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Sender-Receiver Games

Different classes of games with similar overall structure:
® Two players: sender (S) and receiver (R)

® S is privately informed about type 6 € ©
® Actions:
1. S sends message m € M
2. R sees message m and takes action x € X

® Payoffs: us(f, m, x) and ug(6, x)

We distinguish the following classes

[y

. Signaling games: us(6, m, x) # us(¢’, m, x) and

. Disclosure games: message set M depends on type

. Cheap talk: us(8, m,x) = us(6,x) Vm

. Bayesian Persuasion: cheap talk but sender commits to message for each type

B~ w N

85



Motivating Example — Akerlof (1978): A market for “lemons”

‘If this is correct, economics would be different.” —editor of JPE (who rejected the paper)

Consider a market for cars with multiple sellers and buyers:
® quality 6 € {L, H} with A =P[0 = L]
® seller's reserve price is ry with 0 <rp < ry
® buyer’s valuation is vy with vy > rg

so sale is always efficient!

Think of a competitive market with excess demand so that buyers pay expected value
G 4 o is {lc Lelief Hat H=L, 4hen

P=ElVelpl = i xa-pPiiy

Benchmarks:
® Complete information

® |ncomplete symmetric information
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Akerlof: A market for “lemons” — Symmetric info benchmarks

Complete information: Sellers and buyers know quality of cars
& A// CoeS ole  eold ot 1/9 1&2)’ 12 94& /-/j

= E%Zm ,'gﬂ-,l maslet  ou teome

Incomplete symmetric information: Nobody knows quality
'EKPCCM \/alL/vE’ %0( J:)M\.ﬁas: AVL '(’(/—A) Uy = \/(/\)
. ExP ecled  resusve Price {.a: elless (\\’L-\- G"/\)TH

In maclet  with P: v(A) al  cote or ol Seeaus A\'L.\—Q-—A)Q_\ < \/((\)
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Akerlof: A market for “lemons” — Asymmetric info

Asymmetric information: Only sellers know quality of cars

- Suﬂoos('né Hot ol cacs oce  <old in marted, P must Le vid) = E[Va ,/J’(ﬂ

« But gelless  hnow & ) /-/-U/Jc selless  will & wi///{)j to  sell ot P
only if PE%

=> i;r_ \/((\)Z Cu — all ale  con Le wlbb in  waclet,

L ”i/ mk/y 7[4‘.: Cod  cas’

—=> Howeves, i,@ vQ)< ‘TH/ Dn\/_lr L"'['\‘jﬁ': selless (X2 (,._)i“({I\S ‘o sell ot ‘P = l/(on
So bujess can infes Hot all offesed  ceus st be L emons
i P’ ice  mast Ly Thie is inefficient

~5 i gj/;,{/ﬁﬁuml opj L—fy/og ace ok because  gaie from s

+rode o] H-coss o= not (ealised. !



Sender-Receiver Games

Signaling



(Job Market) Signaling

Spence (1973): Job Market Signaling. The Quarterly Journal of Economics.
celless have o dalweiion
Continuing with the same model, suppose r;"= ry = 0 and seller can send message m € R

where cost of message depends on type:
— messagqes ole

c(m, ) = m o itk H>L Cheoper {0 sed
0 for lf\ika)k ‘UPGS«

Buyers observe message m and form a belief u(m) € [0,1] that 6 = L
Model buyers/market in reduced form and directly assume the seller is paid p = Eg.,(m) [v]

remark: in Spence's paper our sellers are (potential) workers, our buyers are firms, and the
costly message is education
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Pecfect BRogesian E quililiia
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EXCurst/] +o eq,ui i Stium re_}me ments

Bruce l"eustem
lllustrated by Lee Lorenz
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E. Qe/mg mcm” excclSlon

Detivition : 7 Given o aygmlisg  qome  wikt  gents pagfol  Ug (M 0.x),
@ messaqe mos domireded o dgpe & i dler s

‘ .
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