specified com-
munication network, where a directed link from ¢ to j means that ¢ can send a
message only to j and j cannot send a message to i. The message space for each
player is an arbitrary large set M, where m; € M denotes a message of expert
i € {1,..,n}. I assume that each player can send a message only once.

A path H;;, is a sequence {i1,i2}, {i2,43}, .., {ig—1,9} such that the nodes

in every pair {4,441} are directly connected, e;, ;, ., = 1.

Comparison between networks: Since every network features multiple equilibria, I
focus on the best equilibrium for the DM for any given network. Network ) weakly
dominates network Q' if for any biases of players the best equilibrium payoff for
the DM in @ is at least as high as in @Q’, and for some biases it is strictly higher.
For optimality, I use the criterion of a weak domination. Therefore, a network @
is optimal for given n and the biases of all players, if any other Q' € Q is weakly
dominated by Q.

Player types, partitional communication: Consider an equilibrium in which n experts
communicate in some network (). Since each expert receives a binary signal, the
maximum information that a DM can receive is a sequence of 0’s and 1’s of length
n which reflects how many s = 0 and how many s = 1 are received by all experts.

A player might not know the exact sequence of private signals, but only a subset

1011 the appendix, I give a formal definition of the communication network.

10



of {0,1}™ that contains the true sequence. Player’s private information constitutes
her type, t;, which is a probability measure on {0,1}", t; € A({0,1}"), where A(S)
denotes a set of probability measures on a set S. A set of types of player i in a
network @ is denoted by T;(Q).

A message strategy of expert ¢ in a network () is a partition on the set {0, 1}"
denoted by P;(Q). The set of strategies of all experts other than expert ¢ for a given
network @ is denoted by P_;(Q). An element of a partition is called a pool. For
a given t; € T;(Q), a pool p € P;(Q) which includes a subset of {0,1}" to which
t; assigns probability 1 is denoted by p(t;) € P;(Q). For tractability, I sometimes

suppress the notation () when referring to partitions.

Equilibrium: The solution concept is a pure strategy Perfect Bayesian Equilibrium.

The following tuple is a strategy profile and a belief system for all players:

(Q7 {Ti(Q) }izo,..n7, { Pi(Q) Yi=o,...n", DM y(PDM(Q)>>7

where @) is a communication network chosen by the DM, n’ € {0,..,n} is the
equilibrium number of experts participating in communication in Q, {T;(Q) }i=o,..n’.DM
is the set of experts’ types which determines their beliefs, {P;(Q)}i=o.. /. par is the
set of experts’ message strategies and the partition of the DM according to which
she receives information, and y(Ppys(Q)) is the DM’s action profile dependent on

information received. The following conditions should be satisfied in equilibrium:

1. y(Ppam(Q)) is sequentially rational. For k € {0,..,n'} it means that if p’ €
Ppu(Q) is reported to the DM, she chooses y as follows:

1
y € argmin —/ (y — 0)2f(0]k € p,n’)d6b.
yER 0

2. For every t; € T;(Q), the partition P;(Q) is incentive compatible. It means
that for k € {0,..,n'} and p’ € Ppy(Q) with k € p/, and given the strategies
of all other experts P_;(Q):

1
= S0 Pkt [ P(Q)plt0) — 6= b F(Olk )0 >

ke{0,..,n'}

1
— Y Pr(kln) /0 (0" |P-i(Q),5) — 0 — bi)2F(B]k, n')db,

ke{0,..,n'}
for p” € Ppm(Q), p" # p' and p(t;),p € P(Q), p(t:) # .
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3. Finally, @ minimizes the expected losses of the DM:

1
Qeuggin= 30 Prly € Pow(@) Y Pr(k) [ ()0 61k € ')

p'€Ppr(Q) kep’

In the analysis, I focus on the most informative pure strategy PBE. The
reason is that as in Crawford and Sobel (1982) all equilibria can be Pareto-ranked!!
and more informative equilibria yield higher expected payoffs for every player.

Given the equilibrium conditions, notice that by backward induction the DM
chooses y(-) = Epps(0|m), where 1 denotes the message profile of all experts which
report directly to the DM.

1.3 Characterization of an optimal network

1.3.1 The main idea

In the following I focus on a simple case with three experts. I explain the main
results and show how they are driven by the interplay of two competing forces: the
intermediation force and the uncertainty force. To show the main results, it is not
necessary to cover all tree networks that feature three experts. Therefore, I provide
the complete characterization of the case with three experts in the later section 3.4.

Consider three positively biased experts, labelled 1, 2 and 3. I, first, show
that the star network (Figure 1.1a) is dominated by the line (Figure 1.1b). This is
due to the intermediation force that favours grouping the experts together. Second,
I show that for some parameter range the line is dominated by the network in Figure
1.1c which separates one of the experts from the remaining two. This is due to the
uncertainty force which incentivizes experts to reveal their signals if they do not

observe the messages of other experts.

Outcomes in the star network: Depending on the experts’ biases, the star can
generate one of four equilibrium outcomes. In the first case, all experts babble (send
uninformative messages). The DM ignores their reports and chooses y = % which
is her optimal choice given the prior. This strategy profile is an equilibrium for any

biases of the experts, and the resulting payoff for the DM is EUp; = —%. In the

"The difference to Crawford and Sobel (1982) is that their signal space is copntinuous and
perfectly observed by the sender, wherear in my model the signals are discrete and the state is not
perfectly observed by a sender.
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second case, an expert ¢ € {1,2,3} reveals his signal truthfully to the DM and the
other two experts babble. The DM chooses y based on the report of expert i, m;, as
follows: y(m; = 0) = % and y(m; = 1) = 2. This strategy profile is an equilibrium
for b; < % with the resulting EUpys = —1—18. In the third case, any two of the three
experts reveal their signals truthfully, and the other expert babbles. The DM makes
her choice dependent on the sum of the signals as follows: y(0) = 1, y(1) = % and
y(2) = %. This strategy profile is an equilibrium if the biases of the two truthful
experts are b < % and it yields EUpys = —i. In the fourth case, all three experts
reveal their signals truthfully. The DM chooses y depending on the sum of the sig-
nals as follows: y(0) = 1, y(1) = 2, y(2) = 2 and y(3) = 2. This strategy profile is

)
an equilibrium for b; < 11—0, i €{1,2,3}, and it yields EUpys = —3—10.

Figure 1.1: Illustration of the main idea
DM DM DM
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Outcomes in the line network: First, as shown in the appendix, the line can
generate all the equilibrium outcomes of the star. In particular, consider an equi-
librium in which the DM receives information about all signals. In this case, expert
3 reveals his signal truthfully to expert 2, and expert 2 reveals his signal and the
message of expert 3 to expert 1. Expert 1 reveals all information communicated to
him by expert 2, and his own private signal to the DM.

Why is it the case that the expert 1’s and 2’s incentive constraints in the line
are the same as in the star, although in the line they are more informed than in the
star? To see this, consider, for example, the incentives of expert 1. If the sum of
the signals is k € {0, 1,2}, then his smallest (and binding) upward deviation is to
communicate the sum of the signals k£ + 1 to the DM. The true sum of the signals

is uniformly distributed. Therefore, if expert 1 deviates from telling the true & to
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communicating k£ + 1 to the DM, the shift of the DM’s policy from the expert 1’s
expected value of the state is the same for each k € {0,1,2}. It follows that if expert
1 receives signal 0 in the star, the constraint which prevents him from reporting 1
is the same as the constraint which prevents him from deviating from k to k + 1
in the line. By the same argument, it can be shown that the line can generate the
equilibrium payoffs of a star network in which one or two of the three experts reveal
their signals truthfully.

Second, there are additional equilibria in the line which cannot be replicated
by the star. These equilibria feature one of the experts collecting information about
the signal of the other experts, and transmitting the aggregated information to the
DM in a coarse way. Consider the following strategy profile in the line in which
expert 3 reveals his signal to expert 2. Expert 2 reveals his signal and the message
of expert 3 to expert 1. Therefore, expert 1 observes both his private signal and
the message of expert 2. Expert 1 reports to the DM as follows: if the sum of the
signals which he observes is 0, he sends m;. Otherwise he sends m/. This means
that m) includes the sums of signals 1, 2 and 3. The DM’s choices are: y(m;) = £
and y(m}) = % As shown in the appendix, this strategy profile is an equilibrium
for b; < %, i € {1,2,3}. It results in EUpy = —%. The DM’s payoff is strictly
higher compared to the equilibrium in the star in which either all experts babble or
a single expert reports his signal truthfully. Therefore, for b; € (%, %], i€{1,2,3},
then the line performs strictly better than the star. Otherwise the line yields the

same expected utility to the DM as the star. Therefore we have:
Result 1: The line network weakly dominates the star network.

Line can be dominated: Next, consider the network depicted in Figure 1.1c,
denoted by @’. It is crucial that experts 1 and 2 do not observe each other’s
messages. I focus on the following strategy profile: expert 1 reveals his signal to the
DM — he sends my if his signal is 0, and m/ if his signal is 1. Expert 3 truthfully
reveals his signal to expert 2. Expert 2 sends one of the two messages to the DM.
If the sum of the signals which expert 2 observes is 0, then he sends my. If the sum

of the signals is either 1 or 2, he sends m/,. The DM’s choices are:

2 7 18

1
y(ml,mg) = 5’ y(mll,mQ) = 57 y(mlamé) = T5) y(mllam/Q) = %

I show in the appendix that this strategy profile is an equilibrium for bo, by <
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% and b < %. It yields EUpy = —% and therefore strictly outperforms the

line for by, b3 € (3, 23] and b1 € (5, 5m5].

Why is it important to separate the experts from one another? To answer
this, I show that while the line can transmit the same amount of information as
the above strategy profile in @', but only for a strictly smaller range of experts’
biases. Consider the following strategy profile: expert 3 reveals his signal truthfully
to expert 2, and expert 2 sends one of the two messages to expert 1. If the sum
of the signals which expert 2 observes is 0, he sends mo. If the sum of the signals
is 1 or 2, he sends m}. Expert 1 reveals to the DM his private signal s; and the
message of expert 2. Clearly, the DM’s choices are the same as in @’ yielding the
same expected utility. The incentives of experts 2 and 3 are the same as in Q.
However, as shown in the appendix, expert 1 communicates according to the above
strategy profile only for b; < %. The reason is that in the line expert 1 observes the

message of expert 2. He, thus, has to satisfy more incentive constraints compared

to Q' where he only observes his private signal. We have:

Result 2: There is a bias range for 3 experts in which the network @’ strictly
dominates the line. In particular, the equilibrium in @’ is implementable in the line
for a strictly smaller range of expert 1’s bias, compared to @’. This is because in

the line expert 1 observes the message of expert 2.

The following sections 3.2 and 3.3 provide general analysis, whereas 3.4 fully

characterizes the case with three positively biased experts.

1.3.2 Simultaneous versus sequential communication

I start with the characterization of equilibria in a star network with the DM located
at the center of the star as in Figure 1.2. This characterization is similar to Morgan
and Stocken (2008), and Galeotti et al. (2013):

Proposition 1: Take any number of experts, n, with arbitrary biases. An equilib-
rium in a star network in which n’ < n experts communicate their signals truthfully
to the DM exists if for every expert i € {1,..,n'} the condition |b;| < m is
satisfied.

Proposition 1 shows that a smaller conflict of interest between the experts and

the DM results in more experts revealing their signals. The equilibrium message

strategy of an expert depends both on the distance between the biases of the expert
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Figure 1.2: A star with n experts

AN

and the DM, as well as on the message strategy of the other experts. In particular,
a smaller number of equilibrium truthful messages increases the influence of each of
these messages on the final decision. As a result, a deviation of an expert from his
truthful message brings him further away from his expected ideal point. Therefore,
an expert has fewer incentives to deviate. Conversely, if the number of equilibrium
truthful messages increases, the influence of any given expert on the final decision
of the DM decreases making a deviation more profitable. Therefore the range for
experts’ biases which supports equilibrium truth-telling decreases.

By definition, equilibria induced by simultaneous communication do not fea-
ture strategic intermediation because no expert observes the messages of other ex-
perts. In sequential communication intermediation is possible and is manifested in
strategic coarsening of information.

The example in section 3.1 illustrated strategic coarsening of information by
expert 1 in a line network. He either sent a message containing the sum of the
signals 0, or a message containing the sums of signals 1, 2 and 3.

Proposition 2 considerably generalizes the example in section 3.1 and pro-
vides an important insight into the characterization of optimal information trans-
mission hierarchies. It shows that an optimally designed sequential communication
does weakly better than simultaneous communication. In particular, the former
generates the same outcomes as the latter and sometimes generates additional out-

comes which strictly dominate all equilibria of the simultaneous communication.
Proposition 2: Take any number n of experts with arbitrary biases. Take any tree

network @ that is not a star, such that if expert i communicates to expert j, e;; = 1,
then |b;| < |b;]. Then:
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1. Any equilibrium outcome in a star network is also implementable as an equi-

librium outcome in network Q.

2. There is a range of biases for which the best equilibrium in Q strictly dominates
the best equilibrium in a star. Further, this equilibrium in Q) involves strategic

coarsening of information.

The intuition for the first part of Proposition 2 is that the deviation incentives
of an expert in a separating equilibrium are independent of the expert’s beliefs about
the signals of other experts. Since the sum of the signals is uniformly distributed,
the smallest upward (downward) deviation of any expert’s type which determines
his binding constraints always leads to the same upward (downward) shift in DM’s
policy. Therefore, the truth-telling incentives in a separating equilibrium depend
only on the overall number of equilibrium truthful messages.

The second part of Proposition 2 states that there always exists a range of
biases for which an optimally designed intermediation strictly dominates the star
network. The intuition is that an expert with at least one predecessor can optimally
coarsen pooled information. A deviation from the message containing the true sum
of the signals brings him further away from his ideal point compared to a deviation in
the star network. Thus, an optimal sequential communication supports information

transmission for larger values of experts’ biases compared to the star.

Figure 1.3: An example of an optimal network in Proposition 3

DM

|

/|

The next Proposition shows that if the biases of all experts are large enough,
but do not exceed i, then the optimal network features a single expert directly con-
nected to the DM. Further, each of the other experts should be able to communicate

to some other expert. An example of such network is depicted in Figure 1.3.
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Proposition 3: Suppose that n experts are such that the biases of all experts are

either within the interval (4(%%, 4(7;7‘:12)] or within the interval [—4(7;7:12), —ﬁ).
Then:

1. In the optimal network the DM is connected to a single expert i € {1,..,n},

e;ipvy = 1, and each expert apart from i is connected to some expert j €

{1,..,n}.

2. Any other network does not transmit any information from the experts to the
DM.

n+1
4(n+2)’

n+1

(i) then no

Moreover, If the biases of all experts are above or below —

information is transmitted in equilibrium.

The explanation for Proposition 3 is that a network which features a single
expert communicating directly to the DM provides the maximum flexibility for
this expert to send messages according to the coarsest possible profile. Consider
the case in which all biases are positive. An expert connected to the DM sends
either a message containing the sum of the signals 0, or a second message which
pools together all other signals. In this case the incentive constraints of all experts
participating in communication are identical. Moreover, an expert’s deviation from
communicating the sum of the signals 0 results in the largest possible shift from an
expert’s ideal point among all incentive compatible partitions of signals. It means
that the described partition incentivizes information transmission by the experts
with the largest possible biases who would not be reveal their information otherwise.
If the biases of all experts are negative, the argument is similar: the equilibrium
partition informs the DM that the sum of the signals is either n, or everything else.

As n approaches infinity, the upper bound for the positive and the lower
bound for the negative biases above (below) which no information transmission

is possible converges to % (—i). These are the bounds for the sender’s bias in

Crawford and Sobel (1982) where above I or below -1, no information can be

credibly transmitted in equilibrium.

1.3.3 Uncertainty and incentives

Consider an expert who receives his private signal s;. Before the communication
within a chosen network takes place, an expert is uncertain about the signals of
other experts. After the communication in a network takes place, those experts

who receive messages from other experts have a more precise information about
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the overall signals. In the previous section I showed that a network which enables
aggregation of signals by some experts does better than the star because the experts
can optimally coarsen pooled information. However, from the DM’s perspective
there is a downside of experts being informed about overall signals. The more
information about other experts’ signals that expert receives, the more incentive
constraints have to be satisfied to incentivize the expert to send a message containing
the true sum of the signals. Conversely, experts who have less information about the
signals of other experts have to satisfy fewer incentive constraints for an informative
communication.

With other words, from the perspective of a less informed expert, the incen-
tive constraints are pooled together since they are formulated in expectation. Each
of these constraints results generically in a different range of biases supporting the
expert’s equilibrium strategy. Since the constraints are pooled together, the result-
ing range of biases lies in-between the tightest and the weakest constraints. However,
once an expert observes more information, the tightest incentive constraint becomes
binding.

A similar idea arises in mechanism design when comparing the interim with
the ex-post truth-telling constraints. In the interim stage when an agent only ob-
serves his type, but not the types of other players, the incentive constraints are
formulated in expectation with respect to the types of the other players. How-
ever, once the types of the other players are known, it becomes harder to sustain
truth-telling since more constraints have to be satisfied.

The next Lemma shows that in equilibrium which features strategic coars-
ening of information, if some expert j truthfully communicates all his signals, and
some other expert ¢ receives the entire information on j’s signals, then in an optimal
network a strategy profile of 7 is supported for a weakly smaller range of biases, com-
pared to j. Define a set of experts who have directed links to an expert ¢ € N in a
network @ by N;(Q) := {j € N : ej; = 1}. Define a partition according to which an
expert i € N receives his signals in a network Q by P?(Q) := Hi'eNi P (Q) x{0,1}.
Thus, Pib(Q) includes the messages of all the experts directly connected to i together

with the 4’s private signal.

Definition: Expert 7 receives full information from some other expert j if the par-
tition PP can be written as PP = P; x {P?\ P;}. It means that the partition P? is
finer'? than the partition P;.

12 A partition P is finer than a partition P’ if every element in P’ is a union of the elements of P.
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Lemma 1: Take any equilibrium in an optimal sequential communication tree that
involves strategic coarsening of information. If some expert j truthfully communi-
cates all his signals, Pj(Q) = P;’(Q), and some other expert i receives full infor-
mation from j, then the range of biases supporting the equilibrium strategy of i is

weakly included in the range of biases supporting the equilibrium strategy of j.

Intuitively, since expert ¢ observes more signals compared to expert j, there
are more incentive constraints to be satisfied for ¢ compared to j. The incentive
constraints for j are pooled together since they are formulated in expectations.
Therefore, the binding constraint for j concerning the range of biases supporting
his equilibrium strategy is in-between the tightest and the weakest constraints. For
expert i, each of those constraints has to be satisfied individually, and therefore the
tightest constraint becomes the binding one.

To understand the implication of Lemma 1 for optimal networks, consider
again the strategy profiles of all players discussed in 1.3.1. I showed that both the
line (Figure 1.1b) and the network @’ (Figure 1.1¢) can implement the same payoff
allocation in which the DM knows the signal of expert 1, and knows that experts 2
and 3 either have the sum of the signals 0, or 1 and 2. The difference between both
networks is that in a line expert 1 observes the message of expert 2. As I showed in
3.1, this decreases expert 1’s range of biases which supports his equilibrium strategy,
compared to @Q'.

Therefore, in an optimal network, if a player ¢ receives full information from
some other player j, then j has to be directly connected to ¢. Otherwise, if there are
some experts between j and ¢, then those experts face tighter constraints compared
to the case in which j is directly connected to ¢, without changing the expected

payoffs allocation. This finding is generalized in Lemma 2.

Lemma 2: Take any number of experts with arbitrary biases. In the corresponding
optimal network Q, if there is a player i € N who receives full information from

some other expert j, then j has to be connected to i, ej; = 1.

Thus, if some expert receives full information from some other experts and
coarsens the aggregated information, then he receives this information unmediated,
it means from each of those experts directly. Figure 1.4 illustrates the argument.
Suppose that expert 1 receives the entire information about the signals of experts 2,
3 and 4. Then, it is weakly optimal for the DM to arrange the experts as in Figure

1.4b instead of an alternative arrangement as in Figure 1.4a. This is because in
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the network in Figure 1.4a the incentive constraints for experts 2 and 3 are weakly
tighter, compared to the network in Figure 1.4b, without changing the expected
utility of the DM.

Figure 1.4: Tllustration of Lemma 2
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Therefore, the optimal network consists of information coordination units in
which some experts communicate their information directly to another expert, who
in turn coarsens the aggregated information in his message. I call such an informa-
tion coordination unit, a group, and an expert who collects information from other

experts in order to strategically coarsen it, a group leader.

Definition: A group G is a non-empty subset of a communication network consist-
ing of some expert i € N and a non-empty subset of experts N C N\ {i, DM} such
that each j € N is directly connected to i. Expert i is a group leader and I denote
him by €.

Notice that I am not excluding the possibility that a group leader in one
group can be directly connected to a leader of a different group. Thus, an optimal
network can include multiple layers of groups.

Next, consider an optimal network which features a group G in which some
of the experts who communicate to a group leader have no incoming links. The only
information which these experts receive are their private signals. Lemma 3 shows
that the equilibrium message strategy of each of those experts is supported for the
same range of biases. This happens both because they face the same expected
uncertainty about the overall signals and because their signals are treated in the

same way by their group leader.
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In equilibrium, a group leader has a better knowledge about the overall sig-
nals compared to those experts in his group who only observe their own signals.
Therefore, according to the next Lemma, in an optimal network the range of biases
supporting the equilibrium strategy of a group leader is weakly included into the

range of biases supporting the equilibrium strategy of those experts.

Lemma 3: Toke any number n of experts with arbitrary biases. In the optimal
network Q:

1. If two distinct experts j' and j belong to the same group G, none of them is
a group leader of G and both j and j' have no incoming links, Y - exj =
Y oken kit = 0, then they have identical ranges of biases which support their

equilibrium strategies in which they reveal their signals truthfully, and

2. The equilibrium strategy of i is supported by a weakly smaller range of biases,

compared to j and j'.

Summing up, the Lemmas 1-3 showed the implication of the uncertainty force
for the optimal networks. An optimal network consists of groups of experts with
similar biases. A group leader collects information from the other group members

and communicates it in a coarse way either to another group leader or to the DM.

1.3.4 Optimal network

This section builds upon the results of the previous sections and fully characterizes
the optimal networks and corresponding equilibria for three positively biased ex-
perts, labelled 1, 2, 3. All calculations are in the appendix. From Propositions 1
and 2 we know that for b; < 0.1, ¢ = 1,2, 3, a star or any network which features an
optimally designed intermediation implements the full separation of experts’ signals.
This results in Epy; ~ —0.033. In the following, I assume b; > 0.1 for at least one
of the experts, ¢ € {1,2,3}. Since in this case the optimal network is not the star, it
should be at least one of the three networks depicted in Figure 1.5. I denote these
networks correspondingly by Q,, @Qp and Q.. Which network is the optimal one

depends on the experts’ biases.

1. The optimal network is Q, if the average bias is low. In this case expert 1 is a
single intermediary who directly receives messages from experts 2 and 3. The
biases b; < 0.1 and bo, b3 < 0.125 support the following equilibrium strategy:
Experts 2 and 3 communicate their signals truthfully to expert 1. Expert 1

sends one of the three messages: if the sum of the signals is 0, he sends my, if
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Figure 1.5: Networks for 3 experts
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the sum of the signals is 1, he sends m/. Otherwise, if the sum of the signals
is either 2 or 3, he sends m{. DM’s choices are y(my) = £, y(m}) = 2 and
y(my) = %. This strategy profile yields EUpps ~ —0.038. As shown in the
appendix, the same outcome can be implemented by the line (network Q) for

a strictly smaller range of experts’ biases.

. The optimal network is Q, if the average bias is high. This is the consequence
of Proposition 3. If the biases are sufficiently high, the DM requires a single
expert to collect all information. This expert has the maximum flexibility to
send messages with minimal information content such that a deviation from
truth-telling brings all experts to a maximum distance from their ideal points.
The biases 0.115 < by < 0.2 and 0.141 < by, b < 0.2 support the following
equilibrium strategy: experts 2 and 3 communicate their signals truthfully to
expert 1. Expert 1 communicates to the DM as follows: if the sum of the
signals is 0, he sends m1, otherwise he sends m). DM chooses y(m;) = £ and
y(m}) = 2 with the resulting EUpy; ~ —0.05.
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I show in the appendix, the same outcome can be implemented by Q. for the

same restrictions on the biases. This follows from Proposition 3.

3. Finally, the optimal network is Qp if the biases are in the intermediate range.
The biases 0.1 < b; < 0.115 and 0.1 < by, b3 < 0.14 support the following
equilibrium strategy: expert 3 communicates his signal truthfully to expert 2.
Expert 2 communicates as follows: if both the private signal of expert 2 and the
message of expert 3 are 0, expert 2 sends mg to the DM. Otherwise he sends m,.
Further, expert 1 sends my if his signal is 0, and m} otherwise. DM’s choices
are y(mi,mo) = 1, y(mi,ma) = %, y(my,mh) = & and y(mj,mh) = 2
resulting in FUpy; ~ 0.04. We know from the section 3.1 that the same
outcome can be implemented in a line, but only for a strictly smaller range of

expert 1’s bias.

As shown in the appendix, it is possible to implement this equilibrium outcome

in Q. but only for a strictly smaller range of experts’ biases.

To sum up the examples, the intermediation force dominates the uncertainty
force if all biases are relatively small or relatively large. The uncertainty force
dominates the intermediation force for the intermediate range of the biases. Further,

it turns out that for 3 experts, the optimal line is never a strictly better network.
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Chapter 2

Further Results on Optimal

Communication Networks

2.0.5 Ordering of the biases

The next example shows that if the tree network in Figure 2.1 is optimal, it is feasi-
ble for a larger range of expert 2’s biases compared to the range of expert 1’s biases.

Therefore, a smaller bias does not necessitate being closer to the DM.

Example 1: Consider the network with six positively biased experts depicted in
Figure 2.1 and the following strategy profile: expert 4 (expert 6) reveals his signal
truthfully to expert 3 (expert 5). The message strategies of experts 3 and 5 are
identical: they either send a message informing expert 2 that the sum of the signals
is 0, or a message that the sum of the signals is either 1 or 2. Expert 2 sends
one of the two messages to expert 1: he sends mo if either both experts 3 and 5
communicated the sum of the signals 0, or expert 2’s private signal is 0 and either
expert 3 or expert 5 communicated the sum of the signals 0. Otherwise he sends
mf. Expert 1 sends one of the two messages to the DM: he sends m; if his own
private signal is 0 and expert 2 sent mgo from expert 2. Otherwise he sends m). The
DM’s choices are y(mp) = 0.195 and y(m}) = 0.62.

This strategy profile is an equilibrium if the biases of experts 1 and 2 satisfy
by < 0.14 and by < 0.21. Therefore, expert 1, who is closer to the DM than expert
2, can have a larger bias compared to expert 2. The reason is that expert 2 is more
informed about the overall signals compared to expert 1. This is because expert 1
receives only coarse information from expert 2.

To get a better intuition, think about y(m;) represented by the sum of the
signals as in Table 2.1: y(m;) includes the sums of the signals 0, 1 and 2. The table

25



Table 2.1: Posteriors of experts over elements of y(m;) in Example 1

y(ma) 0 1 2
Belief of expert 1 20 22 4

Belief of expert 2 0

(S

5
6

Figure 2.1: Example with six experts
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shows the beliefs of the most informed types of both experts. In particular, there
is a type of expert 2 which attaches higher beliefs to higher integers, compared to
the most informed type of expert 1. Thus, expert 2 communicates according to the

specified strategy only for a strictly smaller bias range, compared to expert 1.

2.0.6 Different directions of biases

Suppose that the DM is designing communication between the experts with differ-
ent directions of biases. This setting captures many real-life scenarios: In hospitals,
the medical staff and the hospital administration might have a conflict of interest
over the expenditure policy and in oil corporations, there might be a tension be-
tween a short-term oriented management and groups advocating sustainability and
environmental concerns. How should a manager design communication between the
experts with opposing interests? I show that if we restrict attention to networks
with two groups, where each group leader communicates directly to the DM, it is
beneficial for the DM to separate the experts according to the direction of their
biases. Moreover, DM’s expected utility is maximized in equilibrium in which the

groups distort their messages in opposite directions.
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Example 2: two teams with opposing preferences

Analytically I start with the simple case of four experts where two of the four
experts have the same positive, and the remaining two the same negative bias. For
tractability, suppose that the DM can only choose among networks which feature
two equally sized groups. Thus, the DM is choosing one of the networks depicted
in Figure 2.2. I show that the DM maximizes her expected utility by splitting the
experts according to the direction of their biases because in this case she receives
two messages that are biased in different directions.

Label the four experts with 1, 2, 3 and 4. Assume that by = by = b > 0
and by = by = b~ < 0. Assume maz{|b~|,|[bT|} > & as otherwise all experts

communicate their signals truthfully as shown in Proposition 1.

Figure 2.2: Possible group arrangements
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C D

In case A the experts are partitioned according to the sign of their biases.
In cases B, C' and D the experts have mixed signs within the groups and differ by

the signs of the communicating experts.
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Think of the following message strategies in case A: experts 2 and 4 commu-
nicate their signals truthfully to experts 1 and 3. If the sum of the signals observed
by expert 1 is 0, he sends m;. Otherwise, if the sum of the signals which he observes
is either 1 or 2, he sends m/. If the sum of the signals which expert 3 observes is
either 0 or 1, he sends mg, and if the sum of the signals which he observes is 2, he
sends mf. Therefore, expert 1’s communication strategy pools together the two of
the largest sums of signals whereas expert 3’s message strategy pools together the
two of the lowest sums of signals. I refer to it as a communication biased in different

directions. The DM’s choices are:

2

1
y(my,ms) = 9’ y(ml,mé) = y(mﬁvm:%) = 9 y(mllamé) = 9

The expected utility of the DM is EUpys ~ —0.037. This strategy profile
is an equilibrium for b+ < 0.13 and b~ > —0.13. As I show in the appendix, for
bt € (0.1,0.13] and b~ € [—0.13,—0.1) network A strictly dominates networks B,
C and D. For these biases, the last three networks generate the same equilibrium
outcome.

Does the DM specifically benefit from having communication biased in dif-
ferent directions? The answer is yes. Consider a strategy profile in which commu-
nication is biased in the same direction. In this case, expert 2 (expert 4) reveals his
signals truthfully to expert 1 (expert 3). Both experts 1 and 3 either inform the
DM that the sum of their signals is 0, or that the sum of their signals is either 1
or 2. This strategy profile is an equilibrium either in case of 0.1 < b™ < 0.13, and
b~ > —0.045 or in case of —0.13 < b~ < —0.1 and b < 0.045. Network A is still an
optimal network but it only yields EUpp; ~ —0.038 which is strictly smaller than

the equilibrium in which communication is biased in different directions.

Two bias case for a larger number of experts

In this section I extend the previous example to a larger number of players. I restrict
attention to networks which feature two equally sized groups. The two respective
group leaders communicate directly to the DM. I optimize over the partition ac-
cording to which the DM receives her information. The optimization reveals that if
the biases of experts are not too far away from the bias of the DM, it is beneficial
for the DM to split the experts according to the direction of their biases.

Consider the network as in Figure 2.3, and denote it by @Q’. I refer to the
group on the left hand side of Q" as group A, and the group on the right hand side
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as group B. Think about the strategy profile in which each expert in a group who
is not a group leader, reveals his signal truthfully to a group leader. Each group
leader communicates to the DM according to the partition which consists of two

pools. The DM combines the messages of the two group leaders as follows:

Ppu(Q) = {{0,..,n—t}, {n—t+1,...2n}} U {{0,..,n—2},{n—2+1,..,2n}}, (2.1)

where 2n denotes the size of each group. Previous example showed the
optimality of partitioning the experts into groups according to the direction of their
biases for n = 1. Here I show that for n = 2,3,4,5 there are ranges of biases for
which optimizing the partition Ppps(Q’) over ¢t and z results in partitioning the
experts into groups according to the direction of their biases. Denote the upper and
lower bounds for the biases in groups A and B which implement the strategy profile
specified above as a function of (¢, 2) by b, (¢, 2), b}(t, 2), bg(t,2), bL(t,2).

Figure 2.3: Network implementing Ppys(Q’)
DM\
/ / N d / N

2n 2 3 .. 2M

Table 2.2 shows the ranges of biases for different values of n and m if the
expected utility of the DM is maximized jointly over ¢t and z. In each group, all
experts face the same constraint with respect to the range of biases which supports
their equilibrium strategy captured by (1). Observe that for all n in Table 2.2,
there is always a bias region for each group which is outside the intersection of bias
regions of the both groups. If experts’ biases in each group are within such a region,
it is optimal for the DM to partition the experts according to the direction of their
biases.

Next, I provide an example with unequal number of positively and negatively

biased experts, and look at the situation in which it is optimal to allocate them ac-
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Table 2.2: Different group sizes
n  Max EUpy  by(t,2z) bli(t,z) bg(t,z) bh(t 2)
t=0, z=1 -0.073 0.04 -0.04 0.073

3 t=0,z2=1 -0.043 0.033 -0.033 0.043
4 t=0,z2z=1 -0.027 0.028 -0.028 0.027

5 t=-1,2z=2 -0.036 0.026 -0.026 0.036

cording to the direction of their biases. I show that this is the case once the biases

are sufficiently far apart from each other.

Example 3: Consider 8 experts: 2 are equally positively and 6 are equally nega-
tively biased, with a positive bias denoted by b™ and a negative bias denoted by b™.
Suppose that the DM has to design an optimal network consisting of 2 groups, but
the groups can be unequal in size. I ask the question: For which biases is it optimal
to divide the experts according to the direction of their biases?

Suppose, first, that the difference between experts’ biases b™ and b~ is rela-
tively large: b € (0.07,0.18] and b~ > —0.07. In this case, the optimal network is
shown in Figure 2.4a with positively biased experts labelled by 1 and 2 being sep-
arated from the negatively biased experts. The equilibrium partitions of the group
leaders in a smaller and larger group are {{0},{1,2}} and {{0,1,2,3},{4,5,6}}
resulting in EUpy; = —0.0283.

Next, suppose that the difference between experts’ biases is not too large:
bt < 0.07 and b~ > —0.07. In this case, the optimal network features two equally
sized groups as in Figure 2.4b with an arbitrary assignment of experts into one of
the two groups.

To summarize, it is optimal to divide the experts into groups according to
their biases if the difference between b™ and b~ is relatively large. Otherwise, it is

optimal to have two equally sized groups of experts.

2.1 Benefits of an additional group leader

Consider two groups of experts with the group leaders reporting directly to the DM

as in Figure 2.5. I show conditions under which this network is strictly dominated
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Figure 2.4: Illustration of networks in example 5
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by another network in Figure 2.6. The latter network differs from the former one
twofold. First, I decentralize information aggregation in one of the groups (with
2t + 1 experts) as I am splitting this group into two almost equal subgroups. Thus,
I create uncertainty among members of each of the subgroups about the reports
in the other subgroup. Second, I introduce stronger coordination on upper levels:
group leaders of both subgroups report to another expert, who optimally coarsens
information from both groups. Further, I introduce a single expert who is the only
expert reporting directly to the DM. Thus, all information available to the DM is
coordinated by a single expert which is not the case in Figure 2.5. Therefore, once
decreasing coordination on lower levels, and increasing coordination on upper levels,
the new network generates better outcomes for the DM.

In both networks, for each group I use a partition which consists of two pools
and maximizes the distance between them in order to accommodate largest possible

biases.

Case 1: Assume that the DM receives reports from 2 groups of experts: there are
2k experts in the first group, and 2t 4+ 1 experts in the second group. Within each
group, there is a group leader who receives direct reports from each group member
before reporting the aggregate information in a coarse way to the DM. This is
the consequence of Proposition 3 and Lemma 2 since such group communication
structure maximizes uncertainty within a group. I assume that each group reports
according to a partition which maximizes the positive distance between the pools,
where the first pool includes the minimal amount of information. This implies that
I look at cases of largest possible biases which a network can accommodate. The

partitions for expert 1, 2 are as follows:
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Figure 2.5: 2 groups

P = {{0},{1,..,2k}}, P»={{0},{1,..,2t +1}},

such that the DM receives information according to a combined partition:

Poyr = {{0}, {1, .., 2k}} x {{0}, {1,...2t + 1}}.

The DM chooses her policies assuming sequential rationality.

Case 2: For the same number of experts, assume that the DM organizes them into a
network depicted in Figure 2.6. There is a single expert 1 which collects information
from two sources: first, he gets a report from an expert 2 who is a group leader and
receives direct reports from 2k — 1 other experts, and second he gets a report from
expert 3 who, in turn, is connected to two group leaders - expert 4 receives reports
from ¢t — 1 experts and expert 5 receives reports from ¢ — 2 experts.

Experts 2, 4 and 5 report according to the following partitions:

Py = {{0},{1,..,2k}}, Py ={{0},{1,..,t}}, Ps={{0},{1,..,t —1}}.

For a partition P; := {p},p?}, i = 2,4, 5, denote the message the correspond-
ing group leader send when reporting pi1 by m; and when reporting pg by m.

Expert 3 reports to expert 1 as follows:

e He reports mg if his private signal is 0 and he receives either (my4, ms), or

(m}, ms), or (ma4, mg), or his private signal is 1 and he receives (m4, ms).

e Otherwise he reports mj.
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Figure 2.6: 2 groups
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Expert 1 reports to the DM as follows:

e If his private signal is 0 and he receives (mg,ms), or (mb,ms), or when his

private signal is 1 and he receives (mg, ms).

The DM chooses her policies assuming sequential rationality.

In the Figure 2.7 I plot the differences in welfare between two network and
equilibrium configurations. Figure below shows the difference between the DM’s
expected utility in the second to the DM’s expected utility in the first. The differ-
ence remain positive for high values of k£ and ¢, suggesting that DM benefits from

partitioning 2t experts into two groups.

Figure 2.7: DM’s expected utility is Case 2 is higher than in Case 1

o.012f : %

0010f . - - e G keh

g0oR[et-" a===== - ) k=6

B k=7
e TEel meee- k=8

ooosf el T ke9

oozt e k=10

Next, consider the ICs of any expert in group with 2k experts. Denote the
upper bound for the bias in the first case, b: and the second case, b;;r. In Figure
2.8 I am plotting b;:r — b;:
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Figure 2.8: First group of k experts
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Next, consider the group of 2t experts and define the upper bound for the
bias in the first case, b;” and the second case, b, for the group with ¢ experts and
bfﬁ for the group of t — 1 experts. In the Figure below I am plotting bff - bzr , and
in Figure I am plotting b " — bj .

Figure 2.9: Group of ¢ experts
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We see that a new network is implementable if % is relatively small. We see
that if k gets larger, there is a larger pressure on the ICs of the experts in both
groups t and ¢t — 1.

In sum, we see that there exist multiple ranges of parameters for which
splitting one of the groups into two (almost equal) groups benefits the DM and
relaxes the reporting constraints of the experts in the smaller groups due to the

introduced uncertainty.

2.1.1 Commitment

Suppose that the DM can commit to a mechanism that implements an allocation
conditional on the information received from the experts. The revelation principle

tells us that without loss of generality we can restrict attention to a direct mechanism
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Figure 2.10: Group of ¢ — 1 experts

in which experts communicate their types. Formally, a mechanism is a rule ¢ that

maps experts’ types to the final decision y € [0, 1]:
q:T —[0,1].

I focus on incentive-compatible mechanisms: if expert 4 is of type ¢; € {0,1} and all
other experts communicate truthfully their types, then expert ¢ has no incentive to

communicate 1 — t;, which formally means:

EUZ(mZ = ti,m,i|ti) Z IEUz(mZ =1- ti,m,¢|ti).

Proposition 4: FEvery equilibrium outcome generated by any tree communication
network is also an equilibrium outcome of some direct mechanism q. The converse

is false.

The intuition for Proposition 4 is as follows. First, an equilibrium outcome
of any communication network can be implemented by a direct mechanism. Each
equilibrium outcome in a communication network can be summarized by a partition
of experts’ signals, which — given the standard definition of a type — is the same
as a partition of experts’ types. This partition defines the information sets of the
DM who chooses the final policy in a sequentially rational way. Such a partition
is incentive-compatible, and thus can be implemented by an incentive-compatible
direct mechanism gq.

Second, the converse is not true. The reason is that in a communication
network an expert can observe the messages of some other experts. In a direct

mechanism, no expert observes the messages of other experts. As Lemma 1 shows, if
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an equilibrium involves strategic coarsening of information, then greater knowledge
about other experts’ messages leads to tighter incentives of an expert to stick to
his equilibrium strategy. Thus, an equilibrium that involves strategic coarsening of
information can be implemented in a direct mechanism for a weakly larger range of
experts’ biases than in an optimal communication network.

In equilibria that do not involve strategic coarsening of information, the
incentives to communicate information are the same both in a direct mechanism and
in a corresponding communication network. As Proposition 2 shows, this is because
for a fixed number of equilibrium truthful messages, the deviation incentives of an

expert do not depend on his beliefs over the types of other experts.

2.1.2 Beyond Tree Networks

First, I look at a network with two experts and a DM which features the experts
communicating with each other before talking to the DM. I show that this network
does not necessarily induce the experts to reveal all of their private information.
The reason is that if the experts do not have incentives to reveal their information
in a tree network, they do not reveal it in any other network either, since the incen-
tives in case of perfect revelation are the same in any network. Second, I look at a
network which features multiple outgoing links for one of the experts. I show how

this network generates a better outcome for the DM compared to the optimal tree.

Experts talk to each other before informing the DM: Consider a network in
Figure 2.11 in which both experts exchange messages before communicating to the
DM. Consider b; < % and é < by < %. As I show in the appendix, the optimal tree
is a line. The line features expert 2 revealing his signal to expert 1, and expert 1
informing the DM that the sum of the signals is either 0, or 1 and 2. The payoff
of the DM is strictly below the payoff in case of perfect revelation of signals. Can
the network in Figure 2.11 generate a more informative equilibrium for the DM
compared to the line? The answer is no for the following reason.

Consider the strategy profile in which expert 2 reveals his signal truthfully
to expert 1 and expert 1 reveals both signals truthfully to the DM. In this case,
the DM receives the most informative message from expert 1 independent of the
message of expert 1 to expert 2, and of the message of expert 2 to the DM. How-
ever, this strategy profile cannot be an equilibrium since expert 2 has an incentive
to deviate from communicating the true signal to expert 1 since by > %. The DM
cannot credibly commit to a punishment in case she receives non-matching messages

from both experts, because her best strategy is to choose a policy based on those
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messages which she regards as truthful. If expert 2 does not truthfully reveal his
signal to expert 1, and expert 1 informs the DM about his own private signal s1,

the DM chooses her policy based on expert 1’s message about s;.

Figure 2.11: Both experts exchange messages before communicating to the DM

DM
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Example 4: Consider three positively biased experts organized in a network de-
picted in Figure 2.12 and the following strategy profile: expert 3 communicates his
signal truthfully to expert 2, and expert 2 sends the same message to the DM and
to expert 1: if both expert 3’s message and his private signal are 0 he sends mo;
otherwise he sends m). Expert 1 communicates as follows: if he receives mo, he
sends my irrespective of his private signal. If he receives mj, then he sends m/ if
his private signal is 0; finally, if he receives m/, then he sends m/ if his private signal
is 1. Thus, if the DM receives ms from expert 2, she disregards expert 1’s message.
Otherwise she can distinguish between different types of expert 1. Thus, in % of
cases (which is the case if ms is sent) the DM receives coarse information only from
experts 2 and 3, and in % of cases (which is the case if m/, is sent) expert 1 truthfully
communicates his signal to the DM. The expected utility of the DM is -0.044. It
turns out that for bs,b3 < 0.14 and 0.115 < by < 0.13, the network depicted in

Figure 2.12 dominates any tree network.

2.2 Conclusions

This paper has studied the optimal design of communication networks featuring
multiple biased and imperfectly informed experts, and an uninformed DM. The DM

adapts a tree communication network which specifies which of the players commu-
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Figure 2.12: Expert 2 has two outgoing links

nicates with whom, and in which order. The DM’s objective is to elicit maximum
possible information from the experts.

I showed that the design of an optimal network is shaped by two compet-
ing forces. On the one hand, an intermediation force brings experts together and
enables an optimal coarsening of pooled information. On the other hand, an uncer-
tainty force separates them and relaxes their incentives to reveal their privately held
information. I showed that simultaneous communication is dominated by optimally
designed sequential communication. Optimal sequential communication, in general,
separates the experts into groups of mostly similar bias. If the biases of experts are
sufficiently close to one another, and sufficiently different to the bias of the DM, the
optimal network features a single intermediary.

The model is easily computable. This makes it easier to bring the model to
the data. To my knowledge, there is still no systematic empirical study looking at
different organizational communication networks from the perspective of strategic
communication.

The main motivation for this project came from the organizational economics
literature. Communication within organizations takes a complex form. I argued in
this paper that a tree network is a natural starting point when thinking about
optimal hierarchies in organizations. It would be an important step to study other
forms of networks. A richer set of communication networks can include experts
talking to multiple audiences, cycles and a variation of noise in communication
channels.

Finally, communication is a dynamic process which can feature multiple

rounds of informational exchange. Literature on strategic communication shows
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that two rounds of communication between an informed sender and an uninformed
receiver can enlarge the set of equilibrium outcomes (Krishna and Morgan, 2004).
It is interesting to see, how the equilibrium set changes once multiple rounds of
communication are introduced into this model, and what is their implication for the

optimal networks.
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Chapter 3

Communication And Delegation
In A Game With Evidence.

3.1 Introduction

The peculiar character of the problem of a rational economic order is
determined precisely by the fact that the knowledge (...) never exists
in concentrated or integrated form but solely as the dispersed bits of in-
complete and frequently contradictory knowledge which all the separate
individuals possess. The economic problem of society (...) is a problem
of the utilization of knowledge which is not given to anyone in its total-
1ty.

Hayek (1945)

In organizations decision-relevant information is often dispersed among em-
ployees. This information can have two features. First, it is noisy in the sense
that an employee receives only an imprecise signal about a decision-relevant param-
eter, and this signal depends on employee’s personal characteristics such as formal
qualification, experience or assigned task. Think, for example, of different market
researchers who obtain information dependent on methods they use, or experience
they bring in. Second, the information is verifiable. Think of the results of medical
trials in pharmaceutical companies, evaluation tests for new technologies in industry
or data on online surveys or field trials in market research.

A manager would like to make the best informed policy decision. Thus, she
would like to know all information available to her employees. Suppose that the em-
ployees can conceal their information: Think of the possibility not to reveal part of

test results on a new product. Suppose that the manager can design communication
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channels and delegate the decision rights. Is it better for the manager to receive
direct reports from both employees and keep the decision right to herself? Or is it
better to let employees share decision-relevant information among themselves and
let one of the employees choose the policy? Furthermore, if the manager decides
to delegate authority and knows which of the employees is likely to generate which
evidence, whom should she delegate the decision right to? This paper attempts to
answer these questions.

Consider an uninformed decision maker (DM) and two experts. Each expert
can be either uninformed or imperfectly informed about the state. Expert’s types
are private information. If imperfectly informed, the experts obtain different, and
complementary, evidence about the state. The precision of the evidence depends on
the state and differs between the experts. Each expert has an option to report to
other players that he is uninformed. Thus, communication is strategic. The DM
can choose between centralization and decentralization. Under centralization, both
experts send direct reports to the DM who chooses a policy. Under decentralization,
one of the experts communicates to another expert, and the latter expert chooses
the policy.

I assume that the DM cannot commit to transfers or choice functions de-
pendent on received information. She can only commit to the allocation of decision
rights and to a communication mode. Thus, this paper follows the incomplete
contracts approach forcefully argued by Grossman and Hart (1986) where the DM
cannot specify all possible states of nature in advance and contract upon them.
Therefore, once a state of nature is realized and communicated, the DM is not
restricted in her decision by any contractual arrangement.

When is it optimal for the DM to decentralize? In general, two conditions
have to be satisfied. First, the bias of an expert who decides over the policy should
not be too large compared to the bias of the DM. Otherwise the costs of delegation
are larger than the costs due to losses of information if an expert communicates di-
rectly to the DM. However, when making a decision over delegation the DM has also
to consider the bias of the second expert who provides decision-relevant information
to the first expert whom the decision is delegated to. Perhaps surprisingly, I show
that the bias of the second expert does not have to be small compared to the bias
of the DM or of the first expert. The range of biases for which the second expert
reveals his evidence to the first expert depends on his signal structure. Suppose that
under centralization one of the informed types of the second expert does not reveal
his signal to the DM. If under decentralization the bias of the first expert is nearer

to the bias of the second expert, compared to the bias of the DM, then the second
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expert is more willing to reveal his signal to the first expert than to the DM.

In the next section I provide the literature review. Section 2 defines the
model and section 3 provides the leading example. Section 4 characterizes equilibria
under centralization, decentralization, and compares them. Section 5 concludes. All

proofs are in the appendix.

3.1.1 Literature Review

Efficient aggregation of information, which is dispersed among multiple agents, goes
back to the team theory proposed by Marschak and Rander (1972). They study
optimal communication structures among the agents who face costs of communi-
cation and information processing. More recent contributions include Geanakoplos
and Milgrom (1991), Radner (1993), Bolton and Dewatripont (1994), Van Zandt
(1999b), and Garicano (2000). This literature assumes no conflict of interest be-
tween the agents. Thus it does not model strategic communication which is differ-
ent to my model. Similar to my model, Marschak and Radner allow for different
distributions of signals among the agents.

There is a rich literature on delegation. Much of it assumes that the DM is
not able to commit to a decision both before and after receiving information from
the agents. However, she can contract upon delegation of the decision right. It
is assumed that this contract, if accepted by the agent, cannot be renegotiated.
Delegation is considered to be useful in saving costs of information processing start-
ing with Geanokoplos and Milgrom (1991) or Mount and Reiter (1990). However,
this literature abstracts from incentive problems since the preferences of players are
aligned. Incentive problems in delegation are studied in Holmstrém (1977, 1984)
who shows the basic trade-off between eliciting information from an agent who
might not have incentives to reveal everything he knows, and delegating him the
decision right which results in a biased decision. More recently Dessein (2002) stud-
ies the choice between centralization and delegation where different to Holmstrém
he assumes that the DM cannot limit agent’s choices or write contracts to align the
objectives between the DM and the agent. Dessein shows that delegation is optimal
if the divergence in preferences between the agent and an uninformed decision maker
is not too large relative to the agent’s informativeness. Different to those papers I
assume two agents who are imperfectly informed. This allows to study delegation
as an instrument for information sharing between the agents which is not possible
in the above literature.

Alonso et al. (2008) and Rantakari (2008) compare delegation with central-

ization when coordination between different tasks is important and when players
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communicate in a costless and nonverifiable way as in cheap talk (Crawford and
Sobel (1982)). In Alonso et al. (2008) there are two states which are perfectly
observed by one of the division managers but not by the central manager. There
are two decisions, and the central manager faces a trade-off between adaptation of
a decision to one of the states, and coordination between two decisions. They show
when coordination is important, centralization dominates decentralization. Differ-
ent to their model, I do not model coordination of decisions since there is a single
decision to be made. In my model the experts (similar to division managers in their
model) are imperfectly informed and have different signal structures. Thus, different
to those papers, I am able to link information structures of the agents to the decision
over centralization versus delegation. Finally, I model communication with verifiable

information such that equilibria of both models are not directly comparable.

3.2 Model

There is a decision maker, DM, and two experts, labelled 1 and 2. The payoff
function of player i € {1,2, DM} is:

wi =~y — 60— b;)?,

where y € R denotes the policy decision, 8 € R is the unobserved state of the world
with the uniform common prior distribution over [0, 1] and b; is a bias of player . I

normalize bpys = 0.

Signals: The DM does not receive any signal about the state. Each expert is either
informed or uninformed, which is not observed by other players and happens with
probability % which is independent across experts. If being informed, each expert
receives a signal in form of a strict subinterval of [0, 1] where the probability of re-
ceiving a subinterval conditional on being informed coincides with the length (norm)
of the subinterval due to the uniform distribution of the state. The subinterval con-
stitutes the expert’s verifiable evidence (which is equivalent to a standard notion of
player’s type). Verifiable evidence means that an expert can either show the piece
of evidence which he got, or conceal it, claiming that he has not observed anything.
Thus, an expert cannot show false evidence.

Denote by T; the set of possible types of expert i:

1 1

7= {01,005 ol [5 — .11}, ve o, 5)
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Ty = {0,110, 5 +dl.[3 + .11}, defo.)

This means, for example, that expert 1 can either know nothing beyond the
common prior (he receives an uninformative signal [0,1]), or he believes that the
state is uniformly distributed either in [0, 3 — v] or in [§ — v,1].

For convenience I use the notations ¢t; = [0, 3 —v], t; = [$—v,1], t2 = [0, 1 +d]
and t, = [% + d, 1]. Notice that, dependent on the state and on being informed, ex-
pert 1 is has a more precise knowledge about lower range of states, and expert 2 has
a more precise knowledge about the upper range of states, compared to the other

expert.

Communication and contracts: Following the incomplete contracts approach I as-
sume that the DM cannot write a contract over decisions or over information re-
ceived. However, she can commit to a tree communication network and ex ante
allocation of a decision rights. A tree communication network @ = (N, E) is a di-
rected graph with a set of nodes N and the set of edges £ C N x N. For every pair
of nodes (i, j), e;; € {0,1}: e;; = 1 means that there exists a directed link from 7 to
J and e;; = 0 means that no such link exists.

I focus on two communication and decision right architectures: Centraliza-
tion and Decentralization. Under Centralization, each expert reports directly to
the DM, which implies e;py; = 1 for both ¢ = 1,2. Otherwise, there is no further
information exchange between the players. After receiving expert’s reports, the DM
decides over y. Under Decentralization, expert ¢ decides over y, and the other expert
J reports to i, ej; = 1. Otherwise, there is no further communication between the
players. I denote the choice of the organizational architecture by s € {C, D} where

C denotes Centralization and D denotes Decentralization.

The Game, Equilibrium: First, each type is drawn from a distribution p; € A(T;),
i = 1,2, and each expert is privately informed about his type. The DM chooses
either a decentralized or a centralized structure. Then, dependent on DM’s choice,
the messages are sent according to the specified communication. Thereafter, the
player who has the decision right chooses y.

The solutions concept is a pure strategy Perfect Bayesian Equilibrium, where
the DM chooses s such that Mazxs EUpys given the prior A(Th) and A(T2).

Thereafter, if C' is chosen, each expert ¢ = 1,2 sends m; € M; to the DM
which solves Max,,, EU; given t; and the posterior over T} conditional on t;, j # i.

Then, the DM chooses y which solves Max, EUpys given (mq, ma).
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Alternatively, if D is chosen with expert ¢ deciding over y, expert j # i sends
mj € Mj to expert ¢ which solves Maxy,; EU; given ¢; and the posterior over T;
conditional on ¢;. Thereafter, i chooses y which solves Max, EU; given t; and the

posterior over T} conditional on ¢; and m;.

3.3 Leading Example

Consider v =d = % such that the sets of possible evidences are:

7 = {[0,1), 0, 11, [ 103, T2 = {0,110, 51 [, 1.

Both sets of evidence are depicted in Figure 3.1. First, think about a strategy
profile in which the DM chooses centralization and all informed types of both experts
report their types truthfully. Then, the expected utility of the DM is —0.042 and
the strategy profile is supported for —0.0625 < b; < 0.1625, —0.1625 < by < 0.0625.
Notice that the upper bound for incentive compatible biases of expert 1 is bigger
than of expert 2 for the following reason. The upper bound for expert 1 is defined
by deviation incentives of t; = [0, %] to the report [0,1]. The corresponding upper
bound for expert 2 is defined by deviation incentives from to = [0, 2] to [0,1]. The
deviation of t; to [0,1] results in a larger expected shift of DM’s policy compared
to the deviation of s to the report [0, 1], and thus brings expert 1 further away
from his ideal point compared to a deviation of expert 2. Therefore, the truthtelling
strategy of expert 1 can be supported by higher values of biases, compared to expert
2.

Same argument applies for expert 2 having a smaller lower range of biases

supporting truthtelling, compared to expert 1.

Figure 3.1: Information sets for 2 experts
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Now, suppose that the bias of second expert is higher compared to the per-
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fect revelation range: b > 0.0625. If by is in the range defined above, the best
equilibrium under centralization features t1,t] and ¢, reporting truthfully to the
DM, and ¢, reporting [0, 1]. This equilibrium yields the expected utility of the DM
—0.045. Can the DM do better if the bias of expert 1 is not too large?

The answer is positive. Think about a strategy profile in which the DM
chooses decentralization, assigns the decision right to expert 1, and expert 2 reports
all his types to expert 1. This equilibrium requires by < 0.0625 + b;. What is the
range of biases for which this equilibrium under decentralization dominates the best
equilibrium under centralization defined above?

DM’s expected utility under decentralization is —0.042 — b2. Since the best
centralized mechanism implements —0.045, the DM would benefit from decentral-
ization if

—0.042 — b? > —0.045, — by <0.055

Combining the constraints by < 0.0625 + b1 and by < 0.055, we have:

D DM Cif |61’ < 0.055, by <0.1.

Therefore, we see that for the range of expert’s biases outside the perfect
revelation range in a centralized architecture, if the bias of expert 1 is not too high
compared to the bias of the DM and if the difference between expert’s biases is not

too large, then the DM benefits from the decentralized architecture.

3.4 Analysis

Player 7 who is assigned the decision right chooses:

where Z; denotes the information set of player ¢ once communication took place.
In the following I, first, calculate the equilibrium conditions for the first best
outcome in a centralized mechanism. I, then, characterize equilibria in which 3 out
of 4 informed types of experts reveal their signals truthfully under centralization
and show conditions on the set of evidences under which these equilibria dominate
all other equilibria under centralization. Given those conditions I show that there
are equilibria under decentralization which strictly outperform best equilibria under

centralization.
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3.4.1 Centralization: first best

In a centralized mechanism both experts communicate directly to the DM without
any prior informational exchange between each other. The DM decides over y based
on experts’ reports. I study the conditions on expert’s biases for in which each
type of each expert is incentivized to reveal his type in equilibrium. Obviously, in
this case the DM has no interest to implement decentralization since it only adds
on costs connected to biased policy decision of an expert responsible for a policy
choice.

Using backward induction, the choices of the DM are:

1 1 1—2v 1 3—2v
1 = — _ — = _ — 1 =
(0. =5, w052 =" wllz-v1) ="
1 1+2d 1 1 l—v+d 1 3+2d
p((0,5 +d) = =%, Yl — vy +d) =, (5 +d, 1) =2

The corresponding expected utility of the DM is:

EUSM:_i/Ol (;_9>2d9—i</0;_” (3(1_21})_0)26&9_’_
f_ (%(3—21))—9)2&)) —i(/ow G(1+2d)—9)2d9+

[H G<3+ 2d) — 9)2d6> — i(/; (2(1 ~ ) — 9)2d9+

2

/;_+d (%(1 —v4d)— 9)2d6+f+d G(3+2d) _ 9>2d0>

v 2

In Figure 3.2 I show the variation of DM’s expected utility as a function of v
for some fixed values of d. Notice that the larger is d, the smaller is the optimal v.
This is because the DM expects a very uninformative report from expert 2 as in case
of d = 0.45, and would like to counterbalance it with a balanced report of expert 1
with v almost equal to 0. However, if the report of expert 2 is more informative - it
means if d is relatively low - the DM benefits from a less balanced report of expert
1 with v between 0.1 and 0.2, since in this case combining such reports minimizes
the expected residual variance.

Now, let us turn to the incentives of the experts. The derivation is relegated

to the appendix and results in:
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Figure 3.2: Variation of v for given values of d
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Notice that LHA€Hrsduise ~ 124 gince 8(1 + 4d? + 4v + 8dv + 8v?) —

8(1 + 2d + 4v)(1 — 2d) = 64(d? + 2dv + v?) > 0. This implies that the upper bound

for the range of biases supporting truthtelling in centralization is larger for expert

1 than for expert 2. The reason is that the deviation of expert 1 from ¢; = [0, 2 —v]
to [0, 1] results in a larger expected shift of DM’s policy compared to the deviation
of expert 2 from ty = [0, % + d] to [0,1]. Therefore, the deviation brings expert 1
further away from his ideal point, compared to expert 2, and thus his strategy is

incentive compatible for larger biases compared to expert 2.

3.4.2 Centralization: one expert’s type deviates

Suppose that one type of one of the experts deviates whilst all other types fully
report their information. Thus, there are four possible cases. Here, I cover the first
case in which ¢y, to and ¢, report truthfully to the DM whilst ¢} always reports [0, 1].
All other cases are derived in a similar way and are relegated to the appendix.

If only ¢} deviates, and the DM observes the reports [0, 1] from both experts,

she chooses:

1 1 1
/
= 41— B
YT +0)2 4( 1+;+v>( )

To derive 3/, notice, that it is sufficient for the DM to form posteriors, and
apply them to corresponding expected values of the state, of the following two events:

in the first one expert 1 is uninformed which happens with probability %, and in the
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second one expert 1 is of type [% — v, 1] which happens with probability %(% +v).
By a similar argument, if the DM receives report [0, 1] from the first expert
and mo = to from the second expert, Bayesian updating leads her to choose y as

follows:

14+ 2d 1 1
Y= +2<1—2d+2v)(1_v+d).
(1+%31) L

The expected utility of the DM is:

_i/ol(y’ —9)2d9—i (/O%d(y" —0)2d9+[+d <i(3+2d) —0)2 d@) _
i (/OH (iu — ) —9>2 d0+f_v(y'—9)2d9) _
: </0;-v (iu ~ 9) —9>2 d@—i—/lid(y” —0)2d9+/11+d <i(3+2d) —9>2 de) .

2

The range of biases which supports the above strategy profile is derived in
the appendix. Denote the upper bias supporting truthtelling for ¢; by b’ﬁ. It can
be shown that b/1+ > bf where bf is the upper bound of the ¢; in the first best sce-
nario of perfect information revelation under centralization. The reason is that in
case of ¢;’s deviation to the report [0, 1], the expected shift in DM’s policy is higher
compared to the first best. This happens because once the DM observes reports
[0, 1] from each expert, she attaches some beliefs to type ¢] and therefore puts larger
weight to higher states compared to the report [0, 1] in the first best. This result in

generalized in Lemma 1.

Lemma 1: In centralization, the strategy profile of experts in which both informed
types of expert i and only one type of expert j report truthfully to the DM, results
in a higher upper bound for the biases of expert j compared to the strategy profile in
which all types of experts report truthfully to the DM.

Proof: Notice that the upper bound is relevant only for the case in which the only
type which deviates is either ¢} or ¢}, since if only either ¢; or to deviate, this defines
a lower bound for the respective expert.

Think of a strategy profile in which the only informed type which deviates is
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t1: the argument for tf is similar. Once the DM observes [0,1] from both experts,
she chooses y([0,1]) = Epas(0][0, 1]) which is larger than y([0,1]) in case of perfect
revelation in a centralized mechanism since uninformed types are pooled with ¢}
which has higher expectation of the state than %: this is shown in the appendix.
This implies that for every type realization of expert 2, the deviation of t;
leads to a higher shift in DM’s choice. Therefore, the expected deviation leads to
a higher expected shift of DM’s policy resulting in a larger range of biases for t;

supporting the specified strategy profile. Q.E.D.

3.4.3 'When do such equilibria constitute the second best outcome?

Here I show conditions on v and d under which, given that the first-best under
centralization is not implementable, equilibria in which 3 out of 4 informed types of
experts send truthful reports dominate other equilibria which arise under central-
ization.

Which other equilibria can there exist in a centralized architecture? The
next lemma shows that for any biases, there is always an equilibrium in which at
least one informed type of each expert reports truthfully. Furthermore, there is no
equilibrium in which all types of any expert send the uninformative report [0, 1]
because there is a profitable deviation for at least one informed type of that expert
to report his piece of evidence. This happens because all players prefer more infor-

mative to less informative equilibria.

Lemma 2: For any biases of experts 1 and 2, any equilibrium under centralization

features at least one informed type of each expert who reports his signal truthfully.

Therefore, under centralization, there is no equilibrium in which all informed
types of an expert send an uninformative report [0, 1]. As I show in the appendix,
there are 8 conditions on v and d under which an equilibrium in which 3 out of 4
informed types of both experts report their signals truthfully, always dominates any
other equilibrium in which only one type of each expert reports his type truthfully.
The graphical intersection of these conditions is shown in Figure 3.3: equilibria in
which 3 out of 4 informed types reveal their signals truthfully dominates the other
equilibrium in a non-grey area for any values of v and d. In a non-grey region, if v
is relatively high, then d is relatively low, and vice versa. This results in a larger
amount of information transferred in expectation once 3 out of 4 types reveal their
signals to the DM, compared to an equilibrium in which any 2 of the 4 types reveal

their signals.
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Figure 3.3: Truthtelling of 3 types dominates truthtelling of any 2 types in the
non-grey region.
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3.4.4 Decentralized mechanism with perfect information sharing

Suppose that the DM delegates authority to expert 7 and creates a directed commu-
nication link from j to i. Here I study conditions for equilibrium in which j reveals
all his types to i.

The expected utility of the DM is:

EUEM:—i/OI (;—O—bi>2d9—i</j_v (i(1—2v)—0—bi>2d9+

ﬁ_ (i(:’)—zv)—e—bi)QdQ)—i(/ow (i(1+2d)—9—bi)2d9+
[ﬂl (i(3+2d)—9—bi)2d0> —i(/oév (i(l—%)—ﬁ—bfi)zdﬁ—k

3+d ) L )
C (50— 0= - —0—b, _wC. 32
/;_U (5a-v+d—0-n) d9+/§+d<4(3+2d) 0~ bi) do) =EUGy, — b2,

Therefore, the losses of the DM compared to the best equilibrium in the

centralized case are increasing quadratically in the bias difference between the DM

and expert i. The incentives for expert j are derived in the appendix. If the DM
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delegates authority to 1 then the incentives of expert 2 to report all his types to

expert 1 are satisfied if:

—d(4 + 8v) — 1 — 8d? — 4v? 1—2d
by < by <
1+ 4d + 2v Thrshs
If the DM delegates authority to expert 2, then the corresponding constraints

+ b1

for expert 1 are:

2v—1 1 + 4d? + 4v + 8dv + 8v?
by < by < b
TS 8(1+ 2d + 4v) o2

3.5 Comparison between centralization and decentral-

ization

Here I show that, for any value of v and d, there exists a range for the biases of both
players such that decentralization dominates centralization. Denote the range of

biases which support the first best in case of centralization by B = Bf' x BI € R2.

Proposition 1: For given v and d assume that the range of biases for experts 1
and 2, By, Bs, is outside the range where both perfectly reveal information in the
centralized case, (By x Bz) N BY = (. If in the second best equilibrium only one
informed type of expert j reveals his information, and both unformed types of i re-
veal their information, then there exists (b1,b2) € By x By where the DM delegates
authority to i and creates a directed communication link from j to i such that the

new equilibrium payoff dominates centralization.

Proof: Denote the best equilibrium payoff for the DM for (b1, bs) € By X By, if the
decision and communication structure is centralized, by W¥. Denote by W< the
equilibrium payoff for the DM in a centralized communication if all types of both
agents report their signal truthfully. Since in this equilibrium at least one informed
type of one of the experts deviates in [0, 1] in his report, W9 < W¢.

Suppose that the DM decided to delegate authority to expert 1 and creates a
directed communication link from 2 to 1. The proof for delegation the authority to
2, and creating a directed communication link from 1 to 2 is proven analogously. If 2
always reveals his type to i, the DM benefits from decentralization if W& — b2 > we
or by < VWO — W5,

The condition on the biases of expert 2 to report truthfully to 1is: b+ b <
by < b+ by where [b,b] = B
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1. Suppose that in the second best equilibrium under centralization, both types
of expert 1 report truthfully to the DM but only 2 of expert 2 reports truth-
fully. For the DM to benefit from decentralization it should be true that
b < VWC — WS = g In this case, this equilibrium is supported for by < ky
with k; > b. The reason for k; > b is that if to deviates in equilibrium in
which ), pools with the type of 2 who reports [0, 1], he expects a bigger shift
in DM’s choice compared to equilibrium in which #, reports truthfully, since
the DM expects higher state upon observing [0, 1] (I show it in the appendix
for the derivation of the incentive constraints for this equilibrium). But then
there exists a value for b; small enough such that two conditions are jointly
satisfied: by < by +b < ky and by < sq.

2. Suppose that in the second best equilibrium under centralization, both types
of expert 1 report truthfully to the DM but only ¢}, of expert 2 reports truth-
fully. For the DM to benefit from decentralization it should be true that
by < VIWC — WS = sy In this case, this equilibrium is supported for by > k",
with &” < 0. But then the only 2 conditions which have to be satisfied for
decentralization to yield a strictly better result is by < by + b and b; < so,

which is true for values of b; within the constraints. Q.E.D.

3.6 Conclusions

This project studies the choice between centralization and decentralization with two
experts who can be partially informed about the state, and an uninformed DM. The
DM is able to commit to the allocation of decision rights and communication chan-
nels. T contrast two simple benchmarks: under centralization, the DM receives direct
reports from both experts and decides over a single task; under decentralization, the
DM delegates the decision right to one of the experts and creates a communication
channel from the other expert to the first one. I show that decentralization can
dominate centralization if the bias of an expert who decides over the task is not too
large compared to the bias of the DM, and the bias of another expert is nearer to
the bias of the first expert, compared to the bias of the DM.

Since this project is work in progress there are multiple steps I aim to do
next. First, currently I study cases in which equilibria, which feature a pooling of
an informed type of one of the experts with an uninformed type, dominate all other
equilibria under centralization for given information structures and all possible bi-
ases. However, for different information structures, there might be some ranges of

biases for which such equilibria still dominate all other equilibria under centraliza-
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tion. Therefore, it can be that the range of parameters for which my findings apply
is larger than the one stated in the paper.

Further, I would like to characterize cases in which equilibria featuring only
a single type of each expert reporting truthfully to the DM are the best equilibria
under centralization and compare them to the best equilibria under decentralization.

Second, I aim to look at a richer set of communication structures. For ex-
ample, a centralized case can feature an expert reporting his signal to a different
expert, who then reports his information to the DM, and the DM decides over the
policy. This richer space of communication networks can be interesting combined
with a richer set of signal structures, if, for example, each expert can receive signals
according to more than two partitions of the state space.

Finally, I want to contrast the best outcome under decentralization with
the best outcome in case the DM can commit to a mechanism which implements
allocations conditional on reports from both experts. According to the revelation
principle, it is sufficient to focus on direct mechanisms. I conjecture that the mech-
anism can implement any allocation of the game, but the reverse is not necessarily
true. Therefore, it is interesting to study systematically the loss in welfare once

moving from the environment with commitment to the non-commitment case.
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Appendix A

Definitions and Proofs for
Chapter 1

Remaining definitions from the model section:

A path H;,;, is a sequence of edges {i1,42}, {42,143}, .., {ik—1, i } such that the
nodes in every pair {i;, 441} are directly connected, e;, ;,, = 1.

In this paper I study directed graphs with the following properties:

(1) Yi € N\ DM, there is j € N, j # 1, such that e;; = 1 and there is no other
J' # j, 7’ € N connected to i, e; = 1, which means that every expert has one

outgoing link,

(2) Vi e N there is no path H;; with j # i and ej; = 1, which means that there are

no cycles, and

(3) Xjene€ipm = 1 and 3~ e ye epyj = 0 which means that the DM has at least

one incoming but no outgoing links.

Bayesian updating follows the Beta-binomial model: given k observations
and k 1’s the conditional pdf is:

n!
klo,n) = ————0F(1 —6)" .
F(RIO.7) = (1= 6)
Thus, when n observations are conducted, the distribution of “successes” is

uniform as well:

! ! n! 1
rob(k|n) /0 rob(k|6,n)dd /0 Fin = k)!G (1—0)"""do 1
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The posterior is

bl = it e o,

Thus, E(0]k,n) = &4
Finally, suppose we have n trials with k& 1’s. What is the probability of

having j 1’s given additional m trials?

1
P(ilm,n.k) = [ P(iim. 0)P(6lk,n)as =
0

Fooml i gy (MDY e kg,
T 0=y gt =0 -

! m! (n+1)! - 4
9k+_] 1—6 mfj+nfkd0 —
I e s L

m! (n+1)! (k+7)!(m—j+n—k)!
Jlm — ) El(n — k)! (n+m+1)!

Calculations for 1.3.1:

First I analyze equilibria in a star network.

Consider a single expert ¢ who reveals his signals truthfully in a star. DM’s

choices are

1 2
y(0) =Ep(0]0,1) = 3’ y(1) =Epp(0]1,1) = 3’

where Epps(0]k,n) denotes the expected value of the state by the DM given
n equilibrium messages and k£ number of 1’s. Therefore, the expert is incentivized

to communicate truthfully if:

2

N 6 — b))% £(6|0,1)d6 > 1 0 — b;)%f(0|0,1)d0o
- [[G=o=wrre0.na0 = - [ G- 0-n)?r6l0. vas

and
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1 2 1 1
—/ (S —6—b;)%f(0|1,1)d6 > —/ (= — 60 —b)?f(9]1,1)d6,
0 3 0 3
where f(0|k,n) is a posterior with n experts and the sum of the signals k.

The above inequalities imply b; < %.

Consider two experts revealing their signals truthfully. Then, DM receives
messages according to the partition {{0},{1},{2}} of the sum of the signals. Her

choices are

1 1 3
y(0) =2, y() =5, y2) =
If expert ¢ receives s; = 0 = k, he expects that the other expert 7 who sends
truthful message to the DM has s; = k with prob % and s; = 1 — k with prob %

Therefore, the incentive constraint preventing the upward deviation of 7 is:

2 11 ) 1/t )
s [ Go-wrren2a—3 [ G -o-bren2am >

2 (11 2 13 )
-5 | Go-nrsen2m -3 [ (G-o-nrronm.

The incentive constraint preventing the downward deviation for 7 is:

2 (13 \2 1/t K

—3/0 (7 —0-0) f(9|2,2)d9—3/O (5 — 0= b)*f(O11,2)d >
2 1 1 1 1 1

—3/0 (2—9—b¢)2f(9!2,2)d0—3/0 (Z—e—bi)Qf(eu,z)da.

Both constraints result in |b;| < %. Due to symmetry in strategies and pay-
offs between both experts which communicate truthfully in equilibrium, expert j’s

constraint is the same: b; < %.

Finally, consider the strategy profile in which all three experts communicate

truthfully to the DM. DM’s choices dependent on the sum of the signals are:
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Take any expert ¢ = 1,2,3 who receives s; = 0. He expects that the sum of
the signals of the other two experts is 0 with prob %, is 1 with prob % and is 2 with
prob %. If ¢ receives s; = 1, he expects the sum of the other experts’ signals to be 3
with prob %, 2 with prob % and 1 with prob %.

Therefore, the incentive constraint of ¢ which prevents his upward deviation

is:

1 1
—5 | Go-brsen.s -5 |G —0-briensm-
1 /3 2
: /0 (5 —0—bi)2f(0]2,3)d0 >
—QA(S—H—mfﬂﬂQ$W—3ﬂk5_G_QFﬂMLQM_

ééug—e—@ﬁﬂmzmw.

The incentive constraint for the downward deviation of 7 is:

1 1
-5 /0 (5 — 0~ b5 (013.3)d0 /O (2~ 052012, 3)d0-
1/t 2 5
6A<5—e—m>fwm3mez
1 (13 1 (L2
—5 | G -0=wPressan - [ C—0-brreps)m-

1
5 | G-o-vrrensm.

Notice that the constraints for each expert are symmetric. Therefore, the

incentives for truth-telling for each i = 1,2, 3 are satisfied for b; < %.

Second, I show that, for the same biases, the line is able to induce same payoff allocations

as the star.
It is straightforward to show that it is true if only a single expert reveals his

signal truthfully. Fix the expert who reveals his signal truthfully in a star and place

him on the top of the line. The bias of this expert satisfies |b;| < %. Then, there is
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an equilibrium in which a single expert reveals his signal truthfully to the DM.

Consider, next, the equilibrium in a star in which only two experts reveal
their signal truthfully to the DM. Label those experts by 1 and 2. Design a line
network such that 1 and 2 are the experts closest to the DM (the third expert
is at the bottom of the line). The order of 1 and 2 does not matter. Assume, for
example, that expert 1 is connected to the DM and expert 2 communicates to expert
1. Consider the strategy profile in which expert 3 babbles (sends an uninformative
message to expert 2), expert 2 reveals his private signal to expert 1, and expert 1
reveals if the sum of the signals is either 0, 1 or 2 to the DM. Incentives of expert 2
are the same as in the star. The choices of the DM are the same as in equilibrium
in the star, in which two experts communicate truthfully. Now I show that the
incentives of expert 1 remain the same.

Expert 1 observes the sum of the signals 0, 1 or 2. Suppose that after he
receives his signal and the message of expert 2, his type is t; = 0. If he deviates to

message 1, his deviation implies:

1 1 ) 1 1 )
- [0 Rre02 =~ [ -0 b2s6l0.2)00

1
S
If he deviates to message 2, then his constraint is:

resulting in b; <

! 1 2 ! 3 2
- [Go-brre0.2as > [ (G —0-b)ri6l0.2)00

. . 1
resulting in by < 7.

If t{ = 1 then his upward deviation to message 2 is

1 1
- [Go- s =~ [0~ b)Prien, 2,

resulting in b; < %.
Therefore, b; < % is the binding constraint preventing upward deviation.

If expert 1 is t; = 2, then his downward deviation to message 1 is:
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_ /1(3 —0— bi)Qf(H\Q, 2)df > — /1(; —0— bi)2f(ey2, 2)de,
0 0

4
resulting in b; > —%.

If ¢t = 2, his downward deviation to message 0 implies:

3

! 2 ! 1 2
- [G o rrezn = - [ -0 n2rel220,

resulting in b; > —%.

Finally, if t; = 1, then his downward deviation to message 0 implies:

- /1(1 — 0 —b;)?f(0]1,2)do > — /1(1 — 60— b;)*f(0]1,2)d0,
0o 2 o 4
resulting in b; > —i.
Therefore, the binding constraint in case of the downward deviation is b; >
—%, which is satisfied since we assumed that each expert has a positive bias.
In a similar way, it can be shown that is all three experts in a line reveal

all their information to the player next in the line, the binding constraints result in
by < {5 fori=1,2,3.

Third, I show that the line generates an additional equilibrium which is strictly better for the DM.

Think about a strategy profile in which experts 2 and 3 forward all available
information to the expert next in the line. Therefore, expert 1 receives information
about the sum of all signals available to three experts. Consider the strategy profile

in which expert 1 sends m; is the sum of the signals is 0, and m} otherwise. DM’s

choices are: y(m1) = 1 and y(m}) = % This strategy profile results in EUpyr =
4
~-4.

To calculate the constraint preventing the upward deviation of an expert,
notice, that all three incentive constraints are the same because each of the experts
conditions the deviation on the sum of the signals 0.

Therefore, for any ¢ = 1, 2, 3, the upward deviation results in:

1 1 2 ! 3 2
- [G-o-vrre0 =~ [ -0 b2s6l0.3)0.
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resulting in b; < %
The smallest downward deviation occurs if either expert 1 observes the sum
of the signals 1, or any of the remaining experts expects expert 1 to observe the sum

of the signals 1:

3

! 2 ! 1 2
[Go-nrsonsas = - [ -0~ byrronsm.

resulting in b; > 0, ¢ = 1,2, 3, which is satisfied since we assumed that all

experts are positively biased.

Equilibrium in network Q'

The strategy profile specified in 3.1 implies that the message strategies of
experts can be represented by the following partitions: P» = {{0},{1,2}}, P =
{{0},{1}} and P3 = {{0},{1}}. The corresponding decisions of the DM are

2 7 18

1
y(mlamQ) = 57 y(mllamQ) = gv y(mlvmé) = T5? y(mllvaQ) = %

We start with the ICs for both types of expert 2 assuming that all other
players choose their strategies according to the fixed profile. t; = 0 assigns the
posteriors % to t1 = 0 and % to t1 = 1. Thus, the IC for 5 = 0 is:

1 1
_2/0 (% — 0 b)2f(6]0,3)d6 — 411/0 (% — 0 —b2)f(6]1,3)d6 >
3

L7 ) 1 [s )
1] G5 o= mrsen.si -5 [ G -0 -wrsensm.

so that by < o5 ~ 0.140952.
to = 1 assigns the posteriors % tot; =0 and % tot; = 1. The ICsof to =1

is:

—1/1(7—9—1) 2f(0)1 3)d9—1/1(18—9—b )2£(612,3)do >
2 Jo \15 2 ’ 2 Jo 25 2 =

1 (1 1 (2
—2/0 (5—9—b2)2f(911,3)d9—2/0 (g—H—bg)Qf(0|2,3)d0,
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so that by > —0.00521 which is satisfied since we assumed that all experts
are poisitively biased.

In a similar way it is easy to show that the ICs for expert 3 are the same:
by < <t

Next, t; = 0 assigns the posteriors % to to = 0, % toty =1 and % to to = 2.
The corresponding IC for ¢; = 0, assuming that other players play according to
specified strategy profile, is:

1

1 1 L7
-3 /0 (5 —0— b7 (610,3)d0 — 5 /0 (1 — 0~ b (611, 3)d0

1/1(7—6—1))2]“(0\2 3)do >
6/, ‘15 1 ) =

1 [t 2 1 [t 18
-5 /0 (2~ 00 (610,3)d0 — /0 (50 — 0~ b (611, 3)d0

1 [t18 5
(- —-6— 2
6/0 (55 =0~ 01)7f(0]2,3)do),

293
so that b; < 3EED -
Finally, ¢t; = 1 assigns the posteriors % toto =0, % toty =1 and % to to = 2.
The corresponding IC for 1, assuming that other players play according to specified

strategy profile, is:

1 [t2 5 1 [18 5
5 | Go—nrren s [ (G5 —0-n)2ro2 30

6/, '5 25
1/1(1891) )2£(6]3,3)do >
2 ), (35 1 ) >
—1/1(1—9—8) 2 1(6]1 3)d0—1/1(7—0—b 12(60]2,3)d0—
6 5 ! ’ 3, 15 ! ’

1/1(7 0= b1)2f(0]3,3)d0
9 0 15 1 ) )

resulting in b; > —0.12303 which is satisfied per assumption.
To summarize, the above strategy profile constitutes an equilibrium for by, by <
0.14095, and for b; < 0.1149. The expected utility of the DM is = —0.039556.

Implementation of the equilibrium outcome of @’ in the line:
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Consider the following strategy profile. Expert 3 communicates his signals
to expert 2, and expert sends either my to expert 1 if his private information is sum-
marized by the sufficient statistic 0, and m/, otherwise. Expert 1 sends 4 messages
to the DM: my if (s1 = 0,mz2), m} if (s1 = 0,m}), m{ if (s1 = 1,m2) and m{’ if
(s1 = 1,m}). DM chooses:

y(ma) = &, ylmt) = =, y(m) = = and y(m) = 2.

The incentive constraints for experts 3 and 2 are the same as in the equilib-
rium in network B above, since nothing changes for them in terms of their informa-
tion, the expected information sets of the DM and how their signals enter the infor-
mation sets of the DM. However, the constraints for expert 1 get tighter. In particu-
lar, his tightest constraint for the upward deviation is defined for t; = (s1 = 1, m2),

when he deviates to the message (s = 0, m)):

'2 b
- [G o nprensa = - [ (-0 nirense,

or:

2 7 2
-4+ —=2-=201 >0
5 15 5 =Y
such that b; < 0.033.
The tightest constraint for the downward deviation of expert 1 is defined for

t1 = (s1 = 0,m}), when he deviates to (s; = 1, ma):

1

2 (17 T
5 | G5 0= mrsens - 5 [ (G -0 - bR >

2 (12 5 1 [t2 5
=5 | Go-wrron s [ C—o-n)rosam

which can be written as:

2/ 7 2 2 1,7 2 2

(L 7—27—21;) 7(7 292 9 ) >0,

3(15+5 ) T3\ Ty s ) 2

or:

b1 > —0.033, which is satisfied per assumption. Therefore, the binding con-

straint for expert 1 shows that he is incentivized to communicate according to the
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specified strategy profile in a line for a strictly smaller range of biases, compared to

communication in network @Q’.

Proof of Proposition 1:

The construction is the following: I fix a separating equilibrium in a star
network @ in which n experts communicate truthfully. First, I show the optimal
decision of the DM. Second, I show that if |b;| < m then none of n experts has
an incentive to deviate from his equilibrium strategy given that all other experts

adhere to their equilibrium strategies.

Fix a separating equilibrium in which n experts report truthfully. The cor-
responding equilibrium partition of {0,1}" according to which the DM receives her
information is Ppyr = {{0}, ..., {n}}. The prior of the DM on k which is the sum of

the signals is

nl

1 1
Pr(k) :/O Pr(k|6)dd :/0 mek(l —0)"Fdo =

n! ln—-k)! 1
Un—k)! (n+1!  n+1

Thus, after the DM receives p € Ppys, where the pool p simply stands for

the sum of the signals (so I use them interchangeably here), and she believes that

all experts adhere to their strategy profiles, she chooses:

k+1
n+2

y(k) = Epa(0|k,n) =

Denote by t_; the vector of types of all n experts rather than expert ¢. If

t; = 0, then expert i’s incentive constraints to report his signal truthfully imply:

—(Pr(t_i = 0|tl)/0 (n ) — 60— bl) f(9|k' = O,n)dH + ...

0 b)) Ok =n—1, n)de) >

1
+PI“(7§,Z' =n — 1’751)/0 (n+ 5

~(Pr(ti = 0|ti)/0 (s = 0= b0l = 0, )0 + .

1
n+1
—i—Pr(t_i—n—l\ti)/(

0 n+2

9 b)2f(Olk =n— 1,n)d9).
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This can be reformulated as:

1 k+1 k+2 k+1

n—1
Pr(t_; = k|t; _ —9b) >0
kz_o Wt =kt Gt e~ 2 22
or:
1
by < —
2(n+2)

Similar, if ¢; = 1 then the incentive constraints for expert ¢ to report his

signal truthfully imply:

1
~(Pr(r_ = 0|ti)/0 (ni2 0 B0l = 1,m)d0 + ...

1
n+1
—|—Pr(ti:n—1|ti)/(

0 TL—|—2

0 b)2f(O)l = n,n)de) >
1
~(Pr(ti = om/o (n—li—l 0= 2Ol = 1,n)d0 + ...

n
n—+2

FPr(t; =n— 1]t;) /1( — 0 —b)2F (O]l = n, n)de).
0

This can be reformulated as:

1 k+1 k+2 k+2

n—1
Pr(t_; = (k,n)|t; - —26:) 20
kzzo it (’n)’z)n+2(n+2 n+2 n+2 02

or:
1
by > ————.
‘T 2(n+2)
Summing up, the separating equilibrium with n experts exists if
1
bi| < —.
1bi] < 2(n+2)
Finally, notice that the condition for the case where n’ < n experts report

truthfully is |b;| < W Q.E.D.

Proof of Proposition 2:
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Here is the proof of the first part.

Take any tuple (n,b(n)), where b(n) is the bias profile of n experts, b(n) =
(b1,..,by), and fix any equilibrium outcome in a star network in which there is a
perfect separation involving n’ experts with n’ € {1,..,n}. According to Proposition
1 the incentive constraints for the truth-telling experts result in: |b;| < m for

all i € {1,..,n'}. By backward induction, the DM chooses y(k) = 7’:,112 where k is

the reported summary statistic.

Fix any tree network () in which experts are ordered monotonically according
to the absolute value of their biases such that if expert j reports to expert ¢, then
|bj| > |b;]. In the following I show that for a given b(n), @ has the same equilibrium
outcome as the star.

Take any expert ¢ in (. If his private information is summarized by t; = 0,

then his incentive constraints for the upward deviation is:

n/

> Pr(k = jlt:) (y(k = 5+ D) =y(k = ) ) (y(k = j+1)+y(k = )=2Ei(0]j,n)=2b)) = 0
j=0

Notice that

. L j+2 g+l 1
yk=j+1) —ylk=j)= -

n+2 n+2 n+2

and

. . ‘ i+2 G+l j+1 1
y(k=j+1)+y(k=j) —2E;(0]j,n’) =

n+2 n+2 w2 w1

Given that Z?lzo Pr(k = j|t;) = 1, the incentive constraint can written as

b
2(n' +2)

Similarly, the incentive constraint for the downward deviation of t; = 1 is:

b; <

n/

> Pr(k = jit) (ylk = j=1)=y(k = )) (ylk = j=1)+y(k = j)~2Ei(8]j,n)~25;) ) = 0
j=0
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Since

i g+l 1

n' + 2 n’+2__n’+2

ylk=j—1) —ylk=j) =

and

J J+1 2]’—1—17 1

k=j5+1 k=j)—2E;(0|j,n) = — =— .
y( J+1)+y( 7) i(017,n") n,+2+n/+2 n + 2 n +1

Given that Z?lzo Pr(k = jJt;) = 1, the incentive constraint can written as

1
2(n' +2)’
which proves the first part of the proposition.

b; >

Here is the proof of the second part.

Example 1 already provided an example in which, for some range of biases,
sequential communication dominated simultaneous communication. For (n,b(n)),
where b(n) denotes the vector of biases of all n experts, it is possible to construct
many equilibria which dominate the corresponding equilibria in a star. Here I pro-
vide one of such constructions (related to the Example 1)

Take any network Q which satisfies the conditions in Proposition 2 and is not
a star, and assume that all biases of the experts are strictly bigger than %. Then,
Proposition 1 tells us that the only equilibrium in a star is a babbling equilibrium
which results in EUpy; = — fol(% —0)2d0 = — 3.

Denote the number of experts which belong to the longest path in (), which
starts with from some expert j € N and ends by the DM, H;pys, by r. Since I
assumed that @ is not a star, it follows that r > 2. Then, if in equilibrium expert
= H;py who is directly connected to the DM receives full information about
the signals of 7 — 1 experts, he can report his signals according to the partition
Py (Q) = {{0},{1,..,r}}. In the following, I show that P;(Q) is implementable as
an equilibrium partition for biases strictly higher than %, where the exact range of
biases depends on 7, and the DM’s expected utility resulting from Py (Q) is higher
~L
First, notice that once the DM receives reports according to Py (Q), she

than the expected utility in the case of no information transmission,

chooses her policies as follows:
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r 2r42)

1 ( 2 T+1>1 r+3

= — 1,.,r)=——=+.
y(o) T+27 y(? 7T) T+2+ +T+2

Take any expert ¢ € H;pps. The upward deviation incentives which depend
on ¢’s private information and his beliefs over the signal distribution, given the

strategy profile of other experts and the optimal response of the DM, are:

1
~Pr(l = 01t) | (0(0) =0 = )28k, )0~

1
0

EZPmk:jm)/<MLuno—e—mﬁfMMrmez
j=1

1
Pk = O]ti)/o (L, o) — 0 — b)2F (O], r)do—

1
0

}qukzjmy/<ML~m»—e—meerma
j=1

which imply b; < 4(7"%;2), 1 =0,..,7. Notice that:

rl >1'f >1
— > 1ir
4r+2) 6 ’

Therefore, Py ((Q) can be supported for biases strictly larger than %.

In a similar way it can be calculated that the downward deviation for every

expert ¢ € Hjpy implies b; > ﬁ which is strictly smaller than 4(”;12).

It remains to show that this partition results in a higher expected utility for

the DM compared to the case in which every expert babbles. The expected utility
of the DM is:

1 1 (2+.+(r+1))?2 447+
EUpn(Pr(Q)) = —= (1 ) —_orrer
pu(Pr(@) = =g+ g U T r 12(2 +7)?
Therefore, — 142*('515)22 > —1—12 is true for r > 0.
Thus, two conditions 7 > 1 and r > 0 imply that for » > 1, if all experts’

r—3 r+1
4(r+2) 4(r+2)

strictly dominates the (uninformative) equilibrium in a corresponding star network.
Q.E.D.

biases are within [ ]N (g, 00], then @ has at least one equilibrium which
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Proof of Proposition 3:

Proof strategy: I start with the partition which features the largest possible shift
from experts’ expected values of the state if one of the experts deviates from truth-
telling. I obtain the range of biases which support this partition as an equilibrium.
Thus, I find for an upper bound for biases which can be accommodated by any
possible network. I then describe a network which implements such partition: such
network features a single intermediary communicating to the DM. I show that a
network which features at least two experts communicating to the DM cannot im-
plement this partition. Next, I characterize the partition which features the second
largest shift from experts’ expected values of the state if one of the experts deviates
from truth-telling. I find the upper bound on the biases which make this partition
implementable in some network. If all biases are in between the two bounds, then
only the network which implements the partition with the largest possible shift can
induce some information revelation. Otherwise, babbling is the only equilibrium.
Finally, I show that any other partition which features n’ < n experts is supported
by the biases which are weakly smaller than the interval between the two bounds de-
rived earlier. Therefore, I exclude the lower bound from this interval. The resulting
interval specifies the biases which support the coarsest possible information trans-
mission in a network which features a single intermediary. Therefore, if the biases are

above the upper bound, no information transmission is possible in any tree network.

Consider a partition of the entire signals according to which the DM receives
her information and which consists of two pools, Pp,,; = {{p1},{p2}}. Notice that
a partition with 3 or more pools cannot implement a larger shift from the expert’s
ideal point compared to the largest possible shift in a partition with 2 pools. This
is because for a partition with 3 or more pools it is always possible to merge all but
the first pool and therefore implement a larger shift from the expert’s ideal point
compared to the original partition.

Denote DM’s choices as a function of a reported pool of P}, by y(p1) and
y(p2). If there exists a tree network which implements Pj),,, then the incentive

constraints of a type t; communicating in such network can be formulated as:
1
~Pr(k e pilt) [ (ulon) — 0~ b2 (Ol )t >
0

1
—Pr(k e pl’ti)/o (y(p2) — 0 — b;) f(0]k,n)do.
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This can be rewritten as:

y(p1) +y(p2) —2 D Pr(k[t;)E(0]k, n) < 2b;.
kepi

Therefore, maximizing y(p1) + y(p2) — 23 e, Pr(k)E(0|k, n) supports the
largest possible bias preventing a deviation of ¢;. I show that this is the case for
p1 = {0} and p2 = {1,..,n}.

Take any p1 = {0,..,k} and po = {k+1—2,..,n} with k <nand z < k
implementable in some network @) and fix any ¢; of an expert ¢ who is communicating
in . Notice that in general the same sum of the signals, apart from 0 and n, can
appear in both pools. Consider pj = {0, ..,k — z} and p, = {k—2+1,..,n}. Denote
the belief of an expert ¢ over an element k € p} by Pr/(k). My objective is to show
that:

y(p, =2 Pr'(B)E(6]k,n) > y(p1)+y(p2)—2 > Pr(klt)E(0]k,n). (A.1)
kEpl kepr

Assume that for each k € p|, Pr/(k) is such that E;(k[p]) = Epnm(k|p)).
Therefore, e Pr'(k)E(0]k,n) = y(p}). This assumption implies a lower bound
on Zkepll Pr'(k)E(f]k,n) for the following reason. Since an expert has a better
observation of the state compared to the DM, there exists a type of an expert
i, ti, who’s beliefs over the elements of p) assign weakly higher values to higher

sums of signals compared to DM’s belief once she receives a report pj. It means,
Zk;ep’l Pr(k|t;) E(0|k,n) > Zkép’l Pr(k)E(0|k,n). Thus, if:

y(0h) +y(0h) — 2y(0h) = y(p1) + y(p2) — 2> Pr(k|t)E(6]k, n) (A.2)
kepr

is satisfied, then (2) is also satisfied. First, notice that:

y(py) —y(1) = y(p1) = > Pr(k[t)E(0]k,n),
kep:
because i, Pr(k[t))E(0|k,n) > y(p1), because there is a type ¢; who
assigns weakly higher beliefs to higher sums of signals, compared to the DM upon
receiving the report p;. This is because the expert has a more precise information
about signal realizations conditional on p;.

It remains to show that
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> Pr(k|t)E(6|k,n) — y(p2) = y(ph) — y(ph)
kepr

By the same logic as before, the above inequality is satisfied if:

y(p1) — y(p2) > y(p)) — y(ph). (A.3)

is satisfied.
Consider, first, the case of z = 0. In this case, p; = {0,..,k} and ps =
{k+1,..,n}. Then,

y(0,.,k) = DL _ _k+2
T m+2)(k+1) 2(n+2)
y(k+1,..,n) = DY _ntk+3
Y n+2)(n—Fk) 2(n+2)
n+1

Then, y(p}) — y(p2) = y(p1) — y(p2) = 5,55y Which satisfies (2).
Consider, next, that z = 1 such that there is an overlap of a single sum of

the signals. Therefore, p; = {0,..,k} and ps = {k,..,n}. Notice that the sum of
the signals k can be formed in (}) different ways (with other words, there are (})
different members of {0,1}" which generate the sum of the signals k). Suppose
that k appears in the first pool a times, and in the second pool (Z) — a times, with
a€{l,.,(}) — 1} (since a = 0 or a = (}) are covered by the previous case).
Since each sum of the signals has equal probability:
Pr(k) = /1 Pr(k|0)do = /l k(1 gy
0 o Kln— k)
n! EKln—k) 1
El(n—k)! (n+1)! n+1’

If the DM receives the report py, she assigns posterior ﬁ to each of the

k
_a_

elements 0, .., k — 1, and the posterior £ (kl to the element k. Therefore, her choice

(%)

3

>3

is:

(k+1) =
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@)
(n+2)(k+ @)

E(k+1)+ (k+1)=

(k+1)(k+ 2(“7))

k

(2(n+2))(k + @“))’

Similarly, her choice upon receiving po is:

y(pn) = e+ L (2 () =
(n+2)(n—k+ k(Z) ) (n+2)(n—Fk+ k(Z) )

® i L k- (ktn+3) =
(n+2)(n—k + (k()z)a) (2(n+2))(n— k + (k()z)a)

2(%)“(k:+ D+ (k—n)(k+n+3)

2(n+2))(n— k + (Z()n;“)

k

Then, given that y(p}) = 2(]‘;1‘:12) and y(p)) = ]5(7352?’ the expression (4) can

be rewritten as:

o) D (k—m)(ktn+3)  (R+Dk+25)
(%) . (%) _ —n—-1 >0,
s kr G COFAE ) 2t

2
—a(n+1) + a(l — 6k — 2k + Tn + 2n?) (Z) — 2k(3k + k2 — 3n — n?) (Z) > 0,

which is true for & < n. Therefore, (2) is satisfied.
Finally, consider z = 2 . Thus, p; = {0,..,k} and py = {k — 1,..,n}, and
Py ={0,..,k—2} and pf, = {k—1,..,n}. To prove that (4) is true for z = 2 I proceed

in two steps. First, I define the following partitions:

e Define a partition P” = {p{, p4} which differs to {p1,p2} only in that the sum
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of the signals k is located entirely in pf,

e define a partition P = {p1,p2} which differs to {p1,p2} only in that the sum
of the signals k — 1 is located entirely in p1, and finally

e define a partition P’ = {p/, p,} which differs to P’ only in that the sum of the

signals k is located entirely in pj.

From the previous step which covered the case z = 1 we know that:

y(D1) = y(P1) > y(p2) — v (D). (A.4)

Notice that because in y(p1) the sum of the signals k£ has a larger posterior
compared to y(p1), the downward shift from y(p1) to y(p]) is larger compared to
the downward shift from y(p1) to y(p}). Therefore

y(p1) —y(@) > y(p1) — y(B)).

Similarly, it is true that

y(p2) — y(py) < y(p2) — y(Bh),

such that y(p1) — y(pY) > y(p2) — y(py) is satisfied. But then, given the

results on z = 1 it is also true that

y(p!) — y(®}) > y(03) — y(h).

Summing up the last two inequalities we obtain:

y(p1) —y(P) > y(p2) — y(Ph).

The case z > 2 can be solved in a similar way.

Next, I characterize the equilibrium strategies and the corresponding biases
which support Ppyr = {{0},{1,..,n}} as an equilibrium. By backward induction, I

start with the decisions of the DM conditional on messages m; = 0 or mg = (1, ..,n).

1
n—+ 2

y(0) =

For y(1, .., n) notice that each sufficient statistic has equal probability because

the probability of having k£ 1’s in n experiments is:
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1 1 n:
Pr(k) :/0 Pr(k|0)do :/0 Mak(1 —0)"Fdo =

n! Kln—Fk)! 1
Klln—k)! (n+1)!  n+1

Thus, the decision of the DM is:

S+l n+3
(n+2) n 2(n+2)

y(1,..,n) =

The upward deviation incentive of any expert ¢ € N is determined by:

_/1< 1 _e_bi)2f(eyo,n)d92_/l( nES g b)2£(6)0,n)db,
0 0o 2

n+ 2 (n+2)

or

1 n n+3 2
n+2 2(n+2 2(n+2)

which results in:

n+1
by < ——.
T 4(n+2)
Similarly, the downward deviation of any expert ¢ € N is determined by:

1 . n+3 4
n+2 2(n+2 2(n+2)

which results in:

b > n—3
"T4(n+2)

Next I show that the partition {0}, {1,..,n} cannot be implemented in a net-

work which features at least two intermediaries communicating directly to the DM.
Notice that informative communication requires an intermediary to send at least
two messages in equilibrium. Otherwise his message is ignored by the DM. In this
case, r > 1 intermediaries feature at least 2r pools according to which the DM re-
ceives her information. But I showed that this cannot be the case which features the
largest possible deviation from experts’ expected values of the states by deviation.
If all but the first pools are merged together, then the deviation from the first pool

results in a larger shift from experts’ expected values of the state, compared to the
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case of multiple experts communicating to the DM.

Next, I characterize the partition which implements the second largest shift
from experts’ ideal points if one of the experts deviates from truth-telling. Given the
considerations above, such partition should have the form {{0,1},{1,..,n}}, where
the sum of the signals 1 featured in the first pool has the lowest possible posterior.
Notice that there are () ways for the elements of {0,1}" to result in sum of the
signals 1. Therefore, the case of the lowest possible posterior of the sum of the
signals 1 in the first pool features a single element of {0,1}" with the sum of the
signals 1 being part of the first pool. Therefore, the second pool includes (711) -1

sequences which have the sum of the signals 1.

In this case, if the DM receives the message m; = (0, 1), she attaches poste-
rior 5 to signal 0 and the posterior to %—i—l to signal 1. Notice that the posterior or
1 is much smaller because I assumed that the first pool includes only one sequence

with the summary statistic 1. Thus,

no1o, 12
n+1ln+2 n+1n+2 14+n

y(ov 1) =

n—1

Upon receiving my = (1,..,n) the DM assigns the posterior ﬁ(n_l)

n

) to sufficient statistic 2,3,..,n.

-1
n+1
1 _ n

+(n—-1)  (n—1)(n+1

to 1 and an equal posterior of =
Thus, the DM chooses:

n

1 2 n 24+ n

y(Lom) = n+1n+2+ (n—1)(n+1)(”+2)(3+“+(n+1)): 2+2m

To check the deviation incentives of an expert, notice, that depending on
network and information received he can assign different beliefs to the sum of the
signals 0 or 1. The larger the posterior attached to 0, the larger the upper bound
for biases supporting the equilibrium strategy specified above. I focus on the largest
possible upper bound for the biases, and therefore assign the lowest possible posterior
to sum of the signals 1. This happens if - in the case the expert reporting to the
DM observes the pool {0, 1} - he assigns probability n%rl% to the sum of the signals
1, which is the lowest possible posterior, and the probability n%rl to the sum of
the signals 0, which is the largest possible posterior given the observation {0, 1}.

1

Therefore, the posterior assigned to 1 is P and the posterior assigned to 0 is

The following incentive constraint has to hold:

_n_

n+1"
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n (11 \2 I \2
/0 (— 9~ b)2£(0)0, n)d6 — /0 (L b2, n)de >

n+1 1+n n+1Jy ‘\1+n

n [l 24n 9 1 [ 24n )
- —0—b;)2(6]0,n)d0 - —0-b:2f (01,
n+1/(%1+m 6=b:)"f(610,n)df n+lA(%1+m 6=b:)"f(6]1,n)db

This results in b < 4(1+ 5
41 . . . .
Notice that ( ) < 4(1 oy < 4(" o) for n > 2 which implies that there is a

range for biases [~ | for which Ppjs is the only implementable partition

4(1+n) ’ 4(n+2)
for given n.

Now, suppose that only n’ < m experts report truthfully, and n — n’ ex-
perts babble. Partition which accommodates largest possible biases is Pj),, =
{{0},{1,..,n'}} because this partition has the maximum heterogeneity between any
two pools. The range of biases which support P}, as an equilibrium partition is
[ n'—3 n'+1 ]
4(n’'+2)7 4(n’+2)

Is and yef yes, when, is 4(n

n'+1

) smaller than

4(13—71)7
n +1 - n
4’ +2) " 4(1+n)’

However, the biggest possible n’ = n — 1, such that in this case both bounds

n+1 ]
4(1+n)’ 4(n+2)

then the optimal network is the one which features a single group and a single expert

ifn>n"+1.

coincide. Therefore, only if the biases of all experts is in the interval (="

reporting directly to the DM.

ntl ~  n ]
4(n+2)’  4(n+1)D
for n experts and for the partition Ppys = {{0,..,n — 1},{n}}, the deviation of

To prove the statement regarding the range (— notice that
an expert from reporting n to the DM maximizes the distance between the DM’s
policy and the expected value of the expert, leading to the largest possible upper
bound for biases. The way to prove it is similar to the mirror case of the partition
{{0},{1,..,n}} which was proven in the first part of the Lemma.

To derive the lower bound by deviation of type n for Ppy; = {{0,..,n —
1},{n}}, I, first, calculate the corresponding choices of the DM:

141 n+1 n+1

1
n2nta amto YW

Therefore, the downward deviation of type n of any expert ¢ € IV implies:
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n—+1 n+1 n-+1

- —2b; <0,
2n+2) n+2 n+2 L
which results in b; > —4(’;7112).

To calculate the binding upward deviation, notice, that for a given change
in DM'’s policy, the range of expert’s biases decreases with higher expectation over
the state. Therefore, the binding deviation from the first pool occurs when the type

of an expert ¢ is n — 1. In this case, the following incentive constraint has to hold:

1 1
n -+ n -+ 9 n

- —20; >0
2n+2) n+2 n+2 fe

. . _3

which results in b; < —m.

The second largest downward deviation assumes Ppys = {{0,..,n — 1}, {n —
1,n}} with only a single sequence having the sum of the signals n — 1 included
in the second pool, and the posterior belief of an expert which assigns maximum
probability to n if the expert beliefs that the state is within the second pool.

If the DM receives the report {0, ..,n—1}, she assigns the posterior Mw
to each element 0, ..,n — 2, and the posterior m to n— 1. If the DM receives
the report {n — 1,n}, she assigns the posterior n%rl to the element n — 1 and the
posterior 5 to the element n.

The corresponding choices of the DM are:

n (1+..+n—1)+ n—1 no_n
(n—1)(n+1) n—+2 (n—Dn+n+2 2n+1)

y(07 -y — 1) =

1 n . n n+l n
n+1ln+2 n+1n+2 n+1’

y(n—1,n) =

An expert i, when being informed that the true state is in {n —1,n}, can at
most assign posterior belief n%q to the element n — 1, and the posterior belief
to the element n. The following incentive constraint has to hold for a downward

deviation:

- /1( D9 b)2F(Oln—1,n)do— /1( L0 b)2F(Bln, n)do >
n+1Jy n+1 ! ’ n+1Jy n+1 ‘ ’ -

n

n ! n 9 1 1 )
[t b PO tnas— [ 00 6l .

This results in: b; <

_4(77:-1)'
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Finally, suppose that there are n’ < n reporting in equilibrium. The parti-
tion which implements the largest possible downward shift of DM’s policy from the
expected value of the state by an expert is Pp,,, = {{0,..,n — 2},{n — 1}}. The

corresponding choices of the DM are:

(n—1)=—

0,..,m—2) = = .
y(”n ) n+1

n
on+1)"Y
The incentive constraint preventing the downward deviation of any expert

from the second pool implies:
n n n n
2(n+1) n+1 n+1
This implies b; > —4(%“).

Therefore, the range of biases which supports communication to the DM in

—-2b<0.

n+1 n )
4(n+2)’  4(n+1)/°

a single group is [—

Finally, since I have shown that for positive biases the partition {{0}, {1, ..,n}}
implements the largest possible upward shift from the experts’ expected values of the

state due to the coarsest possible communication to the DM. Therefore, any biases

n+1
4(n+2)

biases, the partition {{0,..,n —1},{n}} implements the largest possible downward

beyond

cannot lead to any information transmission. Similarly, for negative

shift from the experts’ expected values of the state. Therefore, any biases below

__n4l
4(n+2)

cannot lead to any information transmission. Q.E.D.

Proof of Lemma 1:

The idea of the proof goes as follows. The beliefs of expert j about overall
signals can be written as the sum of beliefs conditional on the realizations of ¢’s
types. Since expert i is informed about all signals available to expert j, there is
a type of expert ¢ which results in a weakly smaller range of biases supporting his

equilibrium strategy compared to expert j.

1. Suppose that an equilibrium features n’ > 2 non-babbling experts. A type
of j is a probability distribution over the set of all possible signals {0, 1}”/,
conditional on an element of a partition PJI-’(Q) according to which j receives

his signals.

78



Suppose that j receives p € P]l?. Given his type, j forms beliefs over different
sums of signals, k € {0,..,n} conditional on his expectations of the elements
of DM’s partition, p € Ppy/(Q) with k € p given the strategy profile of all
other experts denoted by P_;(Q). The following incentive constraints give a
condition on the bias of j to prevent a deviation from truthful reporting p to
some other report p’ € PJI-’(Q). For notational convenience, in the following I

supress Q:

1
=D D Pritilty) x P?“(k\tz‘)/o (y(p|P-j,p)) — 0 — b;)*f (0K, n)df >

t,‘|tj ke{0,..,n"}
1
=Y > Prtfty) x Pr(k|ti)/ (y(p|P-j,0') — 6 = by)* f(8]k, n)d6.
ti‘t]‘ kE{O,..,n’} 0
The above system of inequalities can be rewritten as:

S Prttilty) x Prikit) < (yelP-y.#) — y(plP-i.5)) x

tiltj ke{0,..,n'}

(4P, 5) + y(p|P-i, ) — 2E(0IK) - 2b;) > 0.

. First, let us look at the upward deviation of ¢;. Since it is the smallest upward
deviation of ¢; which is binding for the reporting incentives, we look at the
deviation resulting in y(p|P-;,p’) > y(p|P-i,p) such that there is no p” € P;
such that y(p|P-;,p") > y(p|P-;,0") > y(p|P-i, p)-

Since

Yo D Prtlty) x Pr(klt) x y(pl Py 0) >

ti‘t]‘ kE{O,..,n’}

ST N Pr(tlty) x Pr(klt) x y(plP-j. ),

ti|tj ke{0,..,n"}

there is a value b(t;) € R which solves:

S0 Prttilty) x Prikit) < (uplP-j. ) — y(plP-i.5)) x

ti|t]‘ ke{0,..,n'}
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(v01P-5, ) + y(plP-i, 5) — 2E(01k) - 25(t;)) = 0.

The incentive constraints of a type t; can be written as:

1
— Y Pr(klt) / (y(p|Pi,5)) — 0 — bj)? £ (0], n)d0 >

ke{0,..,n'}

1
— Y Pr(kl) /0 (w(p|P_i ) — 0 — b;)2 £ (0]k, n)do,

ke{0,..,n'}

where p € P; is a signal which ¢; receives, and p’ € P; is a different ele-
ment of i’s partition, p # p’. Since I assumed that ¢; reports truthfully,
y(p|P-i, D)) = y(p|P-i,p)|ti- Further, since we are looking at the smallest
upward deviation of ¢; in terms of DM’s policy, conditional on types of 7,
the smallest upward deviation of t; results in the same policy of the DM:
y(p|P-;,p")|ti = y(p|P—;,p"). But then the IC for ¢; can be written as:

> Pr(kit) < (y(lP-B) — y(pIP-i5)) x
ke{0,..,n'}

(y(plej,ﬁ’) +y(plP-i,p) — 2E(0]k) — 2bj) > 0.

There exists some t; for which Pr(t;|t;) > 0, where b(t;) solves:

> Pr(kit) < (y(elP-.B) — y(plP-i5)) x
ke{0,..,n'}

((p1P-5,5) + y(p| P, ) — 2E(01k) - 2b(t:) ) = 0.
with b(t;) < b(t;).

. Next, let us look at the downward deviation of ¢;. Since the smallest downward
deviation is binding for the reporting incentives, we look at the deviation
resulting in y(p|P-;,p") < y(p|P-i,p) such that there is no p” € P; such that
y(p|P-j,p") <y(plP-;,p") <y(p|P-i,p).

Since
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> Pr(tlty) x Pr(klt:) x y(p|P-;, ) <

ti‘tj ke{0,..,n'}

SN Pr(tlty) x Pr(klt:) x y(plP-;,p),

t;|t; ke{0,..,n'}
there is a value b(t;) € R which solves:

>3 Pritlty) x Prik) < (ylP-s7) — y(plP-is5) ) x

tiltj k:E{O,..,TL/}
(v(w1P-5. 5) + y(plP-i, 5) — 2E(61k) - 2b(t;)) = 0.
The incentive constraints of a type t; can be written as:

1
= X Pl [ GolPos) — 6~ b6l ) >

ke{O,..,n/}

1
— S Pk /0 (W(plP-ir i) — 6 — by F (0%, n)do,

ke{0,..,n'}

where p € P; is i’s signal and p/ € P; is a different element of ¢’s partition,
p # p'. Similar as above, assuming that ¢; adheres to his strategy P;, we
have y(p|P-i,p)) = y(p|P-i,p)|t;- Since we are looking at the smallest upward
deviation of ¢; in terms of DM’s policy, conditional on types of i, the smallest
upward deviation of ¢; results in the same policy of the DM: y(p|P—;,p')|t; =
y(p|P—i,p’). But then the IC for ¢; can be written as:

>> Pr(kit) x (y(elP-y. ) — y(plP-i5)) x
ke{0,..,n'}

(y(p\P—j,ﬁ') + y(p|P-i, p) — 2E(0|k) — 2bj) <0.

There exists some t; for which Pr(t;[t;) > 0, where b(t;) solves:

>> Prikft) x (ypIP—y, 7)) — y(plP-isB)) %
ke{0,..,n'}

(vPIP—s.5) + y(plPi, ) — 2E(6]k) — 20(t)) = 0.
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with b(t;) > b(t;). Q.E.D.

Proof of Lemma 2:

Fix an equilibrium strategy profile in @) such that there is an expert ¢ who
receives full statistical information from another expert j, j € Hj;. If ej; = 1, then
the Lemma is satisfied. Therefore, assume that |Hj;| > 2 such that there is at least
one other expert on the path Hj;, strictly between j and i. Denote such expert
by j' and his successor in the network by j”, ej;» = 1. Notice that the partition
according to which j” receives information from j’ can be written as P; x {P; \ P;}
because if expert ¢ receives full statistical information from j, then any expert along

the path Hj; receives the full statistical information from j.

Next, delete a link from j to another expert to whom he is connected in @,
and add a link from j to ¢, such that ej; = 1. Denote the new network by .
Assume that every expert j' on the path Hj; other than j and i sends his reports
according to the partition {Pj \ P;}, and any other expert has the same strategy
profile as in above equilibrium in Q.

Notice that the incentive constraints of j do not change since he has the
same beliefs about the set of all signal realizations and his signals are treated in the
same way by expert . Similarly, the incentive constraints of ¢ do not change since
he receives the same statistical information as before and nothing has changed for
his successors in the new network @’ compared to Q.

However, the incentive constraints of all experts in H;; which are not 7 and
7 are relaxed due to Lemma 1 since they have strictly more uncertainty compared
to their beliefs in network ). Therefore, this rearrangement of links from Q to Q’
contributes to a bigger slack in the incentive constraints of experts on the path Hj;
other than j and ¢ and possibly contributes to a larger transfer of information to
the DM in the best equilibrium. Q.E.D.

Proof of Lemma 3:

Suppose G' = 3 such that there are no other experts apart from 7, j’ reporting

to i@

in group G. Denote by m;c the equilibrium message strategy of i% in an
optimal network Q. Notice that in an optimal network both j and j’ do not babble,

otherwise they would not be part of an optimal network. If s; = k € {0,1} and
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sj = k' € {0,1}, then mc(s;c,m; = k,mjy = k') = me(s;g,mj = k',mjy =
k). Otherwise the type of i¢ with private information summarized by (s;c,mj =
k,mj = k') takes a different equilibrium action than type with private information
summarized by (s;c,mj = k', m; = k). But this contradicts equilibrium conditions
since both types have the same beliefs over the signals summarized by the summary
statistic.

Since j and j’ have same ex ante beliefs over the signals of all experts, and
their reports are treated symmetrically by ¢, their strategies are symmetric and

supported by the same range of biases.

Suppose |G| > 3, and denote by P/, the message strategy of group members
other than 7,5’ and i“, and by m,c the equilibrium message strategy of i¢ in an
optimal network ). As above, in an optimal network both j and j' do not babble,
otherwise they would not be part of an optimal network. Notice that it should be
true that for any report of all group members rather than j,j’ to the DM, p’ € P,
if s; = k € {0,1} and sy = k' € {0,1}, then mc(s;c,p’,m; = k,my = k') =
m;c (sia,p'smj = k',mj = k). Otherwise the type of i¥ with private information
summarized by (s;,c,p’,mj = k,mj = k') takes a different equilibrium action than
type with private information summarized by (s;e,p’,mj = k', m; = k). But this
contradicts equilibrium conditions since both types have the same beliefs over the
signals summarized by the summary statistic.

Since 7 and j’ have same ex ante beliefs over the signals of all experts, and
their reports are treated symmetrically by i, their strategies are symmetric and

supported by the same range of biases.

Further, since i“ has strictly more information than j or j/, P.c > P; = Py,
and there are two paths Hj,¢ and Hj,c, conditions of Lemma 1 are satisfied and
expert i has a weakly lower range of biases which support his equilibrium strategy
in an optimal network @), compared to the corresponding ranges of biases for j or
j" (which are the same). Q.E.D.

Example for the section 1.3.4

First equilibrium in network Q:
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The strategy profile of the experts leads to a partition Ppys = {{0}, {1},{2,3}}
according to which the DM receives her information.

This is the same equilibrium as in Example 2 analyzed above leading to

b <0.125, i =2,3, b <O0.1.

DM’s expected utility is:

) ) (] o

Implementation of the same equilibrium outcome (Ppyr = {{0},{1},{2,3}})

in an optimal line:

Experts 3 reports his signal truthfully to expert 2, and expert 2 reports
truthfully both the message of expert 3 and his signal to expert 1. Expert 1 parti-
tions the information in the same way as in network Q,: if the sufficient statistic
of all 3 signals is 0, report my is sent. If the sufficient statistic of all 3 reports
is 1, m} is sent. Otherwise m/ is sent. The subsequent choices of the DM are
y(my) = %, y(m}) = %, y(mf) = %. This strategy profile is an equilibrium for

b1 <£0.1, by <0.117, b3 < 0.125.

Second equilibrium in network (),: Think about a strategy profile in which

expert 2 and 3 always report their signals truthfully to expert 1, and expert 1
sends either m; to the DM if the summary statistic of information he receives is
0, or m/ otherwise. Thus, the DM received information according to the partition
Ppar = {{0},{1,2,3}}. The subsequential decisions of the DM are a function of the
reported pool:

y(0) =5 y(1,2,3) = .

The upward deviation of any of the experts is determined by:

1 1
—/ (% — 60— b;)*£(6]0,3)d6 > —/ (g — 0 —b;)%£(0)0,3)dd, i =1,2,3
0 0

which implies:

b; < 0.2 fori=1,2,3.

Similarly, the downward deviation of any of the experts is determined by:
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3 1

1 1
)2 _ Z_ 0 _p)2 -
- [[G—o—brrensan = - [ (G -o-bPrensas, =123

which implies:
b; > 0.
DM’s expected utility is:

_% n i [(%)2 + 3(%)2} ~ —0.053.

Implementation of the same equilibrium outcome in an optimal line:

Notice that experts 3 and 1 has the same amount of uncertainty and are
pivotal for the same signals as in the equilibrium in network A, thus, nothing changes
in terms of ICs for them. Expert 2 observes the signal of expert 3, and is pivotal
only both message of expert 3 and his private signal are 0. His incentive constraints

for the smallest upward and downward deviation are:

1 1 1 3
- [[G - re03)0 =~ [ (2 - 60216103105

and

3

! 2 ! 1 2
- [G-o-mpronsa = - [ -o-w2seism,

implying: 0 < by < 0.2, which is the same is above.

Equilibrium in network @Qp vs implementation in a line:

These calculation have been covered in part 1.3.1.
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Appendix B

Definitions and Proofs for
Chapter 2

Rest of the equilibria from section 2.0.6, on the case of two bias groups:
Networks B, C and D generate same best equilibrium outcomes for given biases as
follows. If b < 0.1 and b~ > 0.1 then the best equilibrium involves perfect sepa-
ration of signals of any 3 out of the 4 experts yielding EUpys >~ —0.033. If either
(0.1 <bT <0.13, b= > —0.045) or (=0.13 < b~ < —0.1, b™ < 0.045) then the best
equilibrium involves each group leader reporting sufficient statistic 0 in one message
and all other signals in the other message yielding EUpys ~ —0.038. If (0.1 < b* <
0.115, —0.052 < b~ < —0.045) or (0.045 < b+ < 0.052, —0.115 < b~ < 0.1) then
the best equilibrium involves one of the group leaders reporting either sufficient
statistic 0 from both experts in a group in the first message, or all other signals in
the second message, and the other group leader reporting truthfully only his private
signal assuming that the other expert in a group babbles. This equilibrium yields
EUpy =~ —0.04 (see Example 2). Otherwise any of other equilibria is discussed in
the leading example and yields an expected utility for the DM strictly lower than

any other equilibria discussed above.
Calculations for partitions (2.1), p.29

I looks at the partition Ppys(Q').

The DM receives her signals according to:
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Pou(Q) = {{0,...n—t},{n—t+1,...2n}} x {{0,...,n — 2}, {m — 2+ 1,..,2n}},

because she combines the report from the 2n group in which the group leader
informs the DM according to the partition {{0,..,n —t},{n—t+1,..,2n}}, and the
report from the other 2n group in which the group leader informs the DM according
to the partition {{0,..,n —z},{n —2z+1,..,2n}}.

The corresponding choices of the DM, conditional on the reported pools are:

YIS i (2? )(( ; );Iﬁzl
y({0,..,n —t},{0,...,n — z}) = (2n2)+(’2n)

Sico Xis (7

i+j

§

(7)ot
2n+2n)

Z Z] n—z+1 )(
y({0,...,n—t},{n—2+1,..,2n}) = G

SIS S

i+J

2Dy (2?)((;3;1733
Z?n n—z (Qz'n)(zjn)

i=n—t+1 2aj=0 " ()

y{n—t+1,..,2n},{0,..,n —z}) =

2n 2 (D05
Zi:n7t+1 ‘]:TL72+1 (2n+2n)
i+7

Zz n— t+12] =n— z+1(2(n‘)1525n)

i+j

y{n—t+1,..2n},{n—2+1,..,2n}) =

DM'’s expected utility is:

11
R Zy:(PT(y) ) =

_7_*_ J + i+j
3 4n+1 (i-")("’") (EDIED)
Z Z (n)H_J Z Z] m— z+1( )z+]
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2tn, 21;1, i+j+1 492 27'1,
Z?Qn—t-i,-l ;n:—oz ( i )((?1})471-‘-2 :| |:Z2n 2n ( )
i+J

j=m—z+1

1) Cr) a2
2n m—z (2@'”)(23'”) 2n 2n (2?)(3”) 4n
D imn—t41 =0 (™) Dimn—t+1 ( )
it

i+j
Next I write down the incentive constraints for expert 1 in @’. It can be
shown that all other experts in the group with 2n experts face the same constraints.
The incentive constraints for expert 2n + 1, which are the same as the incentive
constraints for all other experts in group with 2m experts can be calculated similarly.

The incentive constraint for the upward deviation of expert 1 in Q' are:

m—z

S Pr(k = ilk = n—t) <y({n—t+1, 20}, {0, .., n—2})—y({0, .., n—t}, {0, ..,n—z})>
=0

(y({n—H—l, 21}, {0, .., n—2})+y({0, .., n—t}, {0, .., n—2})

2m

n—t+i1+1
—27—26+)
dn + 2 *

S Pr(k = ilk = n—1) (y({n—t—H, ond, {n—z+1, ., 2m ) —y({0, ., n—t}, fn—z+1, ., zn}))
i=n—z+1
<y({n7t+1, 2n}, {n—z+1,..,2n})+y({0, ..,n—t}, {n—2+1, .., Zn})fQ%fQIﬁ') =0

The incentive constraints for the downward deviation of expert 1 in Q' are:

i Pr(k' =ilk = n—t+1) (—y({n—t—l—l, 2n}, {0, ..,n—2})+y({0, .., n—t}, {0, ..,n—z}))
=0

(st —t+1,20}, {0, .. n—})+y({0,.n—1}. {0, ..,n—z})—QW—Qb_)—i-
2n
S Pr(k =ik = n—t+1) (—y({n—t+1, on}, {n—z+1,...2n})+y({0, ..,n—t}, {n—z+1, ., 2n}))
i=n—z+1
(y({n—t+1, 2n}, {n—2+1,..,2n})+y({0, ..,n—t}, {n—2+1, .., 2n})

n—t+1+2
—27—%_) =0
dn + 2

Proof of Proposition 4:
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Fix any network @ € Q. First, I show that if Ppjs is implementable in @,
then it is also implementable in a direct mechanism. Notice that per definition the
DM can commit to implement any partition Ppjys of the space of {0,1}", which is
the space of all possible signal realizations. Each pool of the partition consists of
a subset of {0,1}", where each digit of the element of {0,1}"™ within a pool can be
unambiguously matched to a particular expert. Thus, if every expert sends either
message 0 or 1, then the set of all messages belongs to a unique element in some
pool.

Moreover, in a direct mechanism each expert observes only his own private
signal. In a network @), however, he observes at least his own private signal. There-
fore, according to Lemma 1, the bias range which supports the equilibrium strategy
of an expert in a direct mechanism is weakly larger compared to the bias range
supporting his equilibrium strategy in a network ). Therefore, the outcome of a
network () is implementable in a direct mechanism.

Second, I show that if partition Ppjs is implementable in a direct mecha-
nism, it is not necessarily implementable in any network (). The reason is that if
the message profile of experts resulting in Ppjs involves strategic coarsening of in-
formation, then there is at least one expert in ) who observes the signal of at least
one other expert. This is not the case in a direct mechanism in which each expert
only observes his own private signal. But then, according to Lemma 1, the range of
biases which support the equilibrium strategy of an expert in () is weakly smaller
compared to the direct mechanism. Therefore, Ppys is not necessarily incentive

compatible for at least one of the experts in (). Q.E.D.

Characterizing equilibria in a tree network with 2 experts: From
Proposition 1 we know the star network generates equilibria in which n’ experts
fully reveal their signals to the DM if b; < m, i € {1,2}. From Proposition 2 we
know that an optimally designed line can transmit the same amount of information
as the star network.

Line network gives rise to additional equilibria which strictly dominate DM’s
equilibrium payoffs in the star.

One of those equilibria is characterized by the partition Ppys = {{0},{1,2}}.
The decisions of DM are y(m1) = § an y(m}) = § x 1 + 3 x 2 = 2.

Denote the expert who is located at the bottom of the line by 2. Assume that
expert 2 communicates truthfully to expert 1. The incentive constraint of expert 1

if t1 =0 is:
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1 S

. /01(4 = b)2£(0]0,2)d6 > — /01(8 0~ b)21(0]0, 2)db.

If t; = 1, the incentive constraint for expert 1 implies:

5

! 2 ! 1 2
- [ o-wrren.2i =~ [ (-0 b2 6l 2)as

and if t; = 2:

1 1
- [0 nrrezd = - [ -0 nPrel 0.

The above incentive constraints hold for

1 <bh < 3
16~ "~ 16
Finally, assuming that expert 1 communicates according to the partition

Py = Ppay, the incentive constraints for to = 0 is determined by:

1 1
_{2/0 (i — 60— by)* f(6]0,2)d6 + ;/0 (g = 0= bo)*F(O1,2)d0} >

1 1
{5 [ G0 rs o020+ g [0 b6, 20)

and the incentive constraint for ¢o = 1 is determined by:

1 1
_{§/0 (2_9—b1)2f(0|1,2)d0+;/0 (%—9—51)21”(9@72”9}2

2 (15 5 1[5 5
—{= [ (E-60-b)2f(011,2)d0 + = | (= —6—b1)2f(0]2,2)db}.
3Jo '8 3Jo '8
The above incentive constraints hold for

I &
6= =16

The corresponding welfare for the DM is EUpy(Ppas) = —0.052.
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Appendix C

Calculations for Chapter 3

C.0.1 Only one type of an expert reports truthfully

Only ¢; reports truthfully
If the DM observes [0, 1] reported from both experts, she assigns some belief

that expert 1 is of #]. In this case she chooses

1 1 1
/
- (1) 3-20)
N (e 4( 1+§+v>( )

If she observes m1 = (0,1) and mg = to then her policy choice is

1+2d 1 1
y":+2<1—2d+2v> (I -v+d).
(RETOPARINNEE

Thus, the expected utility of the DM is:

A 1 ! / 2 1 %+d " 2 ! 1 2
EUDM=—4/O (y'—0) dQ—Z /0 (y" —0) d@—#—[ d<4(3+2d)—9> do | —
i+
2

% (/O (iu — o) — 9)2 de+[v(y’ —9)2d6> -

2

1 37V /1 2 14d 1 1 2
- / —(1-2v)—# d9+/ (y//—9)2d9—|—/ -(34+2d)—x| db
1\ J, 4 1, 1g\4

2

The incentives for all experts are derived in the appendix.
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Only t| reports truthfully
If the DM receives (0,1) from both experts, she chooses:

1 1 1
/
= ——+ (1 - —7— ] (1 —20),
Y (1+%—v)2 4( 1—4—5—1})( )

and if she observes m; = (0,1) and ma = (0, 3 + d, she chooses:

1+ 2d 1 1
Y= (1—1%> (1 - 20)
(1 + ﬁgg) 4 L+ 1554

The expected utility of the DM is:
1 1 1 %-i—d 1 1 2
EUBy =~ —/(y’—0)2d9 —= / (y”—x)2d9+/ ~(3+2d)—0) di|—
4 0 4\ Jo AN

% (/Oé_v(y’ —9)de+/;_” (i(?)— 20) —9)2 dH) -
L ( [wroras [ (Suvan ) ws [ (Yoo o) da)

The incentives for the experts which report their signals truthfully are de-

rived in the appendix.

Only t, reports truthfully
Of the DM receives reports (0, 1) from both experts, she chooses:

1 1 1
/
S S
YT v iod)2 4( 1+§—d>( )

and if she receives m; = (3 —v,1) and my = (0, 1) then she chooses:

3—-2 1 1
(1 + i;%;‘f) 4 T+ 15

The expected utility of the DM is:
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1

1 ! 1 [2td /1 2
EUSM:—/ (v —0)*do—~ / —(1+2d) -6 d0+/ (v —0)%do | —
4 Jo 4\ Jo 4 $+d

% </02 (iu p —9>2 d«9+/llv(y” —9)%19) -

2
1 1 1
4(/2 <4(1—2v)—9> d9+[2 (2(1+d—v)—9) d9+ﬁ (y”—0)2d0>
0 3+d

5~V

The incentives for experts are relegated to the appendix.

Only t, reports truthfully
If the DM receives (0, 1) from both experts, she chooses

3—20v 1 1
/
Yy = +<1_ 2d+2>(1+d—’0),
(1 + 216%2;) 4 2 1+ 9557
and if she observes m; = (3 +v) and mo = (0,1) then she chooses:
3—20v 1 1
"
y = +<1_ 2d+2><1+d_v)
(1+3)s 2\ 10ER

The expected utility of the DM is:

D 1 1 ’ 2 1 %+d / 2 ! 1 ’
BBy = | w-0ra—5 ([T W -0 d9+/1+d <4<3+2d>—9> a0 ) -
2
1

% </Oé_v (iu — ) —9>2 d9+[_v(y” —9)%9) -

2

1 </02 (1(1 ~20) — 9>2 40 + ﬁéﬁl(y” oPdn s /;d <1(3+2d) - 9)2 d&)

4 4 Y

2

C.0.2 Centralization
Derivation of ICs if both experts report their signals truthfully
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Assume t; = [0, % — v]. This type has the following posterior over the types
of Ey: prob 1 over to = [0,1] and prob 3 over ¢, = [0, 3 + d]. IC:

L L
_/2 (1 22}—9—[)1)2d0—/2 (1 22}—9—51)26592
0 4 0 4

1, 1,
1 142

/2 (0b1)2d9/2 ( * dfefbl)%m.
0 2 0 4

It can be rewritten as:

1 1—2v .1 1—2v

(5 — )(5 + —2E(0|t1,t2) — 2by)

2 4 2 4 (C 1)
1+2d_1—2v 1+2d 1-2 )

(5 (= + = — 2B (]tr, t2) — 261) 2 0

Equation (1) can be rewritten as:

14 4d* 4 4v 4 8dv + 8v? — 8by (1 + 2d + 4v) > 0 (C.2)

or:

b < 1+ 4d? + 4v + 8dv + 8v?
t= 8(1 + 2d + 4v)

Notice that if v = d = 0 then by < %.

Second, we look at ICs of t; = [% — v, 1]. The posterior beliefs over the types
of E5 are: prob % over t2 = [0, 1] and prob %(2&‘*'221)”) over ta = [0, % +d], and %(;gg)
over tp = [3 +d,1]. IC:

T 3—2v ) 2d+2v. (2t 1—v+d )
— — 0 — — R — ) p— >

N[

—v 3V

1 lid
1 9 2d +2v, (279 14 2d 9
[ G wra- G [ et

53—V

The IC constraints can be rewritten as:
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(23220 (L322 o i)~ an)

2 4 2 4
1-2d/14+2d 1—v+d\/14+2d 1—v+d
- BBl 1) - 20 >
1+2v( 4 2 )( 1 T 1(0lt1,82) =261 ) = 0,
(C4)
which can be rewritten as:
(1+8b —2v)(d—v—1)(2v—1) > 0. (C.5)

Since 2v — 1 < 0 and d —v — 1 < 0, the above condition can be rewritten as:

2v—1
g

Now, we are studying the ICs of 2. We, first, look at to = [O,% + d]. The

1-2
1+22)l)

by >

posterior beliefs over the types of E; are: prob % over t; = [0, 1] and prob %(

233;) over tg = [% —v,1]. IC:

over t; = [0, 1 — v] and prob &(

14d 3+
27 14 2d 9 2d+2v, 27" 1—-v+d 2
- — 0 —be)*d — ———— — 0 —by)"dh >

/0 ( 4 2) (1+2d)/ ( 2 2) -

1_
5~V

3+d $+d
2 1 2d + 2v 2 3— 20
— Z—0—by)?%do — — 0 —by)%de
/0 (2 2) (1+2d)/2§v( 1 2)

The IC can be rewritten as:

(1_1+2d>(1+1+2d

— 9K —9 )
5 1 5 1 2(0)t1,t2) — 2ba )+

2d+2m /3 —2v 1l—v+d\/3—-—2v 1—v+d
— — 2Kk -2 >
1+2d< 4 2 )( 1 T 201, %2) bQ)—O’
(C.6)
or
(2d — 1)(8by + 2d — 1)(1 + 4d + 2v) > 0. (C.7)

Since 2d — 1 < 0, the IC can be rewritten as:
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1-—-2
b < 1 d (C.8)

Finally, we look at to = [% +d, 1]. The posterior beliefs over types of E; are:
prob % over t; = [0, 1] and prob % over t; = [% —v,1]. IC:

! 2 ! 2
A2y - [ A2 g )20 >
lya 4 lya 4

| b 3-2
—/ (—9—b2)2d0—/ G2 g b2
14d 2 lya 4

The IC can be rewritten as:

(1_3+2d><1+3+2d
2 4 2 4
(3—21} 3+2d)(3—2v 3+ 2d

4 4 1 T4

— 2E2(9|t1, tz) — 252)—1— ( )
C.9

9B, (O]ty, t) — 2b2) >0

or:

—d(4 + 8v) — 1 — 8d? — 402
by > :
14 4d+ 2v

One expert reports truthfully, and the other babbles
If only t; reports truthfully:

The IC for t; is:
1 1 2
<y11—(1—2v)> <y11+(1—2v)— 21 - 20) —2b> +
4 4 4
21— L1 —20)) (y214 21 —20) = 2(1—20)— %) = 0
YTy VYT YTy v -
for to is:

2
(y1l —y21) <y11 +y21 — Z(l +2d) — 2b> +

(2d + 2v)(y11 — y21) (y11 +y21 — (1 — v + d) — 2b)
1+2d -
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and for ¢}, solves:

1
yl—;(3+2d) —2=0.

If only t| reports truthfully:
IC for ¢}:

<y11a _ %(3 _ 21))) <y11a _ %(3 o) — 2b> +

(2d + 2v) (y2la— 3(1+d —v)) (y2la— §(1 +d — v) — 2b)
1+ 2v

for to:

(1 + ;22) (ylla — y21a) <y11a+y21a - %(1 +2d) — 2b) +
(2d+20) (33 —2v) =11 +d—v)) (3(3—2v) — (1 +d —v) — 2b)

1+2d =0

and for th:

1 1 1
5 <ylla -3+ 2d)> <y11a —(3+2d) - 25) +

5 (36-20-6+20) (Jo+20+ j6-20) - 36+ 20 -2) =0

If only t; reports truthfully:
The IC for t; solves:

(ylb - %(1 - 21))) <y1b - iu o) — 2b> 4

G(l +2d) — 3(1 _ 2v)> (iu +2d) — %(1 o) — 2b> 0,

the IC for ¢ solves:

1—2d 9
<1 + 1 +2@> (y1b —y2b) <y1b—|—y2b— 1(3 —20) — 2b> +

(2d+2v) (2(1+2d) — (1 —v+d)) (F(1+2d) — 3(1 — v+ d) — 2b)
14+ 2v

I

and the IC for to:
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<y1b - %(1 + 2d)> <y1b - 2(1 +2d) — 2b> 4

(2d + 2v) (y2b — 3(1 —v+d)) (y2b — 5(1 — v+ d) — 2b)
1+2d

If only t, reports truthfully:
The IC for t; is:

y2a — (1 —2v)/4 —2b =0,
the IC for 7 is:
2
(y2a — y2ab) <y2a + y2ab — 1(3 —20) — 26) +

(2d + 2v)(y2a — y2ab) (y2a + y2ab — 3(1 —v+d) — 2b)
1+2v

Lemma 1b: For every bias of expert j, there exists an equilibrium in which at least

one informed type of j reports his signal truthfully.

Proof of Lemma 1b: Take an informed type of expert 1, t;. The argument is
similar for ¢5. I show that for any number of informed types of expert 2, there exists
an equilibrium in which #; reports truthfully if b; is below some positive upper
bound, b; < a, a > 0.

Assume that k& € {0, 1,2} informed types of expert 2 report truthfully. The

incentive constraints of ¢; to report his type truthfully to the DM are as follows:

:
~3( ) =000 01112 = 0.0000) 5 ([ m=0-07 Ol ta = 0 )0

1
/ (y3 — 0 — b1)° f(Olt1, b2 = [% +d, 1])(19) >
3+d

1/ [* 1, [s+d )
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1
1
[ 5= 0= b1 F(6ltn,ta = [5 + . 1))d6),
1.4 2
2

where 3’ stands for DM’s policy once t1 deviates to [0, 1]. Notice that y1, y2, y3
are not necessarily distinct because in equilibrium there might be a pooling between
the uninformed and an informed type of expert 2.

The above conditions can be rewritten as:

> Wi =y (Wi +yi — 2B1(0]t1,t2) —b1) > 0, i = 1,2,3.
to€Ts
Notice that y; > y; for any i = 1,2,3 because of ¢; deviates, then the DM

puts less weight on lower states while forming expectations about 6. Furthermore,
Y. > Eq(0|t1,t2) because by deviation the expectation of § by the DM assigns more
weight to higher values of 6 than by ¢; since the DM assigns positive beliefs to types
going outside the range of [O,% — v]. Moreover, if ¢; reports truthfully, then the
expectation of # by the DM and ¢; coincide. Therefore, there exists ¥’ > 0 such
that:

> Wi — ) (Wi +yi — 2B1(0]t1,t2) =) =0, i =1,2,3.
ta€Tn
This b is the upper bound for the range of biases of expert 1 which support
truthtelling of #; in an equilibrium in which &k informed types of expert 2, k €
{0, 1,2}, report their signal truthfully.
Similarly it can be shown that independent of the number of informed types
of player 2, equilibrium in which ] reports his signal truthfully is supported for a
range of biases which are larger than some lower bound 0" < 0, where 0" depends on
which types of expert 2 report their signals truthfully. The argument is symmetric
for expert 2.
Combining those insights, we see that for any bias there always exists an
equilibrium in which £ informed types of expert j and at least one informed type of

expert ¢ reports his signal truthfully.

Proof of Lemma 2: Suppose not. Suppose that there is an equilibrium in which
k € {0,1,2} informed types of expert ¢ and no informed types of expert j report
their signals truthfully. I show that at least one type of expert j has a profitable
and incentive-compatible deviation.

First, notice that according to Lemma 1b (see above in the Appendix), for
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any bias of expert j there exists an equilibrium in which at least one informed type
of j reports his signal truthfully. Denote this type by fj. If fj does not reveal his
signal to the DM in equilibrium, then he expects Y-, 5. Ej[(yp — 0 — b;)*|P(t;, k)],
where P(t;, k) is the partition of the interval [0, 1] conditional on type t¢; given that
k informed types of expert ¢ report their signal truthfully, and p is an element of
the partition, p € P(t;, k). If fj deviates and reports his type truthfully, then the
DM assigns belief 1 to fj once she observes the signal fj because information is
verifiable. In this case, the expected utility of #; is >ver Ejl(yy — 0 —b)2| P (tik)],
where P’(t;, k) is a finer expected partition of [0, 1] compared to P(k) since the DM
receives strictly more information once fj reports his signal truthfully.

Since any expected utility for any given partition P can be rewritten as
E;l(yp — 0 — b)2|P] = E;[(yp, — 0)?|P] — b2, the comnparison between the two above

expected utilities reveals that fj benefits from deviating and reporting his type.

Conditions on v and d under which an equilibrium in which 3 out
of 4 informed types of experts report truthfully dominates any other
equilibrium under centralization:

Fix any equilibrium in which 3 out of 4 informed types of experts report
their signals truthfully. Obviously, if a different equilibrium 2 informed types report
truthfully, and those 2 types are a strict subset of 3 types which reported truthfully in
the equilibrium mentioned above, then the new equilibrium is less informative. Thus,
we have to check conditions under which an equilibrium with 2 truthtelling types
dominates the equilibrium with 3 truthtelling types, where there is one types among
2 truthtelling types in the first equilibrium which is different from 3 truthtelling types

in another equilibrium. The following cases are to consider:

1. Among all informed types, only ¢; and ¢}, report truthfully. If the DM observes

reports [0, 1] from both experts, she chooses:

1
(3+v)(2d+2v) *
<1+(§+d)+(§+v)+21+2v>2

(+v)(3 20) (4 + 1+2d) X
(14 G+ )+ (h+0) + B (14 (1) 4 (340 + (G020 ) 4
(3+v)(@2d+20)) (1 —v+d)
((1+2v) (1+( +d)+1 21%2;))2
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The expected utility is in this case is:

EUL,, = —i/ol(y—x)de—i </0;—v (iu ) —x>2 d:c+[_v(y—x)2dx> _

% (/Oé+d(y—x)2dx+ 1+d <i(3+2d) —:c>2 d:c> —
i(/@é_v (i(l—Qv)—x)Q d:c+/l_v (y—x)2dx+[1+d <i(3—|—2d)—x>2 dx)

+d
Condition 1: is strictly lower than the expected utility in equilibrium in which

o

NI

t1,t) and ), report truthfully:

EUhy < EUB-

Condition 2: is strictly lower than the expected utility in equilibrium in which

th,t2 and t), report truthfully:

EUhy < EUB,.

. Among all informed types, only ¢; and t5 report truthfully. If the DM observes

reports [0, 1] from both experts, she chooses:

1
S G E ) Ry S sy () P
(3 —d) (3 +2d)
G-+ Gro)rG-d)a
(3 +v) (38— 2v) (L —d) (3+2d)

_l’_
I+G-d+G+o)+GE-d)1 Q+(G-d+(3+v)+(3-d)4
If the DM observes [0, 1] from expert 1 and [0, %—l—d] from expert 2, she chooses:

_ 1424 (@d+20)(1-v+d)
T (e (1))

The expected utility is in this case is:
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1t 1 2 (1 2 !
EUE, == | (y—x)*dz—= —-(1-2v)—z ) der+ (y —z)?de | —
4 0 4 0 4 %71)
1 AL 2 ! 2
1 / (v —x) dm—k[ (y —x)“dx | —

1

1 27 /1 2 3+
1 / (4(1—21})—93) dﬂ:+/ (y'—x)2d:c—{—/ (y —z)? dz
0 %—v %—&—d

Condition 3: is strictly lower than the expected utility in equilibrium in which

th,t2 and ), report truthfully:

EULL < EUB,,.

Condition 4: is strictly lower than the expected utility in equilibrium in which

t1,t] and ), report truthfully:

EULL < EUB,,.

. Among all informed types, only ¢} and t/, report truthfully. If the DM observes

reports [0, 1] from both experts, she chooses:

v (2 —v) (1-2v)
(+G+)+G-0+G-)4 (+G+)+(G-0)+G-0)4

If she observes [ —v, 1] from expert 1 and [0, 1] from expert 2 then she chooses:

' L +1<1 ! (1—v+d)
Y =" "5>3N.735 9 2d4+2v -v
(Le3)2 2\ TR

The expected utility is in this case is:
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1 1 —v 1
EUHL = / (y—x)%la:—(/z (ya—a:)2dx+/ (y'—x)2d$>—
4 Jo 4\ Jo 1
1 1+d 1 1 2
2
- / (y —x) d:c+/ ((3+2d)—x> dx | —
4\ Jo 14d 4
1 1w 14d 1 1 2
/ (y—x)Qd:U—{—/ (y'—x)de—F/ <(3—|—2d)—:z> dx
4 0 1_, l+d 4
2 2

Condition 5: is strictly lower than the expected utility in equilibrium in which
t1,t2 and t), report truthfully:

REULL < EUA,,.

Condition 6: is strictly lower than the expected utility in equilibrium in which
t1,t] and ), report truthfully:

EULL < BUE,,.

4. Among all informed types, only ¢} and t9 report truthfully. If the DM observes
reports [0, 1] from both experts, she chooses:

If she observes [0, 1] from expert 1 and [0, 5 +d] from expert 2 then she chooses
' = 1+2d n (1 —-2v)(1—2v)
(1+32)4 (a+20) (1+12))4

1+2d

The expected utility is in this case is:

1 /1 1 1w 1
EULY, = = [ (yl1—2)de—> | [~ (y11—2)%dz +
4 Jo 4\ Jo 1

v

(y13 — x)? dx) —

N
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1 3+d 1
- / (y12 — )% dx + / (y11 —2)*dx | —
4\ Jo 1+d
1 %—'l) %+d 1 2 1
- / (y12—x)2d33—|—/ ~(1—-v+d)—= d13+/ (y13 — z)* dx
4 0 15 2 l+d
2 2

Condition 7: is strictly lower than the expected utility in equilibrium in which

t1,t2 and ¢, report truthfully:

EULY, < EUA,,-

Condition 8: is strictly lower than the expected utility in equilibrium in which

t1,t} and ¢, report truthfully:

EUDY < EUB,,.

104



Bibliography

Ahuja, Gautam (2000): “Collaboration networks, structural holes, and innovation:
A longitudinal study.” Administrative Science Quarterly 45(3), 425-455.

Ahuja, Manju and Kathleen Carley (1998): “Network Structure in Virtual Organi-

zations.” Journal of Computer-Mediated Communication, Vol 3. Issue 4.

Allen, Tomas J. (1977): “Managing the Flow of Technology.” MIT Press, Cam-
bridge, MA.

Alonso, Ricardo, Wouter Dessein, and Niko Matouschek (2015): “Organizing to

Adapt and Compete.” American Economic Journal: Microeconomics, 7(2), 158-87.

Alonso, Ricardo, Wouter Dessein, and Niko Matouschek (2008): “When Does Co-

ordination Require Centralization?” American Economic Review, 98(1), 145-79.

Ambrus, Atilla and Shih En Luz (2014): “Almost Fully Revealing Cheap Talk with
Imperfectly Informed Senders.” Working paper.

Ambrus, Atilla, Eduardo Azevedo and Yuichiro Kamada (2013): “Hierarchical cheap
talk.” Theoretical Economics, 8, 223-261.

Ambrus, Attila, and Satoru Takahashi (2008): “Multi-sender cheap talk with re-

stricted state spaces.” Theoretical Economics, 3(1), 1-27.
Argenziano, Rossella, Sergei Severinov, and Francesco Squintani (2015): “Strategic
Information Acquisition and Transmission.” American Economic Journal: Microe-

conomics, forthcoming.

Austen-Smith, David (1993): “Interested Experts and Policy Advice: Multiple Re-

105



ferrals under Open Rule.” Games and Economic Behavior, V, 1-43.

Aumann, Robert J, and Sergiu Hart (2003): “Long Cheap Talk.” Econometrica,
71(6), 1619-60.

Battaglini, Marco (2004): “Policy Advice with Imperfectly Informed Experts.” Ad-

vances in Theoretical Economics: Vol. 4: Article. 1.

Battaglini, Marco (2002): “Multiple Referrals and Multidimensional Cheap Talk.”
Econometrica, 70, 1379 - 1401.

Bolton, Patrick and Dewatripont, Mathias (1994): “The Firm as a Communication
Network.” The Quarterly Journal of Economics, MIT Press, vol. 109(4), 809-39.

Calvé-Armengol, Antoni and Joan de Mart (2007): “Communication Networks:

Knowledge and Decisions.” American Economic Review, Papers and Proceedings,
97(2), 86-91.

Calvé-Armengol, Antoni and Joan de Mart (2009): “Information Gathering in Or-
ganizations: Equilibrium, Welfare and Optimal Network Structure.” Journal of the

European Economic Association, 7(1), 116-161.

Crawford, Vincent and Joel Sobel (1982): ‘Strategic Information Transmission.”
Econometrica, 50, 1431-1452.

Crozier, Michel (1963): “Le Phenomene Bureaucratique”. Paris: Editions du Seuil.
Translated by Crozier as “The Bureaucratic Phenomenon.” Chicago: University of

Chicago Press.

Cyert, Richard and James March (1963): “A Behavioral Theory of the Firm.” En-
glewood Cliffs, NJ: Prentice-Hall.

Dalton, Melville (1959): “Men Who Manage.” New York: Wiley and Sons.
Dewan, Torun, Galeotti, Andrea, Ghiglino, Christian and Francesco Squintani (2014):

“Information Aggregation and Optimal Selection of the Executive”. American Jour-
nal of Political Science, 59(2): 475-494.

106



Dewatripont Mathias and Jean Tirole (1999): “Advocates.” Journal of Political
Economy, vol. 107(1), 1-39.

Dessein, Wouter (2002): “Authority and Communication in Organizations.” Review
of Economic Studies 69, 811-838.

Dessein, Wouter and Tano Santos (2006): “Adaptive Organizations.” Journal of
Political Economy 114(5), 956-995.

Dhanaraj, Charles and Arvind Parkhe (2006): “Orchestrating Innovation Networks.”
Academy of Management Review, 31(3), 659-669.

Friebel, Guido and Michael Raith (2004): “Abuse of Authority and Hierarchi-
cal Communication.” RAND Journal of Economics, The RAND Corporation, vol.
35(2), 224-244.

Galeotti, Andrea, Christian Ghiglino and Francesco Squintani (2013): “Strategic In-

formation Transmission Networks.” Journal of Economic Theory, 148(5), 1751-1769.

Garicano, Luis (2000): “Hierarchies and the Organization of Knowledge in Produc-
tion.” Journal of Political Economy, 108:874-904.

Garicano, Luis and Yanhui Wu (2012): “Knowledge, Communication, and Organi-

zational Capabilities.” Organization Science, 1-16.

Garicano, Luis and Esteban Rossi-Hansberg (2014): “Knowledge-based Hierarchies:

Using Organizations to Understand the Economy.” Working paper, Princeton.
Geanakoplos, John and Paul Milgrom (1991): “A Theory of Hierarchies Based on
Limited Managerial Attention.” Journal of the Japanese and International Economies,

5(3), 205-25.

Gentzkow, Matthew and Emir Kamenica (2015): “Competition in Persuasion.”

Chicago Booth Working Paper.

Gibbons, Robert and John Roberts (2013): “Economic Theories of Incentives in

107



Organizations.” Chapter 2 in Handbook of Organizational Economics, Princeton

University Press.

Glaser, Lotte, Sebastian P.L. Fourne and Tom Elfring (2015): “Achieving strategic
renewal: the multi-level influences of top and middle managers boundary-spanning.”
Small Business Economics, 45, 305-327.

Glazer, Jacob and Ariel Rubinstein (1998): “Motives and implementation: On the
design of mechanisms to elicit opinions.” Journal of Economic Theory 79 (2), 157-
173.

Grenadier, Steven R, Andrey Malenko, and Nadya Malenko (2015): “Timing Deci-
sions in Organizations: Communication and Authority in a Dynamic Environment.”

Stanford University Graduate School of Business Research Paper No. 15-1.

Grossman, Sanford J. and Oliver D. Hart (1986): “The Costs and Benets of Owner-
ship: A Theory of Vertical and Lateral Integration.” Journal of Political Economy,
94(4), 691-719.

Hagenbach, Jeanne and Frédéric Koessler (2011): “Strategic communication net-
works.” Review of Economic Studies, 77(3), 1072-1099.

Holmstrém, Bengt R. (1977): “On Incentives and Control in Organizations.” Un-
published Ph.D. dissertation, Graduate School of Business, Stanford University.

Holmstrom, Bengt R. (1984): “On the Theory of Delegation.” In: Bayesian Mod-
els in Economic Theory, edited by Marcel Boyer and Richard E. Kihlstrom, 11541.

Amsterdam: North-Holland.

Ivanov, Maxim (2010): “Information control and organizational design.” Journal of
Economic Theory, 145, 869-884.

Ishida, Junichiro and Takashi Shimizu (2012): “Can More Information Facilitate
Communication?” ISER Discussion Paper 0839, Institute of Social and Economic

Research, Osaka University.

Jackson, Matthew (2008): “Social and Economic Networks.” Princeton University

108



Press, Princeton.

Keren, Michael and David Levhari (1979): “The Optimum Span of Control in a
Pure Hierarchy.” Management Science, Vol. 11, pp. 1161-1172.

Krishna, Vijay and John Morgan (2001)a: “A model of expertise.” Quarterly Jour-
nal of Economics 116, 74775.

Krishna, Vijay and John Morgan (2001)b: “Asymmetric information and legislative

rules: some amendments.” American Political Science Review 95, 43552.

Krishna, Vijay and John Morgan (2004): “The Art of Conversation: Eliciting Infor-
mation from Experts Through Multi-Stage Communication.” Journal of Economic
Theory, 117, 147-179.

Lai, Ernest (2014): “Expert Advice for Amateurs.” Journal of Economic Behavior
and Organization, 103, 1-16.

Laffont, Jean-Jacques, and David Martimort (2000): “Mechanism Design with Col-
lusion and Correlation.” Econometrica, 68(2), 309-342.

Marschak, Jacob and Roy Radner (1972): “Economic Theory of Teams.” Yale Uni-

versity Press, New Haven, Connecticut.

Milgrom, Paul and John Roberts (1988): “An Economic Approach to Influence Ac-

tivities in Organizations.” American Journal of Sociology 94, 154-179.

Mookherjee, Dilip (2006): “Decentralization, Hierarchies, and Incentives: A Mech-

anism Design Perspective.” Journal of Economic Literature, 44(2), 367-390.

Moreno de Barreda, Inés (2013): “Cheap Talk With Two-Sided Private Informa-
tion.” Working Paper, University of Oxford.

Morgan, John and Philip Stocken (2008): “Information Aggregation in Polls.”
American Economic Review, 2008, Vol. 98, No. 3, 864-896.

Kenneth R. Mount and Stanley Reiter (1990): “A Model of Computing with Human

109



Agents.” Discussion Papers 890, Northwestern University, Center for Mathematical
Studies in Economics and Management Science.
Mylovanov, Timofyj and Andriy Zapechelnyuk (2013): “Decision rules revealing

commonly known events.” Economics Letters, 119, 8-10.

Oberg, Achim and Peter Walgenbach (2008): “Hierarchical structures of communi-
cation in a network organization.” Scandinavian Journal of Management, 24, 183-
198.

Paulraj, Antony, Lado, A. Augustine and Injazz J. Chen (2008): “Inter-organizational
communication as a relational competency: Antecedents and performance outcomes
in collaborative buyer-supplier relationships.” Journal of Operations Management
26, 45-64.

Radner, Roy (1993), “The organization of decentralized information processing.”
Econometrica, 61, 1109-1146.

Radner, Roy (1962): “Team Decision Problems.” Annals of Mathematical Statistics
33, 857-881.

Radner, Roy and Timothy van Zandt (1992): “Information Processing in Firms and
Returns to Scale.” Annales d’Economie et de Statistique, No. 25-26, 265-298.

Radner, Roy and Timothy van Zandt (2001): “Real-time decentralized information

processing and returns to scale.” Economic Theory, 17, 497544.

Rantakari, Heikki (2008): “Governing Adaptation.” Review of Economic Studies
75(4), 1257-1285.

Sah, Raaj Kumar and Joseph Stiglitz (1986): “The Architecture of Economic Sys-

tems: Hierarchies and Polyarchies.” American Economic Review 76(4), 716727.
Schilling, Melissa and Christian Fang (2013): “When Hubs forget, lie, and play
favorites: Interpersonal Network Structure, Information Distortion, and Organiza-

tional Learning.” Strategic Management Journal, 35(7), 974-994.

Shin, Hyun Song (1998): “Adversarial and inquisitorial procedures in arbitration.”

110



RAND Journal of Economics. Vol. 29, No. 2, 378-405.

Tirole, Jean (1986): “Hierarchies and Bureaucracies. On the Role of Collusion in

Organizations.” Journal of Law, Economics and Organization, Vol. 2, 181-214.

Tushman, Michael and Thomas Scanlan (1981): “Boundary spanning individuals:
Their role in information transfer and their antecedents.” Acad. Management J.
24(2), 289305.

Van Zandt, Timothy (1999a): “Decentralized Information Processing in the Theory
of Organizations.” Contemporary Economic Issues, Vol. 4: Economic Design and
Behavior (Murat Sertel, ed.), 125160, MacMillan Press Ltd, London.

Van Zandt, Timothy (1999b): “Real-time decentralized information processing as a
model of organizations with boundedly rational agents.” Review of Economic Stud-
ies, 66, 633-658.

Widhiastitu, Hardani (2012): “The Effectiveness of Communications in Hierarchical
Organizational Structure.” International Journal of Social Science and Humanity,

Vol. 2, No. 3, May 2012, 185-190.

Wolinsky, Asher (2002): “Eliciting information from multiple experts.” Games and
Economic Behavior, 41, 141-160.

111



	160426_194336_warwickthesisMSV2015.pdf
	List of Tables
	List of Figures
	Acknowledgments
	Declarations
	Abstract
	Chapter Optimal Communication Networks: Basic Results
	Introduction
	Literature review

	Model
	Characterization of an optimal network
	The main idea
	Simultaneous versus sequential communication
	Uncertainty and incentives
	Optimal network


	Chapter Further Results on Optimal Communication Networks
	 Ordering of the biases
	Different directions of biases

	Benefits of an additional group leader
	Commitment
	Beyond Tree Networks

	Conclusions

	Chapter Communication And Delegation In A Game With Evidence.
	Introduction
	Literature Review

	Model
	Leading Example
	Analysis
	Centralization: first best
	Centralization: one expert's type deviates
	When do such equilibria constitute the second best outcome?
	Decentralized mechanism with perfect information sharing

	Comparison between centralization and decentralization
	Conclusions

	Appendix Definitions and Proofs for Chapter 1
	Appendix Definitions and Proofs for Chapter 2
	Appendix Calculations for Chapter 3
	Only one type of an expert reports truthfully
	Centralization




