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Abstract

We model strategic communication as a two-period game between an ad-
visor and a decision maker, in which the advisor has private information on
a policy-relevant state of the world but does not know the motives of the
decision maker. If the advisor has the desire to please the decision maker
and there is a positive probability that the decision maker values informa-
tion, we identify different modes of communication that lead to information
disclosure. We discuss our results in the context of a freelance journalist -
editor game. Among the results is that if the journalist sufficiently values sec-
ond period payoff, no information is transmitted in period one and the only
equilibria implies information manipulation. Additionally, we show that the
quality of the communication process does not depend on who manipulates
the information although welfare does.

Keywords: Strategic Communication; Conformity; Screening; Signaling; Mass Media
JEL: C72; D72; D83

1 Introduction

Communication is a very complex activity which is affected by numerous variables.
One of them being the desire of the sender to please the receiver with her behavior.
There are many examples where this search of esteem is present: a worker who
wishes to be hired by an employer, a child who wants the approvement of her
parents, a referee who wishes her report to be useful to the editor, etc. In all these
cases, it is not surprising that the sender biases her information in the direction that
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is preferred by the receiver. The point is what to say when, at the communication
stage, the sender is not sure about the motives of the receiver. This uncertainty
about which information the receiver likes may affect which and when information
is transmitted.

To clarify this point, consider a game between a freelance journalist and an ed-
itor. Freelance journalist are independent contractors that may be hired by media
outlets to inform about specific events Suppose that the journalist has relevant
information about some event and that the editor is interested in that informa-
tion. In this case, information transmission may not occurred in equilibrium even
if both, the journalist and the editor, benefit from the revelation of information,
if the journalist is not sure about the motives of the editor and wants to please
the editor with her report. In particular, if the freelance worker considers that
there is a positive probability that the editor likes biased reports, manipulation of
information may occur in equilibrium. Additionally, if we further consider that the
journalist and the editor meet more than once, the problem of information manip-
ulation attaches a special relevance: The freelance worker may find it profitable to
manipulate her report in the first meeting so as to learn the motives of the editor
and behave optimally afterwards.

This paper presents a model of strategic communication that captures the
specifics of this situation. It identifies different modes of communication that lead
to information disclosure and analyze its welfare implications. For expositional
purposes, we present all the analysis that follows in terms of a freelance journalist
- editor game. Note, nevertheless, that there is a wide range of settings where
our model can provide some light. For example, it could be used to represent
the relationship between a firm that competes for the provision of some public
procurement and the corresponding authority/government, if the firm considers
that the authority may have a private interest different to the maximization of
social welfare. For example, think of an architecture studio that competes with
other firms for a contract to design the expansion of a town. The studio may
choose to submit a project that plans the expansion of the town in an efficient way
(that usually requires growth in concentric circles), which can be thought of as
being the preferred policy of a responsible local authority. Differently, the studio
may choose a project that plans the expansion of the town favoring a particular
area (which could be the preferred policy of a local authority with private interests
in that area). Similarly, our model could also represent the relationship between
a client and a lawyer or a patient and a physician if, at the communication stage,
the sender doubts about the ultimate motives of the receiver.

The model has the following structure. A decision maker (editor) asks an advi-
sor (freelance journalist) to help him choose between two alternatives. The game

! This type of temporary work arrangement has greatly increased in importance in the media
industry over the last two decades. [Saundy et all (2007) observe that : "The UK audio-visual
industry has entirely transformed over the last 20 years, from a market characterized by stable-
requlated employment into one in which around half of the available labor pool is made up of
freelance workers".




consists of two periods and the same freelance journalist is consulted in both peri-
ods. The journalist has private information on a policy-relevant state of the world.
For example, whether interest rates will go down in near future, which political
party will better deal with the economic situation, etc. On the contrary, the editor
has private information on his own motives: whether he prefers to publish valuable
-truthful- information to the citizens, or he has state independent preferences and
always wants to stand on a particular position. At the beginning of each period,
the journalist writes a report (advise) saying which state prevails. Upon receiving
the report, the editor takes an action: he chooses whether to publish the report
(or, equivalently, to support the inherent policy in the newspaper/editorial), or to
publish another report saying that the prevailing state of the nature is a different
one (then prescribing in a different direction). The editor is thus free to stand
on any policy. We consider, however, that the editor meets a certain cost if he
disregards the report of the journalist and does not stand on that position. This
cost is meant to represent the losses of a delay in publication, the time that the
editor devotes to ask for a second report or to rewrite it, etc. The editor can be
either of two types: honest, who prefers to publish relevant -truthful- information;
and biased, who always wants to publish the very same information, independently
of the state of the nature. The freelance journalist wants her report to appear in
the newspaper (or, equivalently, wants the media outlet to stand on her advise).
This assumption represents a situation where the journalist gets a remuneration
based on the approval (publication) or not of her report. More generally, it may be
interpreted as representing any case where the advisor wishes to be well perceived
by the editor and understands that having her report published is a signal of it.
We assume, however, that the freelance worker incurs in a cost for lying, meaning
that either she is honest in nature or values having a reputation for honesty. In any
case, it implies that, ceteris paribus, the advisor values revealing her information.
Both, the journalist’s report and the editor’s action, directly affect the advisor and
the decision maker’s payoffs. We analyze the two-period version of this game. We
study the incentives of the journalist to report truthfully, as well as her incentives
to use information in period one as a screening device to differentiate the types
of the editor, which allows the journalist to maximize her second period payoff.
We also analyze under which conditions the editor finds it profitable to signal his
preferences at period one so as to guarantee his maximal payoff in period two.
As the paper focuses on the problem of eliciting information, we restrict our
attention to a subset of equilibria where information is transmitted in period two.
Our results for the first period show that full information transmission is possible
in equilibrium and that it is more likely to occur the higher the prior probability
that the editor is honest, the higher the ethic of the journalist and/or the higher the
journalist’s weight of period one relative to her weight of period two. It does not
depend, however, on the cost of a delay in publication or, to say it differently, on the
technology used to process news. Interestingly, if the second period is sufficiently
important to the journalist, no information is transmitted in equilibrium in period
one. Thus, if we were to consider that the game plays for a finite and greater



than two number of periods, the longer the horizon of the game, the higher the
probability that no information is transmitted in period one. In this case, it is
interesting to consider whether the players have incentives to manipulate their
information in period one so as to learn how to behave in the subsequent period/s.
Thus, we next focus on these situations in which one of the agents strategically
use information in period one. We obtain that a screening equilibrium (in which
the freelance journalist uses information as a screening device to learn the motives
of the editor) exists and that it is more likely to hold the higher the cost of a
delay in publication and the higher the players’ weights of period two relative to
their weights of period one. Interestingly, we also obtain that the journalist finds
it more profitable to manipulate information and screen the editor, the higher her
belief that the editor is honest! Finally, we obtain that a signaling equilibrium
(in which the editor signals his motives) exists and is more likely to occur the
higher the ethic of the journalist and the higher the editor’s weight of period two
relative to his weight of period one. Interestingly, we observe that this equilibrium
exists for parameter values for which there is no other type of communication (of
those studied). In particular, it is the case for high beliefs of the editor being
biased. This result has an interesting reading: in corrupt or biased contexts, the
prevailing mode of communication involves the revelation of information by the
honest decision maker, who, by so doing, aims to differentiate from the dominating
biased type.

We then analyze the quality of the communication process and the welfare im-
plications of these three modes of communication. We obtain that if we considered
citizens that value relevant information, they would be indifferent between the two
types of information manipulation, as both yield the same probability that the
wrong information is published. However, from the point of view of the media
sector (journalist and editor), the signaling scenario is generally preferred to the
screening scenario. Last, we obtain that although the informative scenario is the
best from the citizens’ point of view; it is not necessarily the case from the media
sector’s point of view. In particular, it is so when second period payoffs are suf-
ficiently high, in which case information manipulation may dominate information
transmission.

Formally, our paper builds on the literature on strategic information trans-
mission between two parties. A distinctive feature of our model is that the two
parties have useful information to the other and that both, the sender and the
receiver, have incentives to accommodate their objectives. We analyze two mech-
anisms that help them accomplish this objective: that of signaling, which was first

investigated by Spence ), and that of screening, which was first studied by

i igli (Il})ld) In the present paper, additionally, messages are
directly relevant to payoffs, which distinguishes our model from the cheap talk
games, pioneered by |Crawford and Sobel (ILM) Despite this difference, the basic
insight of their paper, that of less information being transmitted when the pref-
erences of the sender and the receiver diverge, is, to some extend, in the present
model. Finally, our paper is also related to the literature on herds and conformity




Prendergast (1993), Bernheim (1994) and Morris (2001), among others). In par-

ticular, the exogenous desire of the the advisor to conform to the opinion of the
decision maker, links our paper to this literature. There is, however, a fundamental
difference between this paper and the literature on herds. Whereas in the present
paper the advisor knows the state of the world and is uncertain about how she
will be evaluated; in the literature on herds, experts usually know the evaluation
function but do not have accurate information on the state (hence, they want to
herd on the message that makes them look as if they had that information).
Topically, our paper contributes to the blooming literature on the mass media
and the content of news. Recent contributions to this literature identifies a number
of variables that affect the content of information. Using a demand-side argument,
Mullainathan and Shleifex (QOD_S) study how the preferences of the viewers affect
the accuracy of news and |Andina-Diaz (120_03) analyzes how this accuracy is affected
by the readers’ purchasing habits. More numerous are the papers that consider
a supply-side argument. Among them, \Gentzkow and Shapiro dZDjld), Stromberg
2004), |Anderson and McLaren (2005), Balan et all (2005) or (Gabszewicz et al
), who point to different factors that affect the information transmitted, such
as reputation, technology, ownership structure or revenues. None of these papers,
however, consider in detail the transmission of information between the source of
the news and its outlet, and how uncertainty may affect this transmission. Only
(@) explicitly model the relationship between a journalist and an editor
but his focus is media bias, whereas ours is the communication process.
The rest of the paper is organized as follows. In Section 2 we present the model.
In Section 3 we focus on three modes of communication and analyze the conditions
under which such communication structures exist in equilibrium. In Section 4 we
analyze the welfare of the agents involved in the production of news and then study
the quality of the communication process or, equivalently, the welfare of the news
consumers. Finally, Section 6 concludes.

2 The model

Consider a game between a freelance journalist (advisor) J and an editor (decision
maker) E, in which the journalist has private information on a policy-relevant
state of the world but lacks information on the motives of the editor. The game
consists of two periods, and the same freelance journalist is consulted in both
periods. In each period t € {1,2}, the state of the world is w; € {0,1}, and the
prior probability on the true state being 0 is 6 € (0,1). The states w; and wo are
drawn independently.

At the beginning of each period, the journalist observes the true state of the
world with certainty. Upon observing the state, she chooses a message (writes a
report) m; € {0,1} to send to the editor. The editor receives the message and
takes an action a; € {0,1}. The editor is free to stand on any position: he can
publish the report of the journalist or disregard it and publish a report that stands



on the other position. We assume, however, that the editor meets a positive cost
c if his action does not correspond to the advise of the journalist. We refer to c as
the technological cost of processing news and it represents the cost of a delay in
publication, the cost of rewriting the report, etc. We consider that the editor can
be either of two types: honest or biased, and that this is private information of
the editor. With probability 8 € (0,1), the editor is honest and wants to publish
relevant -truthful- information; with probability 1 — 3, he is biased and always
wants to publish the very same information, independently of the state of the
world. Without loss of generality, we assume that the biased editor preferred state
is 0. The freelance journalist wants her report to be published by the editor. This
assumption represents the idea that the freelance journalist receives a monetary
transfer when her reports are published, or that she values status and popularity
and so wants to be well perceived by the editor. Hence, there is in the model an
exogenous incentive to the journalist to find out the editor’s motives and to conform
to them. We nevertheless consider that the journalist encounters disutility d for
lying and so that, ceteris paribus, she prefers to be truthful.

After the editor takes his choice, the first-period payoffs are realized. Then, a
new state wy is drawn, with the journalist observing it and sending a new message
mg, and the editor choosing the report as to publish.

The payoff function of the freelance journalist in this two-period game is given
by

—\! [d (w1 —m)? + (my — al)z] —\ [d (wy —ma)? + (ma — ag)?

where )\‘1] > 0 and )\g > 0 are the journalist’s weight of period one and two,
respectively, and d € (0,1). The assumed payoff function says that the journalist
receives maximal utility (disutility) when she sends an informative (uninformative)
report and it gets (does not get) published. When these two events cannot occur
at the same time, d < 1 implies that the freelance journalist prefers being approved
to being truthfuIE

The total utility of the honest editor is given by

AT [(w1 = @) + e (m = a)’] = AF (w2 = a2)* + e (ma — az)’]

where )\’F > 0 and )\g > () are the editor’s weigh of period one and two, respectively,
and ¢ € (0,1). This payoff function says that the honest editor wants to synchronize
the position adopted with the state of the world, and that he pays cost ¢ when he
does not use the report of the journalist and chooses to stand on the other direction
instead. Hence, he obtains maximal utility (disutility) when the journalist sends
the right report and he publishes (does not publish) it. When the two events
cannot occur at the same time, ¢ < 1 implies that the honest editor prefers to

2If we were to assume d > 1, in equilibrium, we would obtain full disclosure of state-relevant
information. See footnote @ for an extended discussion on this matter.



correctly match the position adopted with the state of the world, even thought it
implies a delay in publication
Finally, we assume that the total utility of the biased editor is

Y [al +e(my — a1)2] —\F [ag +c(mg — (12)2]

which reads that the biased editor gains from reporting in favor of (his preferred)
state 0, and that he pays cost ¢ when he does not publish the journalist’s report
and stands on the other position instead.

3 Equilibrium analysis

In this section we analyze the conditions under which there is an equilibrium in
period two in which the journalist truthfully reveals her information as long as
she does not learn that the editor is biased, in which case she conforms to the
motives of the latter and reports 0. Assuming that information is transmitted
in the second period of the game whenever part of an equilibrium strategy, we
then analyze three highly intuitive modes of communication that may take place
in period one when the journalist wants to please the editor and the latter benefits
from the conformity of the journalist. We obtain that, despite the desire of the
journalist to conform to the editor’s motives, there is an equilibrium in which the
journalist fully reveals her information in period one. Additionally, and precisely
because of this interest of the journalist to please the receiver, we observe that
if players sufficiently value second period payoffs, there is a screening equilibrium
in which the journalist manipulates her information in period one so as to learn
the motives of the editor. Last, and because the editor also benefits from the
conformity of the journalist, we show that if the editor is patient enough, there
is a signaling equilibrium in which it is the editor who sacrifices his first period
payoff so as to reveal his intentions.

We solve the two-period game by backward induction. Our equilibrium concept
is the perfect Bayesian equilibrium. We focus on pure strategy equilibria.

Second period of the game

The journalist enters the second period of the game with an updated belief of the
type of the editor. Given the editor’s behavior in the first period, we have three
cases: (i) the journalist learns that she is playing with a biased editor; (ii) the
journalist learns that she is playing with an honest editor; and (iii) the journalist
does not learn the type of the editor. We consider each of the cases separately and
analyze, for each of them, the equilibria of the second period of the game.

(i) The journalist learns that she is playing with a biased editor. In other words,
the posterior belief that the editor is honest is zero. In this case, the journalist

3If we were to assume c¢ > 1, in equilibrium, we would obtain that the editor (either honest
or biased) would always follow the prescription of the journalist. See footnote [l



knows that the (biased) editor will always publish as = 0. To see it, note that
for all me € {0,1} and ¢ € (0,1), the biased editor’s utility if he chooses 0 is

-\ [c (m2)2] , which is always greater than his utility if he chooses 1, which is

-\ [1 +c(mg — 1)2} . The journalist anticipates the editor’s behavior and, given

that she prefers being approved to being truthful, sends message ms = 0, indepen-
dently of the state of the world. Hence, if the journalist knows that she is playing
with a biased editor, in the unique equilibrium of the second period of the game,
Yws € {0,1}, m5 = 0 and, ¥ms € {0,1}, aj = 0[]

(i) The journalist learns that she is playing with an honest editor. It means
that the posterior belief that the editor is honest is one. In this case, there always
exists an equilibrium in which the journalist truthfully reveals the state of the
world. To see it, consider that, Yws € {0, 1}, the journalist’s strategy is mo = ws.
By Bayes’ rule, the editor assigns probability one to the true state being 0 (1)
when he observes message 0 (1). This implies that, Vmy € {0,1}, the (honest)
editor’s best response is aa = mgy, which gives him utility 0; whereas his utility if
he chooses as # mg is —AY [1 + ¢]. The journalist anticipates that the editor will
always publish her advise and so, finds it optimal to reveal the true state of the
world, which gives her utility 0. Hence, if the journalist knows that she is playing
with an honest editor, there is an equilibrium in the second period of the game in
which, Yws € {0,1}, m} = w9 and, Vmg € {0,1}, a = mao.

(iii) The journalist does not learn the type of the editor. In this case, there is
an equilibrium in which the journalist truthfully reveals the state of the world. For
this strategy profile to be part of an equilibrium, B > 1 — d must hold, where B is
the posterior belief that the editor is honest. To show it, note that the biased editor
always finds it optimal to publish 0, and that the honest editor, in an informative
set-up, maximizes his payoff when he follows the journalist’s advise. Given this,
when the state is 0, the journalist finds it optimal to report 0. In contrast, when
the state is 1, the journalist’s payoff if she reports truthfully is —\J(1 — 3), as

‘In the paper we assume that: (i) the journalist prefers being approved to being truthful
(d € (0,1)) and (ii), the editor prefers to match the position adopted with his motives to save the
cost of a delay in publication (¢ € (0,1)). To see that this is the most interesting scenario for our
results, let us focus on the second period of the game and consider d > 1. Suppose the extreme
case in which the journalist knows that she is playing with a biased editor who will always publish
0. Note that this is the scenario where the journalist has the strongest incentives to manipulate
her information. The reader can easily see that, even in the most pro-manipulation scenario, the
journalist prefers to reveal her information (which implies a payoff of —\3 [ma]), to conform to the
editor’s motives (which implies a payoff of —\J[dws]). As a result, if d > 1, the journalist never
finds it profitable to manipulate her information and, in equilibrium, we observe full disclosure
of state-relevant information. Now consider ¢ > 1. Let us focus on the second period of the game
and on the behavior of the biased editor. In this case, we observe that the biased type prefers to
follow the prescription of the journalist and avoid a delay in publication (which implies a payoff
of —A\¥[az]), to stand on his preferred policy (which implies a payoff of —A\¥[ecm2]). In words, the
biased editor does no longer behave as biased. This results in a less interesting scenario in which
the editor basically mimics the behavior of the journalist.
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with probability (1 — () she meets a biased editor who does not publish her advise;
whereas her payoff if she sends 0 is —)\2‘] d, as her report will always be published
but she incurs in cost d for lying. Hence, B>1-d guarantees that Yws € {0,1},
mg = wa. If the journalist does not learn the type of the editor, there is therefore
an equilibrium in the second period of the game in which Yws € {0,1}, mj = wo
and, Vmg € {0,1}, a5 = my for the honest editor and a4 = 0 for the biased editor;
if and only ifBZ 1—d.

In the analysis that follows, we assume that the journalist reveals her informa-
tion in the second period of the game when it is part of an equilibrium strategy.
In other words, we consider that the journalist reveals the true state of the world
when either she learns that the editor is honest or she does not learn the type of
the editor (this requires that condition 5 > 1 — d holds in this case); and sends 0,
independently of the state, when she learns that the editor is biased. We call this
kind of equilibrium a partially informative equilibrium.

First period of the game

Consider that the partially informative equilibrium is played in the second period
of the game. We now focus on three highly intuitive modes of communication that
may take place in period one when the journalist is not sure about the motives
of the editor and wants to please the latter with her behavior. These modes of
communication are the following. First, the journalist reveals all her information
(informative scenario). Second, the journalist manipulates her information so as to
screen the intentions of the editor and learn what to report in period two (screening
scenario). Third, the editor signals his motives in period one so as to guarantee
the desired report in the second period of the game (signaling scenario). The first
scenario can be understood as the benchmark case, where the journalist is, to some
extend, non strategic or myopic, in the sense that she plays as if she were sure that
the editor is honest. Here we observe that if the journalist reveals her information,
there is an equilibrium in which the honest editor publishes the journalist’s report
and the biased type publishes zero for any advice. We next allow for some more
sophisticated behavior, either from the journalist’s side or from the editor’s side.
In the screening scenario the main issue is the behavior of the journalist. Thus, we
here consider that the editor behaves as in the informative set-up and consider a
new mode for the journalist to communicate with the decision maker. Finally, in
the signaling scenario the main issue is the behavior of the editor. Thus, we con-
sider that the journalist behaves as in the informative set-up and consider a mode
for the editor to transmit his information. Note that in both, the screening and
the signaling scenarios, there is one player that sacrifices her first period payoff for
increasing future rents; whereas in the informative equilibrium there is not such a
loss.

Informative scenario

Here we show that there is an equilibrium in the first period of the game where



the journalist reveals the true state of the world, the honest editor publishes the
journalist’s report and the biased editor publishes 0, independently of the advice.
We call this kind of equilibrium an informative equilibrium.

Let us consider that such an equilibrium exists. In this equilibrium, the jour-
nalist perfectly learns the type of the editor when she sends 1 in the first stage.
In particular, for my = 1, the posterior belief that the journalist has on the editor
being honest is 0 when the editor chooses a; = 0, and it is 1 when he chooses
a1 = 1. In contrast, the journalist does not learn the type of the editor when she
sends mp = 0 in the first stage. In this case, the posterior belief that the journalist
has on the editor being honest is the prior probability (8 when the editor publishes
0 (hence 8 = ( in this case, with # > 1 — d, as we consider that a partially in-
formative equilibrium is played in period two), and it is y when he deviates and
publishes 1 (hence § =y in this case, with y € [1 —d, 1])]%/

With these posteriors at hand, we now analyze under which conditions the
above specification constitutes an equilibrium. Let us therefore suppose that the
journalist reports truthfully in the first period of the game. Bayes’ rule determines
the posterior beliefs on the state of the world. We start analyzing the behavior of
the editor.

Consider the case of the biased editor and let us suppose that the journalist
sends m; = 0. Remember that in this case the journalist does not learn the type
of the editor; then she plays a separating strategy in the second period. This
determines a payoff of —\¥’(1 — @)c to the editor in period two, independently of
his action in period oneﬁ Hence, the biased editor’s best response to a journalist
sending m; = 0 is a; = 0, which guarantees him a payoff of 0 in the first period
(action 1 implies a first period payoff of —AF(1 + ¢)). Let us now suppose that
the journalist sends m; = 1 in period one. In this case, the editor has the ability
to signal his type to the journalist, which gives him the possibility to obtain his
highest payoff in period two. Hence, the biased editor chooses a; = 0, which
implies a total payoff of —)\f;c, as compared to a; = 1 that implies a first period
payoff of —AF. Then, for all m; € {0,1}, a} = 0 for the biased editor.

Consider now the case of the honest editor. Note that, for all m; € {0,1},
if the editor chooses a; = mq, the journalist then plays a separating strategy in
period two, which guarantees the former a total payoff of 0. In contrast, if the
editor does aj # m1, he obtains a payoff of —A(1 + ¢) in period one. Hence, for
all my € {0,1}, aj = my for the honest editor.

Finally, we have to analyze whether the journalist, who anticipates the editor’s
behavior, finds it optimal to be truthful in period one. To this aim, let us start
considering the case wy = 0, and suppose that the journalist plays her equilibrium
strategy m; = w;. Then, 3 = (3. Here, her total payoff is —\J(1 — 6)(1 — 3),
as only in the case the state is 1 in period two and the editor is biased, the

®Note that y > 0, as d € (0,1). In words, out of the equilibrium path, the journalist assigns
positive probability to the editor being honest.

SIf the biased editor deviates in period one, his optimal response in period two is az = 0,
which guarantees him this payoff.
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journalist’s report is not published. Now consider the case that the journalist
deviates and sends m; = 1 for state w; = OEI In this case, her total payoff is
~M[d+(1—B3)] =M (1—0)(1— B)d, as the journalist now pays the moral cost d
in period one and she also pays such a cost in period two when the state is 1 and
she sends 0 because she learns that the editor is biased. Hence, if w; =0, m] =0

if and only if A{ > %Ag . That is to say, if wy = 0, to report truthfully
is more likely the smaller Ay, and the higher \{, 6, 3 and/or d.

Last, consider the case wi; = 1. Suppose the journalist sends m; = 1. This
implies that with probability 1 — § her advise is not published in period one, but
sending 1 allows her to learn the type of the editor and so, to behave optimally
and maximize her payoff in period two. In particular, if m; = 1, the journalist’s
total payoff is —\{ (1 — ) — AJ (1 —6)(1 — B)d. On the other hand, if the journalist
deviates and sends mj = 0, she pays cost d for lying but her report is published
for sure in period one. Additionally, she cannot learn the type of the editor (hence
B = () and cannot do better than separating in period two. It implies a total
payoff of —A\{d — \J(1—6)(1 — 3), which is always smaller than the previous one,
given the restriction 8 > 1 — d. Hence, if w; =1, m] = 1.

Summarizing, there is an equilibrium in which the journalist fully disclose her
information in period one, the honest editor publishes the journalist’s report and
the biased editor always publishes 0 if and only if \{ > M)\QJ and

d+(1-8)
)\g > %A{ hold (a sufficient condition for the second inequality to

hold is § > 1 — d). The following proposition formalizes this result.

Proposition 1. An informative equilibrium in period one followed by a partially

informative equilibrium in period two exists if and only if 3 > 1 —d and )\1J >
(1-0)A-F)(1~d) yJ

d+(1-p) 2
Corollary 1. An informative equilibrium in period one, followed by a partially
informative equilibrium in period two, is more likely to exist the higher is the prior
probability that the state is zero, 0; the higher is the prior probability that the
editor is honest, B; the higher is the ethic of the journalist, d; and the higher is the
journalist’s weight of period one, \{, relative to the weight of period two, \y.

This result presents a comparative static analysis. Note that the higher the
ethic of the journalist, d, the higher the cost of lying and so, the higher the proba-
bility that information is transmitted in period one. This (latter) probability does
not depend, however, on the cost of a delay in publication, c¢. It means that, for the
informative equilibrium to exist in period one, the important aspect is the honesty
of the journalist and not the technology used to process news. On the other hand,
the last part of Corollary [ says that if the second period is sufficiently important
to the journalist, no information transmission occurs in equilibrium in period one.
The idea is that if the journalist assigns high importance to the second period

TIf the journalist deviates in period one, her optimal response in period two is, Yws € {0, 1},
mo =wz ifa; =1 and mo =01if a1 = 0.
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payoff, learning the type of the editor becomes of special relevance. Note that this
incentive is higher, the longer the horizon of the game. In this sense, if we were to
consider that the game plays for a finite and higher than two number of periods,
we would expect the weight that the journalist assigns to those periods to be high
enough and so, no information to be revealed in period one.

To summarize, we observe that if period one is not important enough to the
journalist, she does not reveal her information in the present. It raises the question
of under which conditions the journalist finds it profitable to screen the editor
for his motives in period one and so, learn how to behave in period two. But
similarly, we may wonder whether the editor himself has incentives to facilitate
the journalist’s job by signaling his type so as to guarantee that the journalist
conforms to his motives in period two. In the remaining of the section, we analyze
these two types of behavior.

Screening scenario

This section deals with the analysis of the incentives of a journalist to fool the
editor in period one so as to uncover his motives and learn how to behave to
maximize her second period payoff. In this case, it is the journalist who sacrifices
her first period payoff in order to increase future rents.

The main issue here is the behavior of the journalist. Thus, we assume that the
editor has a given strategy (as previously, we consider that the honest editor follows
the journalist’s advise and the biased editor stands on policy 0, independently of the
report) and study the conditions under which there is an equilibrium in period one
in which the journalist pools at message 1. Note that, by so doing, the journalist
screens the motives of the editor. We thus call this kind of equilibrium an screening
equilibrium.

Let us consider that such an equilibrium exists. In the equilibrium path, the
journalist learns the motives of the editor. Hence, for m; = 1, the posterior belief
that the journalist has on the editor being honest is 0 when the latter publishes
a; = 0, and it is 1 when he publishes a; = 1. Out of the equilibrium path (when
my = 0), the posterior belief that the Journalist has on the editor being honest is
y when the latter publishes a; = 0 (hence 8 = y in this case, with y € [1 —d, 1]),
and it is z when the editor publishes 1 (hence § = z € [1 — d, 1] in this case).
Note that d € (0,1). Thus, out of the equilibrium path, the journalist assigns
positive probability to the editor being honest and so, she will always reveal her
information in period two.

Regarding the posterior belief that the editor has on the state being 0, it is the
prior § when the journalist sends the equilibrium message 1; and it is = € (0,1)
when she sends the out of the equilibrium message 0. With these posteriors at
hand, we now analyze the behavior of the players.

Consider the case of the biased editor. Note that his decision problem is the
same as previously (the posterior probability on the state of the world that is now
different does not affect his decision), and so, for all m; € {0,1}, aj = 0 for the
biased editor.

12



Consider now the case of the honest editor and suppose that the journalist
sends the equilibrium message m; = 1. Choosing action a; = 1 guarantees the
editor that the journalist will play a separating strategy in period two, which gives
him a payoff of 0 in the last period. However, the editor is now unsure about
the state of the world, and so, publishing a; = 1 implies a payoff of —A@ in
period one. On the other hand, publishing a; = 0 implies a first period payoff
of —AF[c+ (1 —0)], as the editor incurs in cost ¢ for disregarding the journalist’s
report, with the new action corresponding to the true state just with probability 6.
Additionally, publishing a; = 0 implies a second period payoff of either —\¥(1—6)
or —A¥(c+6), that correspond to the cases where the editor chooses either az = 0
or as = 1, respectivelyﬁ Hence, for a; = 1 to be the best response of the honest
editor to m; = 1, condition AY > max{2=1=¢, %})\f; must hold. Note that if
20 < 14-c, the former inequality holds; then, a] = 1 in this case. Note, additionally,
that if 20 > 14¢, max{ 291__19_0, 29;_19_0} = 291__19_0. To summarize, if m; =1,a] =1
for the honest editor if and only if )\g > %)\F. Let us now consider that the
journalist deviates and sends m; = 0. In this case, the journalist will always play
a separating strategy in the second stage, which guarantees the editor a payoff of
0 in period tWOE Regarding the first period payoff, it is —)\fj(l — x) if the editor
publishes a; = 0, and it is —AF[c + =] if he publishes a; = 1. Hence, if m; = 0,
aj] = 0 for the honest editor if and only if = > %

Finally, let us analyze under which parameter configuration the journalist finds
it optimal to pool at m; = 1 in period one. To this aim, note that if the journalist
sends m; = 1, her second period payoff is —\J(1 — 0)(1 — 3)d; whereas if she
deviates and sends my = 0, it is —Ag (1 — 0)(1 — y) Regarding the first period
payoff, if w; = 0, it is optimal to send m; = 0, which implies a payoff of 0; whereas
sending my = 1 implies a payoff of —\{[d+(1—0)]. Hence, if wy = 0, m} = 1 if and
only if Ay (1—0)((1—y)—(1—8)d) > M ((1—B)+d). On the other hand, if wy = 1
(and regarding the first period payoff), it is optimal to send m; = 1, which implies
a payoff of —\{(1 — 3); whereas sending m; = 0 implies a payoff of —\{d. Hence,
if w; =1, m} =1 if and only if \J(1 —8)((1 —y) — (1 —B)d) > M\ ((1 - B) — d).
Summarizing, for all wy € {0,1}, m} = 1if and only if \J (1—6)((1—y)—(1—3)d) >
mazx{(1—B)+d,(1—B)—d}\{. Asd > 0, the aforementioned condition simplifies

1-0)((1—y)—(1—B)d
to A < U=00-p-0=0)0)

Ag. Proposition 2 below formalizes this result.

Proposition 2. A screening equilibrium in period one followed by a partially in-

8The optimal policy in period two depends on the value of # as compared to c.

9After a deviation to m1 = 0, the posterior belief that the journalist has on the editor being
honest (either y or z) must be greater or equal than 1 — d. As d < 1, the posterior belongs to
the interval (1 — d,1]. In words, out of the equilibrium path, the journalist either thinks that
the editor is honest or she is unsure about the motives of the editor. As we consider that a
partially informative equilibrium is played in the second period of the game, it implies that, if
the journalist deviates to mi1 = 0 in period one, she will always play a separating strategy in
period two.

07 the journalist deviates in period one, her optimal response in period two is, Vws € {0, 1},
mo2 = Wa.

13



formative equilibrium in period two ewists if and only if parameters satisfy Ny >
20-1-c\E J « (1=0)((A-y)—(1-p)d)
satisfy x > %, y>1l—dandz>1-4d.

2‘]; and beliefs out of the equilibrium path

The next result presents a comparative static analysis.

Corollary 2. A screening equilibrium in period one, followed by a partially in-
formative equilibrium in period two, is more likely to exist the smaller is the prior
probability that the state is zero, 0; the higher is the technological cost, c¢; the higher
is the prior probability that the editor is honest, B; and the higher are the journalist
and the editor’s weights of period two, )\2‘] and )\53, relative to their weight of period
one, \{ and \Y respectively.

Note that there is no clear-cut prediction when it is parameter d that varies.
The reason is that an increase in the ethic of the journalist makes more likely that
a partially informative equilibrium exists in period two; but at the same time, an
increase in d raises the cost of manipulating information and so makes less likely
that a screening equilibrium exists in period one. The final effect thus depends on
the particular value of d as compared to the rest of parameter values.

From Corollary 2] we observe that the higher the weights that both players at-
tach to period two, the higher is the probability that a screening equilibrium exists.
The reason is straightforward. The higher the importance of period two, the more
utility the players are willing to sacrifice in period one in order to increase their
second period payoff. Corollary 2 also concludes that the journalist sends message
1 more often the higher is the prior probability that the editor is honest. Or to
say it differently, the journalist finds it more profitable to manipulate information
and screen the editor the higher her belief that the receiver is honest! The reason
is that, as the biased editor makes 0 more frequently than the honest type, the
payoff-loss associated to pool at m; = 1 is smaller when the editor is honest than
when he is biased.

The journalist has, nevertheless, another way of manipulating information:
reporting 0 for any state of the world. There is, however, no equilibrium in which
the journalist finds it profitable to pool at m; = 0 (and the editor behaves as
previously), if we assume that a partially informative equilibrium is played in
period two Note, additionally, that there is no incentive to pool at m; = 0 as it
cannot be used as a screening device.

To summarize, ceteris paribus the behavior of the editor, if we consider that a
partially informative equilibrium is played in period two, manipulation of informa-
tion in period one necessarily translates into an unconditional support for policy 1.
Furthermore, the probability that this kind of manipulation of information occurs

o see it, consider w1 = 1. The payoff to the journalist when she sends m; = 0 is —A{d —
M (1 —0)(1 — B); whereas her payoff if she deviates and sends m1 = 1is —A{ (1 — 8) — A{(1 —
0)(1 — B)d. As the condition for the existence of a partially informative equilibrium in period
two is B >1—d, and B = (3 in this case; it is easy to see that if w1 = 1, m1 = 0 is not optimal.
Hence the impossibility.
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in equilibrium increases with the belief that the editor is honest.
Signaling scenario

Last, this section intends to analyze the incentives of the editor to facilitate the
journalist’s job by signaling his type in period one so as to make sure that the
journalist conforms to his motives in period two. In this case, it is the editor who
sacrifices his first period payoff so as to increase future rents.

In this case the main issue is the behavior of the editor. Hence, we assume
that the journalist has a given strategy (to reveal her information) and study the
conditions under which there is an equilibrium in period one in which the honest
editor publishes 1 and the biased type publishes 0. Note that, by so doing, the
honest editor differentiates from the biased type and signals his motives. We thus
call this kind of equilibrium a signaling equilibrium.

Let us consider that such an equilibrium exists. In the equilibrium path, the
journalist perfectly learns the motives of the editor. Hence, for all m; € {0,1}, the
posterior belief that the journalist has on the editor being honest is 0 when the
latter publishes a; = 0, and it is 1 when he publishes a1 = 1. The posterior beliefs
on the state of the world are determined by Bayes’ rule. With these posteriors at
hand, we now analyze the behavior of the players.

Counsider the case of the biased editor. For all m; € {0,1}, the biased editor
finds it optimal to choose a; = 0, which guarantees him a total payoff of, at worst,
—)\f;c; whereas choosing a; = 1 implies a first period payoff of, at most, —)\fj.
Then, for all m; € {0,1}, a] = 0 for the biased editor.

Consider now the case of the honest editor and suppose that the journalist
sends message mj = 1. In this case, the total payoff to the editor if he publishes
a1 = 11is 0, as the report published corresponds to the true state in period one and
additionally, he signals the journalist his type and guarantees the highest payoff in
period two; whereas publishing a; = 0 implies a first period payoff of —A(1 4+ ¢).
Hence, if m; = 1, a] = 1 for the honest editor. Now consider the case that the
journalist sends message m; = 0. Here, publishing a; = 1 implies a total payoff
of —)\fJ (1 + ¢), as there is a delay in publication and the position adopted does
not correspond to the state of the world, although it guarantees a payoff of zero
in period two. On the other had, deviating and publishing a; = 0 implies a first
period payoff of 0 but a second period payoff of either —\J(1 — ) or —\¥(c +6),
that correspond to the cases where the editor chooses either as = 0 or as = 1,
respectively Hence, if m; = 0, a] = 1 for the honest editor if and only if
A > max{1£E, %})\f;.

Finally, we analyze under which parameter configuration the journalist finds
it optimal to truthfully reveal her information in period one. To this aim, note
that for any message in period one, the journalist learns the type of the editor.
Hence, she guarantees a second period payoff of —\J (1 — 3)(1 —6)d. Now suppose

121f the editor deviates to a; = 0 in period one, mz = 0 in period two. Then a3 =0 or a3 = 1
depending on the value of 6 as compared to c.
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that w; = 0. In this case, sending m; = 0 implies a first period payoff of —\{3;
whereas sending m; = 1 implies a payoff of —\{(d+ (1 — 3)) in period one. Hence,
it wg =0, mj =0 if and only if g < %d. Suppose now that w; = 1. Then,
sending m; = 1 implies a first period payoff of —\{(1 — 3); whereas reporting
m1 = 0 determines a first period payoff of —\{(d + ). Hence, if w; =1, m} =1
if and only if 5 > 1%65 Therefore, for all w; € {0,1}, m] = w; if and only if
1%6[ <p< %d. Proposition [ formalizes this result.

Proposition 3. A signaling equilibrium in period one followed by a partially in-
formative equilibrium in period two exists if and only if )\53 > max{}_lg, %})\F
and 154 < § < 4.

The next result presents a comparative static analysis.

Corollary 3. A signaling equilibrium in period one, followed by a partially in-
formative equilibrium in period two, is more likely to exist the more ethical the
journalist is, d; and the higher is the editor’s weight of period two, )\g, relative
to his weight of period one, N, Additionally, if 0 is high (specifically, 6 > %),
the smaller the prior probability that the state is zero, 0, and/or the smaller the
technological cost, c; the more likely that a signaling equilibrium, followed by a par-
tially informative equilibrium, exists. In contrast, if 6 is low (specifically, 6 < %),
an increase in either 0 or ¢ increases the likelihood that a signaling equilibrium,
followed by a partially informative equilibrium, ezists.

From Corollary Bl we learn that there is not a monotonic relationship between
parameters 6 and ¢, and the existence of a signaling equilibrium. To see it, note
that for the honest editor to be willing to publish a; = 1 when he knows that the
true state is zero, it has to be the case that second period payoff is sufficiently
important and furthermore, that the cost of publishing a; = 0 (to which the jour-
nalist responds with ms = 0), in terms of second period payoff-loss, is important
enough. This is the case when 6 is low, in which case the editor’s best response
to mo = 01is as = 1, and either 6 or ¢ increase. It is also the case when 6 is high,
in which case the editor’s best response to mo = 0 is as = 0, and either 6 or ¢
decrease.

Regions of existence

The fact that we consider that a partially informative equilibrium is played in the
second period of the game imposes a restriction on posterior probability G, that
must satisfy condition ﬁ > 1 —d, in case the uncertainty about the motives of the
editor does not disappear after the first period. In Figure 1 bellow we illustrate
the regions where, according to posterior B and parameter d, there might exist
equilibria of the types we have analyzed.
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Figure 1: regions of existence of equilibria

Note that in an informative equilibrium, the journalist perfectly learns the motives
of the editor when the state is 1 in period one, but does not when the state is 0.
Hence, in the relevant case, § = § and thus, § > 1 —d determines the region where
an informative equilibrium may exist. In a similar vein, in a screening equilibrium,
the journalist does not learn the preferences of the editor when she reports 0 in
period one; hence, in the relevant case, § = y. In the screening scenario, there is,
additionally, another condition involving posterior probability y that must hold.
Itis(1—y)—(1—0)d>0. Then, 1 —d <y <1—(1— 3)d determines the region
where a screening equilibrium may exist. Note that the bigger the (3, the flatter
the upper bound 1 — (1 — 3)d and so, the greater the region where the screening
equilibrium may exist. Finally, in a signaling equilibrium, the uncertainty about
the motives of the editor is always solved in period one, 8 € {0,1}. However,
condition l%d <p< l%d determines the region where a signaling equilibrium may
exist in period one.

From Figure 1 above we observe that the region where an informative and a
signaling equilibrium may coexist satisfies condition 1 —d < 3 < %d. Straightfor-
ward calculations show us that this is also the region where the two aforemention
equilibria may coexist with the screening equilibrium.

Proposition 4. The region where the informative, the screening and the signaling
equilibrium (followed, in all the cases, by a partially informative equilibrium) may
coexist, satisfies conditions: (i) 1 —d < 3 < l%l and; (ii) either \Y > $EEAE or
A > %)\f, depending on whether 6 > % or 0 < %, respectively.

Proof. First, in the region where the screening and the informative equilibrium

may coexist: %)\QJ <M < (1—0)(d1+—(z{)_—6()1—5)d) A{. A necessary con-

dition for this inequality to hold is (1 — 8)(1 —d) < (1 —y) — (1 — 3)d, which
simplifies to y < 3. As 1 —d < y in a screening equilibrium, we obtain 1 —d < 3.
Second, in the region where the screening and the signaling equilibria may coexist:

E 14c 14c 20—1—c\\F . (3 l1—c 14c 14+c
Ay > max{{55, o5, T1=g tA1 - There are two cases: (i) If 0 > 5, 175 > 5.

Additionally, in this case, %_ig > 201__19_0, as 0 < 1. (i) If 0 < %, % > %.
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Additionally, in this case, 20 — 1 + ¢ < 0, then 260 — 1 — ¢ < 0. This completes the
proof. O

Additionally, from Figure 1 above we also observe that if %d <pB< min{%d, 1-
d}, the only equilibrium that may exist is the signaling equilibrium. In words, if
signaling occurs in period one, there is a partially informative equilibrium in period
two for values of 3 (specifically, 5 < 1—d) for which it cannot exist otherwise. This
implies that if the journalist believes that the editor is quite likely to be biased,
we do not need a so ethical expert in order to sustain the partially informative
equilibrium in period two, but the type of communication associated with that
equilibrium can be reached even with a less honorable expert. This result has an
interesting reading: in corrupt environments, where editors are usually biased, an
(honest) decision maker (that consistently assigns a high probability to the belief
that the advisor has on him being biased) signals his motives for parameter values
for which there is no other type of communication (of those studied). Roughly
speaking, in corrupt or biased contexts, it is quite likely that the honest decision
maker signals his motives and so, differentiates from the dominating biased type.

4 Welfare analysis

In the paper we consider a game between an advisor and a decision maker whose
behavior affect not only their own welfare but the welfare of the citizens who, for
some reason, rely on the output of the communication process. In the context of
a freelance journalist - editor game, these citizens are the readers or viewers of the
media outlet. In this section we analyze the welfare implications of the previously
considered modes of communication. Depending on which is the role of the player,
we talk of news suppliers (journalist and editor) and news consumers (readers).
The way to compute welfare depends on whether the player participates in the
production of news or not. We thus analyze the two cases separately.

Welfare analysis of news suppliers

Let us focus on the region in which the three aforementioned equilibria may coexist,
1—-d<pg< 1%[. Let us refer to welfare as the payoff of a player in a particular
scenario.

Lemma 1. If \{ > w&{ the journalist mazimizes her welfare in the
informative scenario. Otherwise, she prefers the signaling scenario. Additionally,
in the two cases, the journalist obtains her smallest payoff in the screening scenario.

Proof. The welfare of the journalist is: (i) in the informative equilibrium, 8(—\J (1—
0)(1—8))+(1—0)(—M{ (1—8)—A\J (1—0)(1—B)d); (ii) in the screening equilibrium,
O(=M{(d+ (1 —73))) + (1= 0) (=AM (1= B)) = A (1L —6)(1 — B)d and; (iii) in the
signaling equilibrium, 6(—\{3) + (1 — 8)(=A\{ (1 — B8)) — M (1 — 0)(1 — B)d.
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Comparing (i) and (ii), we obtain that the journalist prefers the informative

to the screening equilibrium. In particular, she prefers (i) to (ii) if and only if
A\ > (=0)A-p)(1=d) yJ
= d+(1-5)
formative equilibrium. Comparing (i) and (iii), we obtain that the journalist prefers
the informative to the signaling equilibrium if and only if \{ > w&‘] )
Last, comparing (ii) and (iii), we obtain that the journalist prefers the signaling
to the screening equilibrium. In particular, she prefers (iii) to (ii) if and only if
6 < %d, which is a necessary condition for the existence of the signaling equilib-
rium. U

, which is a necessary condition for the existence of the in-

From Lemma [l we learn that, unless second period payoff is sufficiently im-
portant, the journalist prefers the informative scenario to the signaling scenario.
We also observe that when the journalist believes that the editor is very likely to
be biased, she then prefers the signaling to the informative scenario. The reason
is that if the editor is very likely to be biased, second period payoffs associated
with an informative equilibrium in period one are not high enough. In this case,
the signaling equilibrium has the advantage of maximizing second period payoffs,
although it decreases first period rents. Last, regarding information manipulation,
we observe that the journalist prefers the editor to sacrifice his first period payoff
to her incurring in such a cost.

Lemma 2. The honest editor maximizes his welfare in the informative scenario
and obtains his smallest payoff in the signaling scenario.

Proof. The welfare of the honest editor is: (i) in the informative equilibrium, 0;
(ii) in the screening equilibrium, #(—A¥) and; (iii) in the signaling equilibrium,
O(—AF(1+¢)). As ¢ > 0, the proof follows. O

Lemma [2 says that the honest editor prefers that the journalist conforms to
his opinion to him risking his first period payoff so as to signal his motives. As
expected, we obtain opposite results for the biased editor. The reason is that,
given that the biased editor always publishes the same policy, any intend from
the journalist to learn the motives of the editor must be focused on altering the
behavior of the honest type. Similarly, if it is the editor who moves, it has to be
the honest type who announces his motives.

Lemma 3. The biased editor maximizes his welfare in the signaling scenario.
Additionally, if \F' > (1—0)\F | he prefers the informative scenario to the screening
scenario. Otherwise, he prefers the screening scenario.

Proof. The welfare of the biased editor is: (i) in the informative equilibrium,
O(=AF(1 — 0)c) + (1 — 0)(=AFe); (i) in the screening equilibrium, —AFe and;
(iii) in the signaling equilibrium, (1 — 6)(—A¥c). Simple algebra completes the
proof. O

We now rank the three communication structures based on total welfare of
news suppliers. Here, for all ¢ € {1, 2}, per period welfare is
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=N [d(wy —me)* + (my — ar)*] = BAP [(wp — ar)® + e(my — a)?]] — (1 —
ﬂ) [)\tE [at + c(mt — at)z]]
Proposition 5. News suppliers (jointly) prefer the signaling equilibrium to the
screening equilibrium if either ma:z:{§, 1-d}<p< 1+d and \F < gﬁd Q)ﬁ)\ 1,
1-d<p<i.

Proof. In a screening equilibrium, total welfare of news suppliers is O[—\{(d+(1—
B+ (L= 0)[=AL (1= B)]+ (1) =X (1 — B)d| + B[~ AE] + (1 - A)[-AE (], whereas
in a signaling equilibrium it is O[—\{ 8]+ (1—0)[-\{ (1— ﬁ)] +(1-0)[-\] (1—B)d]+
BO[-AE(1+ )] + (1 - B)(1 — 0)[-AEc]. Hence, news suppliers prefer the signaling
scenario to the screening scenario if and only if A\{(1 +d — 28) > AF(28 — 1)c.
There are two cases: (i) 3 < 1. In this case, 23 —1 < 0 and 1 +d —23 > 0. (ii)
%<B.Inthiscase,26—1>0&nd1+d—2620,asﬂ§1%d. O

Proposition Bl says that if the editor is likely to be biased, § < %, the best
scenario is that the (honest) editor signals his private information. This result is
independent of c. Hence, even when there is a high cost for a delay in publication,
news suppliers (jointly) prefer that the editor incurs this cost to announce his
motives. However, if the editor is likely to be honest, § > %, there is not a clear-
cut prediction and the best scenario depends on the weights that players use to
ponder period one. Roughly speaking, signaling is best when the editor is the
player less interested in period one. Finally, note that the higher the value of
parameter d and/or the smaller the value of parameter ¢, the broader the region
where news suppliers (jointly) prefer the signaling scenario to the screening one.

To complete the analysis, we compare the welfare of news suppliers under in-
formation transmission with their welfare under information manipulation. The
analysis determines that for an informative equilibrium to maximize their joint
welfare, condition \J(1 — 0)(1 — B)(1 — d) + AF(1 — 0)(1 — B)e < min{\{B +
MB( + ), A (d+ (1 —B)) + (B + (1 — B)c)} must hold. Roughly speaking,
information transmission is better the higher the probability that the editor is
honest. Additionally, high valuations of period one, relative to those of period
two, are conductive to information revelation being welfare maximizer. Likewise,
high valuations of period two are conductive to information manipulation being
best. In this case, Proposition [Blabove determines the regions where news suppliers
(jointly) prefer signaling to screening and viceversa.

Welfare analysis of news consumers: quality of the communication pro-
cess

Here we analyze welfare from the news consumers point of view. To this aim, we
assume that readers value information, more precisely true information. In this
case, there is a simple and intuitive way to compute the welfare of news consumers:
a communication process is better than another when it implies more accurate in-

formation. Following [Austen-Smith and Wright (IlB_Qj), we measure the quality of
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a communication process, or equivalently, the welfare of news consumers, as the
ex ante probability that the "wrong" report is published. In our two period game,
it is

> teqioy [Pwe = 0)P(ap = 1) + P(wy = 1)P(a¢ = 0)]

as states w; and wy are drawn independently and as does not depend on any first
period variable.

Straightforward calculations show that the probability that the wrong report is
published in the screening equilibrium, followed by a partially informative equilib-
rium, is 5+2(1—0)(1—3). Note that 05+2(1—0)(1—/3) is also the probability that
the wrong report is published in a signaling equilibrium, followed by a partially
informative equilibrium. The reason is that the biased editor always publishes 0,
which implies that the wrong position is adopted with probability (1 —0)(1— ) in
each period; and the honest editor publishes 1 in period one when the right report
is 0, either because he follows the journalist’s advice (screening scenario) or be-
cause he publishes 1 as a way to signal his motives (signaling scenario). Screening
is thus equivalent to signaling in terms of quality of the communication process.

Proposition 6. News consumers are indifferent between the two types of infor-
mation manipulation: screening and signaling. They both yield the same quality of
the communication process.

To say it differently, both types of information manipulation yield the same
probability of publishing the wrong report. Hence, citizens would be indifferent
between the two types of information manipulation, as both yield the same welfare.
As we should expect, this probability (of an error) is higher than in the informative
equilibrium (followed by a partially informative equilibrium). In this case, the qual-
ity of the communication process is 2(1 —0)(1 — 3), i.e., two times the probability
that the state is one and the editor is biased. Last, the quality of the communica-
tion process is always higher when there is a journalist, even if there is information
manipulation, than where this player is not involved in the game. In the latter
case, the probability of an error is 2(08P(0 < ) + (1 — 0)(1 — B+ BP(0 > 3))),
which simplifies to 5+ 2(1 —6)(1 — /) if we assume that 6 is uniformly distributed
in [0,1]. To summarize, information manipulation increases the quality of the com-
munication process as compared to a scenario without advising; and decreases the
quality as compared to a situation of informative advising.

5 Conclusion

We model strategic communication as a game between an advisor and a decision
maker, in which the advisor has private information on a policy-relevant state of
the world but lacks information on the motives of the decision maker. This scenario
allows us to explore the incentives of the players to strategically use information to
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their own purposes, as well as to analyze under which conditions full information
disclosure is possible in equilibrium.

We discuss our results in terms of a freelance journalist - editor game. We
show that if period two is sufficiently important to the journalist, no information
is conveyed in equilibrium in period one. In this case, players prefer to use first
period information to learn how to behave in the future. We then analyze the
welfare implications of the three previously studied modes of communication and
observe that which communication structure is best depends on which side of the
market for news, supply or demand, we prioritize.
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