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Abstract

We consider the problem of implementation in a model with agents who
have interdependent payoffs. We show that in such a model, under mild restric-
tions on the behavior of the decision rules and the structure of the valuation
functions, ex-post implementation is impossible. Given profiles of valuation
functions and distributions of signals, the set of Bayes—Nash implementable de-
cision rules in any interdependent payoffs setup is equal to the set of Bayes—Nash
implementable decision rules in the independent private values setup. For each
decision rule in this set we construct a transfer scheme that implements it in a
Bayes—Nash equilibrium in the independent private values setup and in every in-
terdependent payoffs setup. (Keywords: Mechanism design; Social preferences;

Ez-post implementation; Bayesian implementation.)

1 Introduction

Models of mechanism design usually consider selfish agents, that is, agents whose
utilities consist of their own personal payoffs. However, it is well established that

in many economic environments subjects often have “other-regarding preferences.” In
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these environments agents’ utilities depend not only on their own personal payoff but
also on the payoffs of other agents in the society. In this paper, we study a problem
of mechanism design in such environments. Our study focuses on the implementation
of decision rules that depend on information about the agents’ personal payoffs and
ignore information about their social preferences. This study is motivated, among
other things, by the following economic scenarios.

The first scenario concerns an agency problem in a conglomerate. A conglomer-
ate is a collection of independent corporations, engaged in different business ventures,
that function as a single economic entity under the control of a central administration.
The problem, introduced by Groves (1973), is as follows. The conglomerate’s central
administration needs to choose an alternative from a set of possible alternatives. The
central administration’s payoff from an alternative depends on the effect this alter-
native has on the profits of the conglomerate’s corporations (for example, the central
administration may want to maximize the sum of the profits of the conglomerate’s
corporations). The effect of each alternative on a corporation’s profit is the private
information of the corporation’s manager. Therefore, to make an optimal decision,
the central administration must elicit from each manager information about the ef-
fect of each alternative on her corporation’s profit. Our study investigates whether
it is possible to elicit this information in environments where managers’ utilities de-
pend not only on the profits of their corporations but also on the profits of other
corporations in the conglomerate. Such dependency may occur, for example, when a
manager is a shareholder in the conglomerate and, therefore, profits from its success;
when a manager is rewarded according to the relative success of her corporation with
respect to the other corporations in the conglomerate; when a manager is connected
in some way (say, through family, friendship, or business ties) to other managers in
the conglomerate; or when a manager is invested in some other corporation of the
conglomerate.

The second scenario concerns a utilitarian designer who is called to choose a social
alternative. Consider a society some of whose members may have antisocial prefer-

ences, such as envy, spite, and so on.! In such a scenario utilitarian theory suggests

!There is evidence in the experimental economics literature that subjects often have such “other-



that these preferences will be “laundered”; i.e., that the antisocial aspects in these
preferences will be removed before the preferences are incorporated into the social

utility.? Harsanyi, one of the greatest advocates of utilitarian theory, suggests that:

Some preferences . . . must be altogether excluded from our social-utility
function. In particular we must exclude all clearly antisocial preferences
such as sadism, envy, resentment and malice. . . . Utilitarian ethics makes
all of us members of the same moral community. A person displaying ill
will toward others does remain a member of this community, but not with
his whole personality. That part of his personality that harbors these
hostile antisocial feelings must be excluded from membership, and has no
claim to a hearing when it comes to defining our concept of social utility
(Harsanyi 1977, pp. 647)

Blanchet and Fleurbaey (2006) suggest that even altruistic preferences should be
“laundered” since they can lead to rewarding the selfish. Laundering preferences
means that when the designer is called to choose the social alternative, he should con-
sider only information about agents’ personal gains and disregard information about
agents’ social preferences. Our research question investigates whether the designer
can launder preferences when the information about the parameters of each agent’s
utility function is privately held by the agent.

We consider environments of agents whose preferences are quasilinear in money;,
whose valuations are private, and whose utilities depend on the payoffs of other
agents.® Such environments are different from environments of interdependent values
in the following respect. In environments of interdependent values, an agent’s utility is
affected by the mechanism through the decision rule and his personal transfer. In en-
vironments with interdependent payoffs, however, an agent’s utility is affected by the
mechanism through the decision rule, his personal transfer, and the personal transfers

of the agents whose payoffs affect his utility.? That is, in environments of interde-

regarding” preferences. See Cooper and Kagel (2009) for a survey.

2See, for example, Harsanyi (1977), Goodin (1986), and Blanchet and Fleurbaey (2006).

3The dependency of an agent’s utility on the payoffs of other agents is a function of a signal that
is privately known to the agent.

4Note that the effect of other agents’ transfers on an agent’s utility, unlike the effect of his personal



pendent payoffs mechanisms affect agents’ preferences in a more diversified manner,
compared to in environments of interdependent values. The property that agents’
utilities depend on the transfers of other agents affects the ability of the designer to
achieve implementation in two ways. On the one hand, it provides the designer with
more tools to incentivize an agent to report truthfully and to achieve implementation.
On the other hand, since each agent’s transfer affects the incentives of various agents,
constructing transfers that incentivize one agent to report truthfully may impair the
incentives of other agents to report truthfully.

We find that the possibility of implementation in environments with payoffs depen-
dencies heavily depends on the solution concept that is used for the implementation.
We call a setup with agents whose utilities depend on the payoffs of other agents an

interdependent payoffs setup and we show the following results:

e Under mild and economically reasonable conditions on the properties of the de-
cision rules and the structure of the valuation functions, ex-post implementation

is impossible in an interdependent payoffs setup.

e For any given profiles of valuation functions and distribution functions, the set
of decision rules that can be implemented in a Bayes—Nash equilibrium in any
interdependent payoffs setup is identical to the set of decision rules that can
be implemented in a Bayes—Nash equilibrium in the independent private values

setup.

e For each decision rule in the above set, there exists a transfer scheme that
implements it in a Bayes—Nash equilibrium in every interdependent payoffs setup

as well as in the independent private values setup.

In the interdependent payoffs model we must take into account the immense differ-
ence between ex-post implementation and Bayesian implementation. While ex-post
implementation is virtually impossible, Bayesian implementation allows for the im-

plementation of decision rules that satisfy certain monotonicity conditions and, in

transfer on his utility, depends on the realization of signals.



particular, of the efficient decision rule.® In models of independent private values we
do not see such a difference. For example, Gershkov et al. (2013) present an equiv-
alency result between dominant strategy and Bayesian implementation when signals
are one-dimensional. In models of interdependent values such a difference does not ap-
pear either. In these models positive results on efficient ex-post implementation have
been shown in the case where signals are one-dimensional; see, for example, Dasgupta
and Maskin (2000) and Perry and Reny (2002). On the other hand, negative results
on Bayesian efficient implementation have been presented in the case where signals
are multidimensional; see Jehiel and Moldovanu (2001). The reason for the difference
in the implementation power of these solution concepts in the interdependent payoffs
model is as follows. In the model an agent’s utility depends on other agents’ payoffs,
namely, on other agents’ valuations and transfers. This means that an agent’s transfer
affects not only the incentive of the agent who receives the transfer to report truth-
fully but also the incentives of other agents, whose utilities depend on this transfer,
to report truthfully. We show that when an agent’s utility depends on other agents’
payoffs a necessary condition for implementation is that the agent’s report does not
affect the payoffs of these agents. This means that when other agents’ utilities depend
on an agent’s payoff the agent’s transfer should eliminate the effect of these agents’
reports on his valuation. In addition, the agent’s transfer must also incentivize the
agent himself to report truthfully. When we consider ex-post implementation these
requirements for an agent’s transfer must be satisfied for every realization of signals.
We show that this cannot happen without contradictions and hence ex-post imple-
mentation is impossible. However, when we consider Bayesian implementation these
requirements should only be met in expectation. We show that in this case it is pos-
sible to construct transfer schemes that satisfy these requirements. Hence, Bayesian
implementation is possible.

Our impossibility result on ex-post implementation in the interdependent payoffs
model joins several other impossibility results on implementation by robust solution
concepts in the literature. In environments of private values and unrestricted prefer-
ences, Gibbard (1973) and Satterthwaite (1975) show that if the cardinality of the set

5We consider the “efficient decision rule” to be the decision rule that maximizes the sum of the
agents’ payoffs.



of social alternatives is greater than or equal to three, then only dictatorial decision
rules are implementable in dominant strategies. Most of the literature on implemen-
tation, however, focuses on environments with quasilinear preferences. In such envi-
ronments an agent’s utility is affected by his personal transfer in an additive manner
independently of the realization of signals. The designer can use these personal trans-
fers to assist him in aligning agents’ preferences with social preferences. The analysis
of robust implementation in these environments provides positive results both in the
case of private values and in the case of interdependent values and single-dimensional
signals. In the case of interdependent values and multidimensional signals, however,
Jehiel et al. (2006) show that for generic valuation functions only constant decision
rules are ex-post implementable.® In this paper, we consider environments of interde-
pendent payoffs, in which an agent’s personal transfer affects not only the preferences
of the agent who receives the transfer but also the preferences of other agents whose
utilities depend on this agent’s payoff. On the one hand, this provides the designer
with more ways to align agents’ preferences with social preferences with respect to
the standard quasilinear environment. On the other hand, since an agent’s trans-
fer affects the incentives of other agents, this property is also confining. Our result
shows that ultimately environments of interdependent payoffs do not allow for robust
implementation.

There are a number of other papers that analyze mechanism design problems in
models with social preferences. Desiraju and Sapington (2007) consider a screening
problem of a monopsonistic firm facing two potential workers who are inequity averse.
They show that if the two workers are identical ex-ante, then workers’ social prefer-
ences are not constraining and the firm can achieve the same expected payoff as in
the case where workers are selfish. They also show that the converse is generally true.
Siemens (2011) considers the monopsonist’s screening problem in a model with a con-
tinuum of workers where a proportion of them are averse to inequity. He shows that
the presence of inequity-averse workers distorts the firm’s production choice. In addi-

tion, it may also lead to the exclusion of workers who are both inequity averse and have

6Tt is worth noting that there are important environments that are negligible in Jehiel et al’s
(2006) setting in which implementation of non-constant decision rules is possible, e.g., environments
of private goods; see Bikhchandani (2006).



low abilities. Bierbrauer and Netzer (2016) consider the problem of implementation in
a model with intention-based preferences. They show that every decision rule that is
Bayesian implementable in the case where agents are selfish is also implementable in
their model. Moreover, they show that the existence of social preferences can be used
to reconcile efficiency, incentive compatibility, and individual rationality. Bartling
and Netzer (2016) investigate the trade-off between belief-robust implementation and
externality-robust implementation. They examine participants’ behavior both in the
second-price auction, which is dominant-strategy implementable but is not robust to
the existence of social preferences, and in its externality-robust counterpart, which is
robust to the existence of social preferences but is only Bayesian implementable. They
find that participants overbid in the second-price auction, but that average bids equal
value in the externality-robust auction. This result suggests that participants do take
into account the externalities of their actions on other participants. In addition, they
find that both auctions produce the same level of efficiency. This result suggests that
the two notions of robustness are equally important from an efficiency perspective.
The above papers focus on Bayesian implementation, while in this paper we concen-
trate on ex-post implementation. The analysis of ex-post implementation provides
insight into whether it is possible to satisfy the robustness criteria that appear in the
“Wilson critique” in models with social preferences; see Wilson (1987). In particular,
our result on ex-post implementation shows that achieving robustness both in the
dimension of beliefs and in the dimension of payoff externalities is impossible.

The rest of the paper is organized as follows. In Section 2 we present the model.
In Section 3 we discuss the notion of ex-post implementation and present an impos-
sibility result. In Section 4 we discuss the notion of Bayes—Nash implementation.
We characterize the set of Bayes—Nash implementable decision rules and construct
a transfer scheme that implements a decision rule that belongs to this set in every
interdependent payoffs setup as well as in the independent private values setup. In
Section 5 we discuss another interpretation of the model, the case of interdependent

utilities. Section 6 concludes. Proofs are relegated to the Appendix.



2 The Model

Let I = {1,...,n} be the set of agents. There is a finite set, A, of social alternatives
from which the designer has to choose an alternative. Each agent ¢ € [ receives a
signal 6; € ©;, where ©; is a measurable space. The signal 6; is drawn from the
set ©; according to the density function f;, where f;(6;) > 0 for every 0; € ©,.
If alternative a is chosen, if the signal realization is #;, and if agent ¢ obtains a
transfer ¢;, then agent i’s payoff is given by II; = v; (a, 6;) + t;. The utility of agent i
depends in a linear manner on her personal payoff and on the payoffs of some (possibly

empty) subset of the other agents, i.e., u; = II; + kXI:D 6k .11, where P, C I\ {i} and
S

ok e [5f, 55} C R with 6F < 6F. The vector of coefficients (5’“) wep, = 0i s drawn from

the set D; = B {55,6{“} according to the density function g;, where g;(;) > 0 for
every 0; € D;. ref }Zle signals 6; and J; are the private information of agent 7, they are
drawn independently of each other and of other agents’ signals, and their distributions
are common knowledge.” A setup is a 3-tuple consisting of a profile of sets of agents
(Pz)le I SR
these sets of coefficients (g;),.,. Each setup characterizes the structure of the payoffs

a profile of sets of coefficients (D;) and a profile of density functions on

dependencies in the model. We define R to be the set of all possible setups®
R:= {<(Pz)zel ) (Di)z’el ) (9i)ie]> | P, I\{i},D; € M(P;), gi € L (Dz)}

We call the setup in R that satisfies Vi € I P; = () the independent private values setup
(PV). We define a set P := R\ PV and call an element in the set P an interdependent

payoffs setup (IP). We denote © = XI@i with generic element 6, and ©_; := >§{ }@k
ic kel
with generic element 6_;. We denote D = >< D; with generic element 9§, and D_; =

x D, with generic element 6_;. A functlon q:© — Ais called a decision rule.
kel\{i}

A social choice function is a function s(0,6) = (q(0),t1(0,0),...,t,(0,9)), where
q(0) € Aand t; (6,0) € R for every i € I.

“We allow the existence of social preferences to be common knowledge. The intensity of these
preferences, however, is private knowledge.
8where M (P;) is the set of all the possible sets of the form x {5{“, 51’“] with 6F < 6% and L (D;)
keP; —
is the set of all strictly positive density functions on D;.



Remark. The decision rules we consider depend only on information about agents’
personal payoffs. However, in our analysis we allow agents’ transfers to depend also
on information about agents’ social preferences. Nonetheless, all the results in the
paper would still hold even if we restricted transfers to depend only on information

about agents’ payoffs.”?

3 Ex-Post Implementation

We start with a definition ex-post implementation in the context of our model. Ex-
post equilibrium requires that the strategy of each agent ¢ be optimal with respect
to the strategies of the other agents for every possible realization of signals. By the
revelation principle, we can restrict our analysis to direct mechanisms. Consider a

given profile of ©, (v;),.;, and an IP setup, where IP€P. We say that a social choice

iel
function (¢ (6),t1(0,9),....t, (0,6)) is ez-post implementable in IP if for every i € I,

f € © and 6 € D we have

(0;,0;) € (éj(ig)ég?fpivi (q (91, 971‘) ,0i> +t; ((éz, 04) , (51, 571‘)) +

2 [oF (v (0 (B 0-0) ) + 1 ((86-0)  (5:.04)))

keP;
A decision rule ¢ (@) is ez-post implementable in IP if there exists a profile of real
valued functions (¢; (6,0),...,t, (0,9)) such that (q (0) ., (0,9),...,t, (6,0)) is ex-post
implementable in IP.
Consider a given profile of ©, (v;),;, and the PV setup, i.e., the setup where
Vi € I P; = (). We say that a social choice function of the form (g (0),¢1 (), ...,t, (0))
is ex-post (dominant strategy) implementable in PV if for every ¢ € [ and 6 € © we

have

0; € arg max v; (q (é“ 9—1‘) 792') + 1 ((é“ 9_2-))

éiE@i

9The impossibility result holds as a particular case, and the possibility result is based on transfer
schemes that depend only on information about agents’ payoffs.



A decision rule ¢ () is ez-post (dominant strategy) implementable in PV if there exists
a profile of real valued functions (¢; (6), ..., £, (8)), such that (¢ (0),t,(0),...,t, (6)) is
ex-post implementable in PV. Ex-post implementability in TP implies ex-post (domi-

nant strategy) implementability in PV.

Lemma 1. Consider a given profile of ©, (v;) and an IP setup. If a decision

i€l
rule q(0) is ex-post implementable in IP then it is ex-post (dominant strategy) imple-

mentable in PV.

3.1 The impossibility of ex-post implementation

We now present our main result that is an impossibility result of ex-post implemen-
tation in an IP setup. The argument behind this result is the following. Ex-post
implementation implies that if j € P; then for any two signals #; and 6, the payoff
of agent j must remain equal on a subset of measure one of the interval {ﬁ , (57]10
Therefore, if the decision rule assign different alternatives for #; and 0;, and if agent
Jj's valuation is different for each alternative, it is left for agent j’s transfer function ¢;
to eliminate this gap in agent j’s payoff. However, ¢; also plays a role in incentivizing
agent j to report truthfully. We describe conditions under which these two roles of
t; lead to a contradiction and hence make ex-post implementation impossible. These

conditions are presented below.!!

Property 1: There exists an agent 7 and ] € P; such that for every k € P,
0e {5;“ ,(Sﬂ In words, there exists an agent ¢ whose utility includes the

payoff of some agent 7, and it is possible, based on the common knowledge

of all the agents, that agent 7’s utility coincides with her personal payoff.

? R

10For any fixed (94,5:‘3) € O_; x D? where D:g =D\ [5j 57]

HUProperty 2 can be replaced by the demand that the signal space and the valuation function
satisfy any set of restrictions under which dominant strategy implementation in PV implies revenue
equivalence. See Krishna and Maenner (2001) and Heydenreich et al. (2009). Properties 3 and
4 can be replaced by the following weaker demand: there exist a profile 0_5_5, two alternatives

1 g2 R 1 g2 X 1ol g . .\ — 192 4 _
a and b, 9%7 0% € 0; , and 95, 93 € ®j , such that q(ﬂg,ﬁj,e_i_j) = q(()%,eﬁ_ 0 ) = a and

Vi3

q (9%9;,5_;_» =gq (6?,95,@_;_5) =band v; (a,@;l_) —v; (a,@?) #* v; (b,ﬁ;) —; (b7 912)

10



Property 2: O, is a convex subset of a finite dimensional Euclidean space,

and v; (a, ;) is a convex function of 6; for every i € I.

Property 3: There exist a profile 9:;, two alternatives a and b, and 9%.1,
02 € ©;, such that ¢ («9;.1, GN_;) =a,q («9;.2, ON_;) = b, and there exists » > 0
such that for every 0_; € B ((é_g) ,r), q(01,6_;) = a and ¢(67,6_;) =
b.'2 In words, agent 7 is pivotal between alternatives a and b in some

neighborhood of other agents report profiles.

Property 4: For a and b that satisfy property 3 there exist 951., 952. in every
neighborhood in ©; such that v; (a, 9;) —; (b, (9;) > v; (a, 9]2) —; (b, 03)
In words, in every neighborhood of signals there exists a pair of signals
0; and 832. such that agent ’s valuation for moving from alternative b to

alternative a is different given each signal.

To get a sense of the strength of this impossibility result consider the following widely
used and analyzed setting. There is a finite set of alternatives A, a bijection function
p from A to {1,...,|A|}, a convex signal space ©; C R4l for every i € I, and valuation

functions v;(a, ;) = ef(a)

. Assuming that ©; contains an interval in some y(a) axis
and that the decision rule ¢ is an affine maximizer,'® we get that if agent 7 is pivotal
between alternatives a and b, then properties 2, 3, and 4 hold. Therefore if property 1
also holds implementation is impossible. Settings of this kind are used in the analysis
of many important economic scenarios, such as efficient auctions, efficient provision
of public goods, efficient trading, and more. Moreover, Roberts (1979), Lavi et al.
(2003), and Mishra and Sen (2012) characterize further conditions on the signal
space such that if these conditions hold every decision rule that is dominant strategy
implementable in PV is also an affine maximizer.!* Lemma 1 then implies that if these
conditions are met every decision rule that is ex-post implementable in IP is also an

affine maximizer. Hence, in settings that satisfy both property 1 and the conditions

50 )r) = {0 € 0+ d((0-nd ) <)}
13A decision rule, g, is an affine mazimizer if there exist an n-tuple A1\, not equal to zero and
a function K : A = R, and ¢(0) = a if Z)\Z-G:»L(a) + k(a) > Z)\iﬁf(a ) 4+ k(a') for every o’ € A\ {a}.
icl i€l
“Lavi et al. (2003) and Mishra and Sen (2012) consider decision rules that satisfy a certain
property.
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that appear in these papers our impossibility result applies to any decision rule with
the property that agent 7 is a pivotal agent. We now present the impossibility result

formally.

Theorem 2. Ifin a profile ©, (v;),.,;, [P € P, and q(0), properties 1 to 4 hold, then
q (0) is not ex-post implementable in IP.

el

The argument in the proof can be demonstrated by considering a model with two
agents. Agent 1’s utility may depend on the payoff of agent 2, i.e. P, = {2}, while
agent 2’s utility coincides with her own personal payoff, i.e. P, = (). Consider a
decision rule ¢ (0) and a profile of valuation functions v; and vy that satisfy properties
2, 3 and 4. Consider some 0y. The payoff of agent 2 given 6, as a function of agent
1’s report, (él, 31), is I, (él, 31, 02) = Uy (q (él, 92> ,92) + ty (él, 31, 92). The transfer
of agent 1 given 65 as a function of agent 1’s report is ; (él, o1, 02). Agent 1’s utility
function given 6, is vy (q (él, 92> ,91) + 01115 (@1, 31, 92) + (él, 51, 92). Now assume
that agent 1 reports §; truthfully. Ex-post implementability implies that she must
report ¢y truthfully. The problem is therefore to incentivize agent 1 to report 6, truth-
fully when her utility function is v, (q (él, 92) ,91) + 01115 (él, 01, 02) + (él, 01, 92>.
This problem is equivalent to the problem of incentivizing her to report truthfully in
the PV setup.'® Property 2 implies that in the PV setup revenue equivalence holds,
i.e., the transfer to agent 1 given 6, in any transfer scheme that implements ¢ (6) is
unique up to a constant.!® Hence a truthful report of §; implies that for every 6, € D;

and #; € ©; we have
(1) 01115 (61, 01,02) + t1 (61,01,62) = @ (61,62) + 0 (01, 62)

where ¢ : ©; x Oy =+ R and 0 : D; x Oy — R.17

5 Define 19* (@1, 02) = 6,11, (él, 51,92> +t1 (91,51, 92) and the problem is to incentivize agent 1

to report #; truthfully given that her utility is vy (q (éh 92) ,91> + £<151 (él, 02).
16See Krishna and Maenner (2001).
ITRevenue equivalence means that 5‘151 (él, 92) equals some function that depends on 6; which we

denote by ¢ (61, 02) plus a constant which we denote by o (d1,62).
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On the other hand assume agent 1 reports 0, truthfully. Ex-post implementability
implies that she must report ¢; truthfully, i.e, for every #; € ©; and §; € D; we have

U1 (q (917 92) ,91)+51H2 (61, 01, 92)—1-751 (917 01, 92) > U1 (q (91, 92) ,91)+51H2 (91, 31, 92)+t1 (91, 51, 92)

for every &, € D;. Subtracting v, (q(01,603),06;) from both sides of the inequality we
have
6110y (01,01, 02) + t1 (61, 61,02) > 01115 (91, o1, 92) + 1t (91, o1, 92)

for every &, € D;. This implies that!8
61
(2) 81T (01,81, 02)+4: (601,81,02) = STl (61,81, 02)+t1 (62,81, 02)+ | Lo (61, 5,62) ds

Combining equations (1) and (2) yields that for every ; € D; and every 6; € ©q,
S Ty (61, 5,0) ds = o (31,05) — o (@, 92). This implies that that for every 6;, 0, € Oy,
Iy (61,-,6:) =TI, (9'1, -,02). Now due to properties 3 and 4 we can find signals 61,
0y, 0> and 0, such that ¢ (01,02) = q(61,6;) = a, q(6;,6:) = q(6},05) = b, and
vy (a,02) — vy (b, 03) # vy (a, (9’2) — Uy (b, 0’2) In addition, we can find a signal ¢; such
that I (61, 6;,05) = Il (9’1,51,02) and Tl, (91,51,9;) = 1, (9'1,51,9’2). This yields
that
ty (01,01, 02) — to (65,01, 02) # ta (01,01,6,) — ta (6,01,0;)

However, for agent 2 to report truthfully the function ¢, must assign the same transfer
to signals that map the same alternative for a given report of agent 1. This implies
that

t2 (‘91, 61, 092) - tg (9/1, 51, 92) — tz (61, (51, 9/2) - tz (6/1, (51, 9/2)
a contradiction.

The impossibility of ex-post implementation in the interdependent payoffs model is

yet another example of the difficulty of implementing decision rules by robust solution

18This stems from the following result. Let u(d, 5) =0-q (3) +t <(§) If for every 6 € [4,4],

§ € argmax u(d,0) then for every § € [é,g}, t(0)+6dg(0)=t(0)+d-q(d)+ fgs q(s) ds.
58,9 -
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concepts in economic environments that diverge from the independent private values
model. Jehiel et al. (2006) present an impossibility result on ex-post implementation
in environments with interdependent values. They show that for generic valuation
functions the only deterministic decision rules that are ex-post implementable are
constant. As mentioned in the Introduction, our model is different from their model
in the following way. In the interdependent values model agent ¢’s report affects his
utility through the decision rule ¢ and his personal transfer ¢;. In the interdependent
payoffs model, however, agent i’s report affects his utility through the decision rule ¢,
his personal transfer t;, and the personal transfers of the agents whose payoffs affect
agent i's utility' (¢;)..p. That is, in the interdependent payoffs model mechanisms
affect agents’ incentives in a more complex way, compared to in the interdependent
values model. On the one hand, since an agent’s utility is affected by other agents’
transfers, mechanisms provide more freedom to align agents’ preferences with social
preferences and to achieve implementation. On the other hand, since each agent’s
transfer also affects the incentives of the other agents, mechanisms also impose fur-
ther restrictions on achieving implementation. In general environments, the extra
degrees of freedom that mechanisms provide in settings with interdependent payoffs
are offset by the restrictions they impose, and ex-post implementation is impossible.
Nonetheless, in particular setups that do not satisfy the conditions of Theorem 2,
the freedom that mechanisms provide in settings with interdependent payoffs allows
for ex-post implementation of non-constant decision rules. We illustrate this point
in the following example that presents a setup in which non-constant decision rules
are ex-post implementable in the interdependent payoffs model but are not ex-post

implementable in the interdependent values model.

Example 3. Consider the following setup. There are two agents I = {1,2} and two
alternatives A = {a,b}. Each agent i € I receives two private signals 6; € [0, 1] and
9; € [0,1]. The first signal affects his valuation while the second signal affects the
dependency of his utility on the other agent’s payoff\valuation. Agent i’s valuation,

i € I, if alternative a is chosen is v; (a,0;) = 6; + ¢, and his valuation if alternative b

9Note that while the effect of the agent’s personal transfer on his utility is independent of the
realization on signals, the effect of other agents’ transfers on his utility depends on the realization of
signals.
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is chosen is v; (b, 0;) = 0;. We now analyze the possibility to implement decision rules
that depend only on information about agents’ payoffs both in the interdependent
payoffs model and in the interdependent values model.

We first adapt this setup to the interdependent payoffs model. In this case agent i’s
utility is v; (¢, 6;) + 6; - (vj (q,0;) +t;) + t; where ¢ € A. We now show that every
decision rule is ex-post implementable in this model. Consider an arbitrary decision

rule ¢ (6). For every i € {1,2} we define the following transfer function

—C lf q (9“ Qj>

a
ti (6,6:,0;,6;) =
b

Under these transfer functions any type (6;, ;) of agent ¢ receive the same utility, 6; +
0; -0, irrespective of his report. Therefore, the decision rule is ex-post implementable.
We now adapt the above setup to the interdependent values model. In this case
agent ’s utility is v; (q,60;) + 9; - v; (¢,6;) + t; where ¢ € A. We now show that it is
impossible to implement ex-post non-constant decision rules in this model. Consider
an arbitrary type (éj, SJ) of agent j, j # i. Ex-post implementability implies that for
every (0;,0;) , (9;, 6;) € [0, 1]2 such that ¢ (6’,-, 0~j> =q (0;, éj) we have t; (0,-, i, éj, 5]) =
t; (9;,5;,@-,5]»).20 That is, agent i’s transfer function depends only on the chosen
alternative, hence, we denote ¢, (Gi, i, éj, Sj) =t (q (6;,6;) ,éj, Sj). Consider a non-
constant decision rule ¢ (#). Look at a type (9},5]-) of agent j for which agent 7 is
pivotal. This means that there exist two signals #; and 6, such that ¢ (9;, éj) =a
and ¢ (9;/, éj) = b. Now, ex-post implementability implies that for every §; € [0, 1] we
have that

0;+c+ 0+ (0;+¢) +ti (a,0,,0;) > 0, +6; - 0; + t: (b, 05,;)

<

and
, _ N

9;/+C+5Z" (éj+0)+ti (a,éj,gj) §0; +519]+t1 (b,éj,éj)

20 Agsume ¢; (0;,6:,0;,0;) > t; (6,,0,,0;,5,), then agent i of type (6,6, ) will have a profitable
VRR) VRR (2

i1 Y
deviation to (6;,d;)
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hence we get that for every ¢; € [0, 1]
C- (1 + 51) = tz (b, éj, ~j) — tz ((l, éj, S])

Since the left hand side of the equation varies with ¢; and the right hand side of the

equation is constant we reach a contradiction.

4 Bayesian Implementation

We start with a definition of Bayesian implementation in the context of our model.
Bayes—Nash equilibrium requires that the strategy of each agent ¢ be optimal in expec-
tation with respect to the strategies of the other agents given agent i’s knowledge on
the distributions of the other agents’ signals. By the revelation principle, we can re-
strict our analysis to direct mechanisms. Consider a given profile of ©, (v;),.;, (fi)icrs
and an IP setup. We say that a social choice function (¢ (0),t;(0,9),...,t, (6,0)) is
Bayesian implementable in IP if for every ¢ € I, 0; € ©; and §; € D; we have,

(0;,0:) € (éi;g)ieﬂ(la?i{mEe_i,a_i [Ui (q (éi, 94) ,9i> +t ((éi, 94) , (31‘, 54)) +

2 [ (v (2 (B0-0) ) + 1 ((806-)  (5.0-1)) )]

keP;

A decision rule ¢ (6) is Bayesian implementable in IP if there exists a profile of real val-
ued functions (¢1 (0,9),...,t, (0,0)) such that (¢ (0),t; (0,6),...,t,(0,0)) is Bayesian
implementable in IP.

Consider a given profile of ©, (v;),c;, (fi);c;, and the PV setup. We say that a

social choice function of the form (q(0),t;(0),...,t, (0)) is Bayesian implementable

il
in PV if for every i € I and § € © we have,

0; € arg maXEgii v; | q éi, 0_;),0;) +t; 9},94

s (o (10).0) 1 ((3.0.)]
A decision rule ¢ () is Bayesian implementable in PV if there exists a profile of real
valued functions (t; (6), ..., t, (0)) such that (¢ (0),t1(0),...,t, (8)) is Bayesian imple-
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mentable in PV. Bayesian implementability in IP implies Bayesian implementability
in PV:

Proposition 4. Consider a given profile of ©, (v;) (fi)ier, and an IP setup. If a

decision rule q(0) is Bayesian implementable in IP then it is Bayesian implementable
in PV.

i€l

We show that the converse is also true: every decision rule that is Bayesian im-
plementable in PV is Bayesian implementable in every IP. In addition, there exists a
transfer scheme that implements the decision rule for every element in R, namely, for
every [P setup and for the PV setup. Moreover, if the decision rule is dominant strat-
egy implementable in PV, then there exists a transfer scheme that implements the
decision rule in dominant strategy in PV and in a Bayes—Nash equilibrium in every
IP setup. We achieve these results by constructing a transfer scheme that eliminates
the effect of agent i’s report on the expected payoff of any agent but agent i. At
the same time, this transfer scheme incentivizes agent ¢ to report truthfully when she
is interested in maximizing her own personal payoff. Therefore, this transfer scheme

incentivizes truth telling in every setup.?!’ We now show the result formally.

Theorem 5. Consider a profile ©, (v;),c;, and (fi)ier- Let (q(0) ,t1(0),....t, (6)) be
Bayesian implementable in PV then there exists a social choice function (q 0),t)(0),

that is Bayesian implementable in IP for every [P € P with the following properties:
1. (q 0),t,(0),...t, (9)) is Bayesian implementable in PV.

2. If(q(0),t1(0),...,t, (0)) is dominant strategy implementable in PV, then
(q 0),t,(0),....t, (9)) is dominant strategy implementable in PV.

3. Eylt; (0)] = Eq [t; (6)} for every i eI .

The structure of the proof is as follows. Given a transfer scheme (t; (0)),., that
implements ¢ (0) in PV, we define (t; (9)) o to be

/

JeI\{i Jel\{i}

21Similar approach is used in Bierbrauer and Netzer (2016).
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Consider an IP setup. Let ¢ € I and k € P;,. The ¢-th element in the second
additive term (the sum over Ej ) in the transfer function t, (0) eliminates the effect
of the report of agent 7, 6;, on the expected payoff of agent k from agent ¢’s perspective.
In other words, from agent ¢’s perspective, the report 0; does not affect the expected
payoff of agent k, for every k € P;. It is therefore sufficient to show that (t; (9))i€[
Bayesian implements ¢ () in PV. This follows from the fact that ¢, (6) equals ¢; ()
plus additive terms that do not depend on §; and that (¢; (0)) .7 Bayesian implements
q () in PV. For the same reasons we get that if (¢; (f)),.,; implements ¢ (f) in dominant

strategy in PV then so does (t; (0))1'61'

5 Interdependent Utilities

Our model considers agents who posses preferences of interdependent payoffs. How-
ever, this model can be suitable for the case where agents have interdependent utilities.
Consider the following two-agents case. Fach agent i benefits from her own welfare,
IT;, and from observing the other agent’s utility. The assumption is that the utility
function of agent i is U; = II; + §,U;, where §; € [0,57} with §; < 1.22 Agent i’s
welfare is II; = v; (a, 6;) + t; where a € A is the chosen alternative, §; € ©; is agent
’s signal, and t; is agent ¢’s monetary transfer. We assume that §; and 6; hold the
same properties which are detailed in section 2.2 Solving for U; and U, we get that
U, = (ﬁ) IL; + (1_‘}1 52) II;. In such a setup the standard utilitarian social choice
function that sums the agents’ utilities, namely, U; +U; = OMQ)'EE(&I;&)'H?

criticized for rewarding the more selfish agent by assigning her a greater weight.?*

, has been

The way to deal with this ethical criticism is to remove anti-social preferences from
consideration.?” Therefore, the appropriate social choice function is the sum of wel-
fares, namely, the objective function of the designer is Iy 4 IIs. Under this objective
function the optimal decision rule depends on @ alone (and not on ¢). We show in

the Appendix that the problem of implementing the optimal decision rule in this case

22This setup appears in Bergstrom (1989), (1999).
23This assumption seems natural in this scenario.
24See Blanchet and Fleurbaey (2006).

258ee Goodin (1986) and Harsanyi (1977).
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can be solved by using the results on implementation that we have developed for the

interdependent payoffs model.

6 Concluding Remarks

We have considered the problem of implementation in a model with agents who have
interdependent payoffs. We have considered both ex-post and Bayesian implemen-
tation. We have shown that ex-post implementation is impossible, while Bayesian
implementation allows for the implementation of every decision rule that is imple-
mentable in the independent private values model. These results suggest that the
less knowledge there is of the economic environment, the harder it is to acquire in-
formation in the presence of personal interests. Our impossibility result highlights
the question whether ex-post implementation is possible in other environments with
social preferences. The environment we have considered joins several other environ-
ments in which it has been shown that implementation in robust solution concepts is
impossible. This presents yet another example of the difficulty of carrying out robust

implementation.

A Appendix

A.1 Interdependent Utilities

In this subsection we show that the problem of implementing the optimal decision
rule in the interdependent utilities setup can be solved by using the results on imple-
mentation that we have developed for the interdependent payoffs model. We start by
showing that ex-post implementation of the optimal decision rule is impossible in the
interdependent utilities setup. Consider the optimal decision rule in the interdepen-
dent utilities setup

q(0) € arg max vy (a,61) + v2 (a, 02)
acA
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The optimal decision rule is ex-post implementable in the interdependent utilities
setup if for every i € I, 0 € © and ) € D we have

1 —16152 [vi (q(03,0-5),0;) + ¢ ((05,0—3),(03,6—3)) + 6 (v (q(05,05),05) +t; ((0:,05),(:,65)))] >

ﬁ ['Ui (q (éiae—i) 791') + i ((éi,g—i) ) (31'75—2')) + 9; ('Uj (q (éi,ej) ,Gj) +t; ((éi,ej) s (52-,63-)))}

this inequality holds if and only if for every ¢ € I, § € © and § € D we have
v (q(05,0-3),0:) + i ((05,0-4) . (6:,0—4)) + 6; (v5 (g (0:,0;),0;5) + 5 ((0:,65) , (8:,5)))

2 i (q(0,0-0) ,0:) + s ((0:0-0) , (85,0-1)) + i (w5 (a(0:.65) .0) + 5 ((0:,05) , (6:,55)))

and this inequality holds if and only if ¢(#) is ex-post implementable in IP. We showed
in Section 4 that if properties 1 to 4 hold, the optimal decision rule is not ex-post
implementable in IP. Therefore, if these properties hold in the interdependent utilities
setup, the optimal decision rule is not ex-post implementable in the interdependent
utilities setup.

We now show, using the result on Bayesian implementation in the interdepen-
dent payoffs model, that the optimal decision rule is Bayesian implementable in the

interdependent utilities setup.

The optimal decision rule is dominant strategy implementable in PV. Therefore,
by Theorem 4, there exists a transfer scheme (t1(6),t2(0)) the implements it in a
Bayes-Nash equilibrium in any IP, i.e., for every 9; and 6;

0; € agirgz?ngjygj {Ui (q (éi,ﬁj) ,Gi) +t; (éi,ﬂj) + 0; (vj (q (éi,éj) ,9j> +t (0},@-))}

given this transfer scheme we get that for every §; and 6,

br € avgmaxti, s, { 15 o1 (4 (0:05) 00) + 1 (3.0) 4.0 (15 (4 (51.01) 05) 1, (5.0,))]

é,;E@i,

i.e., the optimal decision rule is Bayesian implementable in the interdependent utilities

setup.
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A.2 Proofs
A.2.1 Proof of Lemma 1

Assume that ¢(6) is ex-post implementable in IP; then there exists a social choice function
(q(0),t1(0,9),....tn (0,9)) such that for every i € I, § € ©, and § € D, we have

(0;,0;) € (@%g)éﬁfpivi (q (éz, 9_i> ,9¢> +t; ((éz, 0—1‘) ) (&, 54)) +

3 [ (v (0 (Bu0) ) + 1 ((B60) . (5.0-1)) )

keP;

Choose an arbitrary 8 € D; then for every i € I, and 6 € ©, we have

91' c arg ¥naX (% (q (éz, 9—2) ,91‘> + tz‘ ((él, 9—@') ,S) + k;) {Slk (’Uk (q (éz, 9_2) ,Gk) + tk ((éz, 9_2) 75))}

For every i € I, we define t; () = t; (0,5) + k;} {Sf (vk (q(8),0k) + ti (9,5))} Then

for every i € I, and 6 € O, we have 6; € argglax v; (q (91-, 04) ,91-) +t; (91-,9,1), namely,

(q 0),t,(0), ...t (9)) is ex-post implementable in PV, and hence ¢ () is ex-post imple-
mentable in PV I

A.2.2 Proof of Theorem 2

We first present two lemmas that are needed to prove the main theorem and some notations.

Lemma 5. Assume that property 2 holds; Then for every decision rule q(0) that is
ex-post implementable in PV, there exists a profile of functions (t1(0),...,t, (0)) such that
a social choice function (q 0),t,(0), ...t (9)) is ex-post implementable in PV if and only
if there exists a function 7; : ©_; — R such that t; (0) = #; (0) + 7; (0_;) for every i € I.
Moreover, if for a given profile 6_; there exist 0} and 6% such that q (0},0_;) = q (62,0_;),
then t; (01,0_;) =1, (0%,0_;).

Proof: For the first part of the Lemma see Krishna and Maenner (2001). we pro-
ceed to the proof of the second part of the lemma. Let ¢ € I and let #_; be a profile
such that there exist 6} and 67 for which ¢ (0},0_;) = q(6?,0_;) and assume by nega-
tion that ¢; (0},0_;) # &; (62,0_;). Assume w.lo.g. that #; (6},0_;) > #; (62,6_;), then
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Vi (q (911, 9_2) ,(93) + {z ((911, 9_1) + 7 (9_2) > v; (q (912, 9_2) ,93) + t~z (93, 9_1) =+ 7; ((9_1'), in con-
tradiction to the fact that (q(0),% (0), ..., £, (0)) is ex-post implementable in PV W

2 . . . ,
Lemma 6: Let u : [é, 5} — R be u(d,0) =3d-q (5) +t (5) If for every § € [é, 5},
§ € argmax u(d,), then:
5e[a.,9]
1. q(-)is non-decreasing
Q.foreveryde{ég} t(0)+dq(0)=1t(d)+3d-q(9) —i—f5 q(s) ds.

Proof: Assume that ¢ € arg maxu(J, $); then for every 6 > & we have u(6,8) > d-¢ (5) +

t(3) = u(d,8)+ (6-3)q(3) 6and u(8,8) > 8- (0) +1(5) = u(6,8) + (§ - 5) - ¢ (5). We
let V(9) :== u(d,0). Then we get ¢ (5) > VE)-V(@) > q(0), i.e., q(-) is non-decreasing. In

-V
60
addition if V' (+) is differentiable in 4, then V' (4) = ¢ (8). Now V (§) = m[ax]u((i ,5), namely,

0€(d,0

it is a maximum of affine functions therefore it is convex and thus absolutely continuous so

V(6) =V() + f5 s)ds, namely ¢ (6) + 0q (0) =t (0) +d-q(d) + f5 s)ds l

Notations: We denote ©_;_; = X ©j with generic element 6_,_;. We denote
kel\{i,j}

D~/ =D\ [(V ,a with generic element §_ J

Proof of the Theorem: Assume by negation that ¢ (6) is ex-post implementable in IP,
then there exists a social choice function (q (6),t1(0,9),...,t, (6,9)) that is ex-post imple-

mentable in IP. According to the proof of Lemma 1, given some arbitrary profile § € D, if we
define p; (0) = t; (9,5) + > [Sf (vk (q(0),0k) + tk (0, 5))}, then (q(6),u1(0), ..., un (9))
keP;

is ex-post implementable in PV. Therefore, according to Lemma 5, there exists a profile

of functions #; (), ...,%, (#) and a profile of functions 7 (9_1, 5) s s T (G_n, 5) such that
wi (0) = t; (0) + 7 (94,5), and so we get t; (9, 5) + kZ;D {Slk (vk (q(0),0r) + tg (9,5))} =
er;

t; 0) + 7 (9—1‘7 5) This is true for every § € D and therefore we can present the following

general expression. For every ¢ € D,

(1) 60,0+ > [0F (e (q(0),0k) + 5 (0,0)] =i (6) + 7 (0-4,9)
keP;

Let ¢ € I and j € P;. Consider an arbitrary profile (9_2,6 ) €0_; xD_ ] (i.e., a profile
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=),
keP\{j} keP\{j}
(i.e., agent 7 truthfully reports all her signals except for 6; and §7). The utility function of

of all the signals except for ; and (5{ ). Moreover assume that (Slk)

agent ¢ given this profile as a function of her true signal (91', 5{ ) and her report (9}, 33 ) is

@ (a0 0 0 (00-). (7)) 5 [ o o (0-) ) 40 (002 (5))]

We present the following notations:

i (080) =t ((00) (81.670))+ 30 [0 (on (0 (80-0) 0) + 1 ((1,0) , (3,670)))]

ke P\{j}
11 (9z‘735) = (q (éi"gﬂ) ’93') + ((e},e,i) ’ (55’51))

fi (HZ) = Ez (0“ 0_1)

C(67) =7 (0=, (67,077))
We write (2) using the above notations:

By equation (1), ex-post implementation implies that

(3)  #(6:,0]) + 00 11 (05,60) = (0:) + C (o7)

for every 63 € {513 , 5{ } and, in particular, for 5f

(8) & (0,0]) + 80105 (0:,87) =45 (0:) + C (&)

Now ex-post implementation implies that for every 6; € ©; and for every SZ € {55 , (55 }

(4) vi(a(6).6:) + i (6:,6]) +67 -0y (6:,67) > v (a (6) ,6:) + i (6:,5]) + 67 -0 (62,57

Subtracting v; (¢ (0),6;) from both sides of the inequality we have
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6710y (65,67) + 12 (05,67) > 67 -T0; (0;,87) +1: (63, 57)

By lemma 6, this implies that

(5) t; ((9@,53) + 55 . Hj (91,(55) =1 («%ﬁ) +§ Hj (91,ﬁ) + /;z Hj (91,8) ds

Plugging equations (3) and (3’) into equation (5) yields

(6)  fi(0)+C (o)) =i (0:)+C (5] +/; 10, (0, s) ds

i

1771

Subtracting #; (6;) from both sides of the equality we have for every 5{ € {g 57}

(6)) /; I (6:,5) ds = C (8]) = C (&)
for every 0; € ©;.

(2

/

Therefore, we get that for every 6;,0, € ©;, II; (6;,-) = I1; (6 ) This means that the

79

functions can receive different values only on a subset of [55 , 67| that has a measure of zero.

We conclude that given arbitrary 6_; and 5:? it must be the case that

(T) 05 (q (0, 0-3),0)+t; (05,0-), (077 )) = 05 (a (61,0-5) ,05)+1; ((63,0-)  (677))

for every 6;, 0; € 0.

e According to property 1 there exists an agent 2 and ] € P, such that for every k € P,
0e {55,65}
AR

e According to property 3 there exist a profile 5_,;, two alternatives a and b and two
types 92.1, 9? € ©; such that ¢ (02.1,9_;) = a and q (9%.2,5_0 = b. In addition there
exists r > 0 such that for every §_; € B ((5_;) ,7“), q(@zl, 0_;) = a and q(G?, 0_;) =b.

e According to property 4 there exist 051., 6’32. € @3 such that, v; (a, 0;) —v; (b, 0]1) #*
s (a,&?) —; (b, 9?) and in addition (051.,0:;_3) € B ((QN_E) ,r) and (932.,9_%_5) €

B((@_z 7).
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Therefore,

(8) (91 61,0 . J) - q(eg,ej?,,é_g_j) —a

q (02,010 ; ;) =q (02,020 ; ;) =b

By Lemma 5, the equations in (8) imply that

(9) (91 0,0 ]) = (91 02,0 ;. ]) =a

[ (02,010 ; ;) = (02,02,0; ;) =8

Consider some profile in D:Z in which 5’“ = 0 for every k € P; , and denote it by 5:5 .
Consider the profile (6?]1 0 - —ip 6 A,) By equation (7) we have that

. 1915 . . 1 . 191 5 J 5—J o 2 91 5 . . 1 . 2 01 5 . 7 5=
0) vy (o (01.03015) 0} )+t; (403015 ) (30577 ) ) =3 (o (9803, 0005) 3 ) v ((07.03.0-15)  (61:877))

for every 53 € My, where My = [55 , 52] \ K1, where K] is a set with a measure zero that is

contained in [55 ) a .

Consider the profile (9 0 i 5,5 ) By equation (7) we have that

. 192 5 2 192 5 J F—J o 292 5 2 . 2 92 5 J 57
) oy (o (01,01 ) ) oy (00020, (515)) = (0228 ) ) oy (22,01 )  (5.59))

for every 53 € My, where My = [63 ,a \ K3, where K> is a set with a measure zero which

is contained in {55 ,(5?]

Qq

Now M1 NM,; = [55,%] \ K1 U K5 # () and therefore there exists 57 € My N My. We denote

this profile by § = (55,3:5) Equations (10) and (11), then imply that

1 g1 5 1 1 g1 5 5 2 gl g 1 2 gl g 5
12) {o; (a(0h008 ;) 0) o5 ((01.00.005) 8) = [og (a (20005) 0 )+ ((e2.00.05) .5) ] }
1 92 5 2 1 92 5 5 2 n2 g 2 2 pn2 g s _
— {1}5 (q (9;,95 0 . J) 0= ) thj ((0;,95797;75) ,6) - |:’U; (q (9’2,03 0 . ]) (2 ) +t5 ((92,9j797i75> ,6>i|} =0

since the expression in each wavy brackets is equal to zero. In addition, under the profile )
we have that 5;“ = 0 for every k € Pj Therefore, by equation (1) we have that t (9, 5) =

th (0) +7; (9_5, 5) Plugging this identity and the equations in (8) and (9) to equation (12)
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yields

(12)  {o;(a.6) +a+75 (61.0,58) = [v; (b.65) + B+ (68.0-5,9)]}
~{oy (@8) 4ot (61.0.05.8) ~ [oy (.85) + 64+ 75 (67.00.5.9)]} =

=v; (2.6]) =v; (0:65) = (15 (2.85) =03 (0:65)) # 0

a contradiction. W

A.2.3 Proof of Proposition 4

Assume that ¢(6) is Bayesian implementable in IP. Then there exists a social choice function
(q(0),t1(0,0),....,ty (0,0)) such that for every i € I , 6; € ©;, and §; € D; we have

(1) (0;,0;) € argmax Ey .5 , [vi (q (éi,e,i) ,91') +t; ((éi,G,i) , (&‘,54)) +

(é1,51)6®1 xXD;

2 ot (o (a (90 00) + v ((502). (h5-)))]]

Consider an arbitrary profile 4; and assume that &; = 4;; then (1) implies that for every

f; € ©; we have

or € argmas [os (4 (0,0 .00) | + B [Z 35 (o 0 (300-0) 00) 00 (300 <si,5_i)))}]

éiGGi keEP;

Dt (0) = o o | 5[5 (e (o (300-0) ) - (50 5.-0))] |- T e

get

0; € arégi?@zjx Ey_, [vi (q (éiﬁ_i) ,Qi)] + 1 (él) For every i € I, let t; (0) = p; (6;); then 6; €

argmax Ey_, {vi (q (9}, G,i) ,(91-) +t, (éi,e,i)] for every 0; € ©;. Therefore (q 0),t,(6),...t, (9))
0,€0,

is Bayesian implementable in PV, and hence ¢ (¢) is Bayesian implementable in PV. W
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A.2.4 Proof of Theorem 5

Let (q(8),t1(8),...,tn (0)) be a Bayesian implementable social choice function in PV and let
IP € P. Define for every i € I

(1) ) =t:(0)— > Eg  [vi(q(0;,0-5),0:) +t:i(0;,6-5)]+ D> Egvi(q(0),0:)+1: (0)]
JeI\{i} JEI\{i}

In a IP setup, given the profile of functions (t;) L the expected utility of agent ¢ as a

1€
function of his report is

(2) FEo_,s., [vi (q (éi,9—i> ,92') +t (é“e*i) + Z {55 (U’c (q (éi’efi) ’ak) + t (@792))}] -

kep;

= Eo o (o (5002) ) 4, (00 + 3 [ (o (0 (0.0 ) 44 (00 )

According to the definition in (1) we get that for every k € P,

Eo_, [(vn (a (01.6-) ,00) + . (8:,0-3))| = B [on (a(8) .00) + tx (9)]
which is constant and equals the expected payoff of agent k in the PV setup when the profile

of transfer functions is (¢; (0)) In addition by the definition of t; we get that

iel”

o [ (0.0.)] = 0. 1 (3,02

Using these results we get that (2), i.e., the expected utility of agent ¢ as a function of his

report, equals
Bo Jor (0(0,0-3).0) + 6 (0:,0-) | + 3208 - By [on (4 (6) ,6:) + i (6)]
kePp;

Since (q(0),t1(0), ..., t, (0)) is Bayesian implementable in PV,
0; € al“égieIg?XEgii [Uz‘ (q (92, 9_2> ,92> +t; (91, 9_1)}

which implies that

0; € argmaxFy_, [vi (q (éi, 94) ,91') +t; (éi,e,i)} + Z 6f - Ej [vk (q (5) ,éi) + ts (9)]

é,;e@,; kep;

and therefore
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(92‘,51‘) c arg max Eg_iy(s_i |f)i (q (éi,e_i) ,97;) + t; (éi,e_i) + Z [5? (vk (q (éi,e_i) ,Gk) + t; (él,e_l))]]

(6:,6:)€0; xD; poyed

Therefore, (q 0),t,(0),...t, (9)) is Bayesian implementable in IP. Now, for every i € I,

t;(9) equals t; () plus a function that does not depend on ;. Therefore, if (t; (0));cr

Bayesian implements ¢ (f) in PV then so does (t; (0)>‘€I’ and if (t;(0));c; implements

q(f) in dominant strategy in PV, then so does (t; (9)) . Moreover for every ¢ € I,
7
Ey_, [t; (éi,ﬂ_i)} =FEy_, [ti (@,9—1)} and therefore Fy [t; (0)] = Ey [t; (0)] forevery i € I

References

1]

BARTLING, B., AND NETZER, N. An externality-robust auction: Theory and
experimental evidence. Games and Economic Behavior 97 (2016), 186-204.

BERGSTROM, T. Puzzles: Love and spaghetti, the opportunity cost of virtue.
The Journal of Economic Perspectives 3, 2 (1989), 165-173.

BErRGSTROM, T. C. Systems of benevolent utility functions. Journal of Public
Economic Theory 1, 1 (1999), 71-100.

BIERBRAUER, F., AND NETZER, N. Mechanism design and intentions. Journal
of Economic Theory 163 (2016), 557-603.

BIKHCHANDANI, S. Ex post implementation in environments with private goods.
Theoretical Economics 1 (2006), 369-393.

BLANCHET, D., AND FLEURBAEY, M. Selfishness, altruism and normative
principles in the economic analysis of social transfers. Handbook of the economics
of giving, altruism and reciprocity 2 (2006), 1465-1503.

COOPER, D., AND KAGEL, J. H. Other regarding preferences: a selective survey

of experimental results. Handbook of experimental economics 2 (2009).

DascupTtA, P., AND MASKIN, E. Efficient auctions. Quarterly Journal of
Economics (2000), 341-388.

28



[10]

[11]

[12]

[13]

[14]

[15]

[16]

DESIRAJU, R., AND SAPPINGTON, D. E. Equity and adverse selection. Journal
of Economics & Management Strategy 16, 2 (2007), 285-318.

GERSHKOV, A., GOEREE, J. K., KUSHNIR, A., MOLDOVANU, B., AND SHI,

X. On the equivalence of bayesian and dominant strategy implementation.
Econometrica 81, 1 (2013), 197-220.

GIBBARD, A. Manipulation of voting schemes: a general result. Econometrica:
journal of the Econometric Society (1973), 587-601.

GooDIN, R. E. Laundering preferences. Foundations of social choice theory 75
(1986), 81-86.

GROVES, T. Incentives in teams. FEconometrica: Journal of the Econometric

Society (1973), 617-631.

HArsANYI1, J. C. Morality and the theory of rational behavior. Social Research
(1977), 623-656.

HEYDENREICH, B., MULLER, R., UETZ, M., AND VOHRA, R. V. Character-

ization of revenue equivalence. Econometrica 77, 1 (2009), 307-316.

JEHIEL, P., MEYER-TER VEHN, M., MOLDOVANU, B., AND ZAME, W. R.
The limits of ex post implementation. Econometrica 74, 3 (2006), 585-610.

JEHIEL, P., AND MoLDovANU, B. Efficient design with interdependent valua-
tions. Econometrica 69, 5 (2001), 1237-1259.

KRISHNA, V., AND MAENNER, E. Convex potentials with an application to
mechanism design. Econometrica 69, 4 (2001), 1113-1119.

Lavi, R., MU’ALEM, A., AND NIsAN, N. Towards a characterization of truthful

combinatorial auctions. In Foundations of Computer Science, 2003. Proceedings.
44th Annual IEEE Symposium on (2003), IEEE, pp. 574-583.

MisHRA, D., AND SEN, A. Robert’s theorem with neutrality: A social welfare
ordering approach. Games and Economic Behavior 75,1 (2012), 283-298.

29



[21]

[22]

23]

PERRY, M., AND RENY, P. J. An efficient auction. Econometrica 70, 3 (2002),
1199-1212.

RoBERTS, K. The characterization of implementable choice rules. Aggregation
and revelation of preferences 12, 2 (1979), 321-348.

SATTERTHWAITE, M. A. Strategy-proofness and arrow’s conditions: Existence
and correspondence theorems for voting procedures and social welfare functions.
Journal of Economic Theory 10, 2 (1975), 187-217.

VON SIEMENS, F. A. Heterogeneous social preferences, screening, and employ-
ment contracts. Ozford Economic Papers (2010), 499-522.

WILSON, R. Game-theoretic analysis of trading processes. Advances in Economic
Theory Cambridge University Press (1987), 33-70.

30



