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Abstract

Experts with different abilities of information acquisition who receive multiple pieces of signals
over time can choose the timing of recommendation and whether to be truthful in a later period,
when a recommendation is made in an earlier period. Giving inconsistent recommendations may
be seen as a sign of a poor information acquisition ability, but it can also work as a ”safety net”
that prevents the worst reputation. This study uses a simple binary-ability framework to capture
this aspect and proposes equilibriums where all information is delivered truthfully on the path. I
examine when such an equilibrium exists, and compare such equilibriums with those where only
partial information is delivered; it is found that the former brings higher expected payoffs to the
expert than the latter under a certain range of parameters when the utility function is strictly
convex in the reputation.
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1 Introduction

Information acquisition abilities of experts are often not known to the principal and thereby they want
to be thought to have access to more precise information. One might naively assume, truthful report is
the best response of the expert if the signal is informative about the state of the world because correct
report implies the expert is more likely to have high ability. However, in dynamic circumstances it
is not necessarily the case. Suppose an expert received one signal and reported it truthfully. When
the expert received a second signal that is inconsistent with the first one, making another truthful
report may harm the reputation as it indicates the ability is not high enough to produce two correct
signals. Would it be always incentive compatible for the expert to report truthfully, if the second
signal is consistent with the first one? Surprisingly, it might not be as well: as the expert may want
to avoid the worst case — two incorrect signals — and settle for moderate, thus, safer reputation. As
Grubb (2011) pointed out, when experts have concerns about reputation, they may withhold their
information until the next period. They may want to choose the timing and content of their advice
strategically, while principals want transparent information.

Timing, on one hand, was the main research question discussed in Tajika (2021). He focused on
the equilibriums where information is only conveyed in one period; then compared those of early
recommendation and of later recommendation and showed a sufficient condition that experts prefer
earlier recommendation even though the accuracy of the signal increases over time, making the later
recommendation more desirable. It reminds us of Guttman et al. (2014), who compared earlier and
later disclosures and concluded later one is interpreted more favorably in equilibriums. The main
difference between them are the content of the communication. In the former, information is soft,
unverifiable, and about how well-informed the expert is. In the latter, information is hard, verifiable,
and about how well-performed the expert did. This paper belongs to the first stem. However, it
has been already known this is a challenging topic: Ottaviani and Sgrensen (2006a,b) showed generic
non-existence of equilibrium with full revelation, when the set of the signals is continuous.

Thereby Tajika (2021)’s work is built on discrete signal spaces and asked a question about when
is preferable for the experts to give advice when signals arrive sequentially. Consequentially, the
discussion is based on the equilibriums in which part of information is missing. In this paper I inherit
the model to ask whether and when all the information is conveyed in a timely manner. It makes
the incentive conditions in later periods more complicated: in one-shot-recommendation equilibriums,
herding and anti-herding effects above-mentioned, and the incentive conflicts by them do not arise.
These aspect must be taken into account because, in reality, we see many experts updating their stance
over time. When experts makes another recommendation after one, should we expect it is truthful? If
so, when is it? If not, why is that?

To answer these questions, I set up a two-period-two-state game with an expert who receives a series
of noisy signals whose accuracy indicates the ability of the expert. The expert can choose when and
what to tell, through cheap talks under a constraint that recommendations have to be made at least
once. At the end of the game, the state is publicly revealed, and the expert gets evaluated and
earns the corresponding payoff. The key results are as follows: first, there exists an non-empty set of
distributions that sustain the strategy always telling the truth; second, the set of distributions that
sustain truth-telling outcomes is strictly larger than the previous set; third, it is also beneficial for
the expert with regard to ex ante payoffs if it is strictly convex in the reputation and if the change in
accuracy across periods is sufficiently small.

The second result is the highlight of this paper. To explain this, I start with the difference between
always truth-telling equilibriums and equilibriums with truth-telling outcomes. Having the expert
always tell the truth requires having the expert tell the truth after lying in the previous period. This
is more than needed to achieve on-path-truth-telling outcomes as, in such equilibrium, the histories
where the expert lied in the first period never come, if the expert played along the strategy. Removing
this incentive compatibility condition strictly enlarges the set of distributions that sustain truth-telling
outcomes. In what follows I will refer to those equilibriums where only truthful reports are made on
path, as truth-telling path equilibriums.



This study is related to reputation-concerned communication, initiated by Holmstrom and Costa (1986)
and Holmstréom (1999), analyzing investment decision by career-concerned managers. Scharfstein and
Stein (1990) and Morris (2001) also made a contribution in reputational cheap talks. While Morris
(2001) considered that experts care about reputation to make his recommendation more credible,
models in Scharfstein and Stein (1990) consider reputation per se. In this vein, recent studies including
Ottaviani and Sgrensen (2006a,b), Levy (2004) and Tajika (2021) explored further, whereas the last
is directly related to this study. This study shows how challenging it is to achieve truthful outcomes
when it comes to dynamic, even under an extremely simple circumstance.

It also contributes to the literature that analyzes media behavior. Gentzkow and Shapiro (2006) showed
that experts are likely to recommend dishonestly when the prior of the receiver and/or the political
stance of the sender are biased. In this study, both sides are not biased as the states are equally
likely a priori and the sender does not take any action than to evaluate the accuracy. Still, I have
demonstrated that there are incentives to recommend dishonestly, to avoid extremely low reputation.

The implication of these results is clear. Principals who want expert to report truthfully should
not expect it would be possible just because it was in a static circumstance. Dynamic circumstance
brings herding and anti-herding incentives up. Additionally, rewarding mechanism, that is convex and
designed to depend on reputation not only on whether the prediction was correct or not, may enable
truthful outcomes that was not possible under a performance-based rewarding mechanism.

This paper is organized as follows: Section 2 describes a model, and Section 3 shows a benchmark
case and truth-telling outcomes. Then, analysis will be presented in Section 4. This section includes
the comparison with other equilibriums where information is conveyed in only some periods, and the
impact of a monetary transfer to the expert after all the available information for the public has been
revealed.

2 Model

This is a special case of Tajika (2021)’s model. In particular, I narrow our focus to binary-type cases
where the payoff is solely determined by reputation'. Consider a two-period game where there exist
an expert (he) and an evaluator (she). There are two states in this world, w € Q := {z,y}, that are
equally likely. At the start of the game, a state is drawn and it remains fixed throughout the game.
It is not known to both players, but the expert privately receives a series of noisy signals about the
state through time. The extent of the noise varies depending on his type. Formally, in each period, he
receives one piece of information from a signal space, S = €. Subscription ¢ = 1,2 is used to describe
the period. The expert’s type space is also binary, § € © = {0,601}, with 0.5 < 0, < 8y < 1, which
indicates the accuracy of the signals. Specifically, € indicates the accuracy of the signal in the first
period, Pr(s; = w|w) = 6. The signal gets more precise in the second with the accuracy increased to
Pr(ss =wlw) = (1+a)8/(1+ ab) > 0 with o > 0. Pr(ss = w|w) is weakly increasing in § and « and
is equal to 6 if a = 0. Although it is a specific form, it makes the model tractable. The probability of
the expert being 0y is denoted by 7 € (0,1). All the information structure and the flow of the game
are common knowledge among the players except the type, state, and the realized signals. To keep it
simple, I assume that the expert does not know his own type?.

The expert has a chance to make a recommendation in each period after receiving the signal. He has to
give advice to the evaluator at least once. In other words, he can skip the first chance but has to make
a recommendation in the final period. If he gave her advice in the first period, he can either make
another recommendation or waive the chance to say further. Hence, the message space of the first
period can be represented by Ry = {z,y,?}. In the second period, the message space is represented by
Ry = {x,y,0} if he made any informative recommendation® in the first stage, and Ry \ {0} otherwise.

1T will cover the payoff including a monetary transfer that is considered in Tajika (2021) in Section 4.
2This is not an essential assumption on results throughout this study. This will be stated again in Remark 2.
3By informative recommendation, I referred to the messages that are not ().



Then, strategy function is given by 71 : S — Ry, and given 71 € Ry, 73 : S% x Ry — Ry \ ({r1} N {0}).

At the end of the final period, the true state becomes public. Both players can observe the true state and
whether the advice coincides with the state. The evaluator updates her beliefs, 5 : Ry X Ra x Q — AO,
about the type of the expert following Bayes’ rule. Off-path beliefs will be given later when needed.
The ex post expected accuracy, perceived by the evaluator, is denoted by 0, ,.,, where r; is the message
sent at period t = 1,2. Sometimes superscription will be added to distinguish the belief system under
which the expectation is formed. The payoff of the expert is now determined by

@(Eﬁ[elrlar%w])a
—_—————

08
where @ is an increasing differentiable function of expected ability. The expert receives higher reward
if the evaluator considers him as competent, or, having higher information acquisition ability. The
reputational payoffs, however, depends only on the expected ability calculated upon the ex post dis-
tribution. For example, two different ex post distributions with the same mean, give the expert the
same reputational payoffs.

3 Truth-telling path equilibriums

In this section, equilibriums with truthful recommendations in both periods will be examined. With
regard to information structure ordering of Blackwell (1953), this is the most socially desirable equilib-
rium. A trivial recommendation strategy that induces such outcomes is such that the expert reports
the signal he received in the period every time he gets a new piece of information. In what follows,
the fully truthful recommendation strategy will be presented (hereinafter, referred to as FT strategy;
FT equilibrium refers to equilibriums where FT strategy is played) as a bench mark*. It refers to
the strategy where the expert recommends honestly at any history. The evaluator forms her beliefs
correspondingly. Formally, r¥ (s1) = s1, rd (s1, s2;71) = s2 and
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where 9,7; row 15 the Bayes updated expected accuracy under FT strategy after observing 71, o, and w.

The out-of-equilibrium belief is to put 1 on 6p,.

Lemma 1. For any a > 0, fully truthful recommendation strategy and the corresponding beliefs form
an equilibrium iff

< <l+a (2)

Proposition 1. For any a > 0, and ®, there exists a distribution of ability where the fully truthful
recommendation and the corresponding beliefs form an equilibrium.

To understand this proposition intuitively, note that 9T = 05,” and HT oy = = 60T yy- Inconsistent
recommendations lead to the same reputational payoffs, and it does not matter in which period his
recommendation matched the true state. Roughly speaking, a moderate, that is, not the best but not
the worst, reputational payoff is reserved by simply recommending different messages from the previous

period. Suppose the expert recommended truthfully in the first period and received the same signal in

4See Tajika (2021).



the second. Sending the truthful message in the second period may cause losing the fixed reputational
payoffs if the signals were incorrect. Therefore, to make the expert report truthfully, the reputational
payoff when the signals were correct has to be large enough to satisfy the right side of inequality (2),
incentivising the expert to recommend truthfully. Suppose now he received the different signal in the
second period. His incentive for sending different messages is aligned with recommending truthfully.
However, if the payoff for two straight correct recommendation is too large, the expert may want to
report consistently, exhibiting herding phenomenon. This corresponds to the left side of inequality (2).

Remark 1. When a = 0, the necessary and sufficient condition for truthful recommendation equilib-
rium is ®(0F,,) +®(0F,,) —2®(0%,,) = 0. Fix oo and 0. As Oy approaches 1, 0%, and 07, approach
0r. Thus, m must approach 0 for the condition to be satisfied. If Oy approaches 0r,, the post beliefs
must converge to the same value. In this case, any ™ meet the condition; say m = 0. By continuity of
O, for any 0y € [01,,1] there exists m € [0, 1] that there exists FT equilibrium. When « > 0, the set of

(0, ) that establish truthful recommendation equilibrium has a positive measure in general.

Remark 2. Although equilibriums may still exist even when the expert precisely knows own ability, it
becomes more difficult to satisfy the condition for the existence. After either a truthful or dishonest
recommendation, the expert with a high ability will be more confident about the signal and have a
stronger incentive to make a truthful recommendation, while the expert with a low ability has a relatively
weaker incentive to be truthful and is more likely to deviate. The incentive conditions for the low ability
expert makes the equilibrium hard to exist.

3.1 On-Path Truth-telling Recommendation

The FT equilibrium, however, is more demanding than it actually needs to be to lead to an outcome
where the expert recommends truthfully in both periods. This is because under the strategy the expert
always tell the truth even off the path. As a result, when a = 0, it requires ®(67,,) — ®(67,,) precisely

Txrx

equals to ®(0%,,) — ®(07,,) to be FT equilibrium. In this circumstance, those equilibriums should
not be expected to exist in general. Even when a > 0, full truthfulness severely restricts the set of

distributions that sustain F'T equilibrium.

For this reason, in this section, on-path truth-telling recommendation strategy is introduced (here-
inafter, referred to as PT; PT equilibrium refers to equilibriums where PT strategy is played). It is
the same with truthful recommendation in the first period. If the expert recommended truthfully in
the first period, the continuation strategy is the same as that of the truthful recommendation strategy.
Tt is different only when the expert reported untruthfully in the first period. Formally, r§(s1) = s1,
r3(s1,82;81) = S2, and

(0T Y—d(6T )

O e Tyx Ty
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Y otherwise
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T otherwise

r5(s1,82;0) = s for s1, 80 € {z,y}.

r3(y,z;x) and 73 (y,y;x) are defined analogously. The corresponding beliefs would be (1). If this
consists of an equilibrium, the equilibrium path is the same as the one of FT equilibrium.

Proposition 2. For any a > 0, and ®, there exists a distribution of ability where the on-path truth-
ful recommendation and the corresponding beliefs form an equilibrium. A distribution sustains PT
equilibriums if and only if

= = s 5

I+a Q(ngx) - Q(agyx) 1 — DPax ( )

where pye = Pr(w = x|sy = so = x) is the probability of, given the expert having received the same
two signals, those signals being correct. Moreover, 1 + a < 1f’;" .



Under PT strategy, the inequality of the right side of (2) is replaced with a weaker condition maintaining
the same outcomes. Hence the set of distributions that sustain truth-telling outcome becomes strictly
larger when using PT strategy than using FT. This is especially striking when « approaches to 0. The
interval characterized by (2) shrinks to {1}, which requires ®(0%,,) — ®(0%,,) = ®(6%,,) — ®(0L,,)
to establish an FT equilibrium. On the other hand, the interval characterized by (5) has a positive
length. In the following section, it is assumed that « is sufficiently small. From the above-mentioned
reasons the claims about FT equilibriums built on the assumption might be considered weak because
the set of the distributions that sustains F'T equilibriums converges to a null set. This concern can be

solved by adopting PT equilibrium.

Example 1. Suppose that 0y = 0.8, 0, = 0.5 and © = 0.9. Suppose ®(0) = 6% and set a = 1. Then,
there exists a PT but not an FT equilibrium.

4 Comparisons

4.1 Payoffs

There are other equilibriums with different equilibrium paths. While truth-telling path equilibriums
give the society the maximum information, it may not be the best option for experts who care the
reputation. Choosing the one with maximum ex ante payoff to the expert seems to be a reasonable
equilibrium selection rule. In this section I compare the ex ante payoffs of expert between truth-telling
path and the paths where truth-telling occurs in only one period, and messages are ignored in the
other period. The beliefs of the evaluator are assumed to be consistent with the expert’s strategy.

When @ is linear, the ex ante payoffs under truth-telling equilibriums and ones of the other equilibriums
are all the same. This is obvious because the ex ante distribution of accuracy is merely a mean
preserving spread of ex post accuracy. In this section, ® is assumed to be convex and two strategies
where informative messages are sent less than twice will be compared: equilibriums by waiting strategy
and equilibriums by consistent strategy. Under waiting strategy, the expert maintains silence in the
first period, and waits for a more accurate signal. Formally, 71V (s1) = ) and 73V (r1,51,52) = s2. A
waiting equilibrium is an equilibrium in which waiting strategy is played. It can be readily shown
that there certainly exists such an equilibrium: the evaluator updates her beliefs, 9,‘?1/ row> defined
correspondingly, unless the expert does not send ) in the first period, in which case it is believed that
0 = 0r. r¥ is a unique best response to this beliefs.

Proposition 3. Suppose « is sufficiently small. Then the payoffs of FT (or PT) strategy are greater
than those under waiting strategy if ® is strictly convex.

Under consistent strategy, the expert makes a truthful recommendation in the first period and repeats
the first signal in the second period. In consistent strategy, r{(s1) = s; and r$(s1, s2;71) = s1.
Consistent equilibrium is defined and is shown to exist in a similar way.

Proposition 4. Suppose « is sufficiently small. Then the payoffs of FT (or PT) strategy are greater
than those under consistent strateqy if ® is strictly convez.

4.2 Monetary Transfer

So far, it has been assumed that the expert yields payoffs that are solely determined by reputation. In
many cases, however, experts are employed by firms and paid for their expertise. In what follows, a
monetary reward is given to the expert if the last recommendation matches the true state. The payoff
will be described as

K1(ry = w) + ®(Es[0|r1, re, w]),



where the first term indicates the monetary rewards with K > 0. The reward only depends on the
final recommendation and the true state regardless of whether he changed his words; although the
model does not specifically depict the evaluator’s action, she might make an action after receiving all
the recommendation provided, which gives a positive payoff to the evaluator if the action matches
the true state. Given that those recommendations are believed to be honest, she will follow the final
recommendation as the second signal is more precise than the first. In such cases, K can be seen as a
monetary transfer from her.

Denote by ees 9eis Qicy and 4ii,

0%, (1 + « 02(1+4 «
qCC:Pr(w:SQ:51|31):w%“9H)+(1*7r)1L(+7aeL)

O (1 —0g) 0r,(1—0r)
Gei = Pr(w =s1 # sa]s1) =7 T+ o +(1—m) 11 ab, o
i = Pr(sy=s1 #w|sy) = w.i_(l_ )w and
qii = 2 — o1 1_7T1+040H ™ 1+OZQL,

9H(179H)(1+Ot) 0L(1*0[,)(1+OL)
ic:P = = 1- =(1 ci»y
q r(w=sy # s1|s1) =7 5 abn +(1-mn) 1T a0, (1+a)g

respectively. These are the probabilities of the signals being correct conditional on the first signal; the
subscript 7 stands for “incorrect,” and ¢ stands for “correct.” Also note that because the states are
equally likely, the realization of the first signal does not change the ex ante probability of the second
signal being correct. In other words, ¢.. is also equal to Pr(w = s2 = s1) and the others are analogous.
Additionally, let ¢; := geec + gei = Pr(w = s1]$1) and ¢; := gic + qii = Pr(w # s1]s1). These are the
probabilities that the first signal is correct and incorrect, conditional on it, respectively.

Proposition 5. For any « > 0, fully truthful recommendation strategy and the corresponding beliefs
form an equilibrium iff
1 < oL ) —-®0L, )+ K

TYT TTY <1+a. 7
Tta = o0L,) a0 )1 K - (7)

Proposition 6. For any a, K > 0, on-path truthful recommendation strategy and the corresponding
beliefs form an equilibrium iff

[ta (0L, o0, )+ K 1 Cqu ®(0L,) oL )+ K ®
+ o ( :r;vw) - ( :ryw) + — Pza dii ( :r:cw) - ( :ryz) +
Furthermore,
Dz qc — 4Gi K
l+a< - . (9)
1—paa qii (I)(egxx) - (I)(agyac) + K

The impact of K > 0 in FT equilibriums is straight forward. As K increases, the (LHS) of the right
inequality of (7) in Proposition 5 monotonically approaches to 1. Although Proposition 6 seems more
complicated, the right inequality of (8) is equivalent to

>0

which holds for any K > 0 if it does under K = 0. Hence both (7) and (9) hold if K becomes sufficiently
large: it is consistent with the intuition. The second claim of Proposition 6 corresponds with that of
Proposition 2. It says that the inclusion relation between the sets that sustain truth-telling outcomes
under two different strategies is robust to the monetary transfer.
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A Proofs

Proof of Lemma 1. Suppose the expert played according to r;. Then, the expected payoffs of playing
ro are given as

Pas®(O70s) + (1 = Paa) ®(05,,)  if 51 = 52,
where

(9?{(1+O¢) 4 (179H)2> -
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( 1Fabn T 1tabn >7T+ ( %00, T 1FabL ) (1-m)
Pay = “% (13)
Pyz = ;73 =1 = Ppay, (14)



Dsys, := Pr(w = x|s1, s2) is the probability of the state being z after receiving s; and s, as the first
and the second signal respectively. Note that pye > pye > Doy > Dyy-

If the expert lies in the second period, that is, 72 # s1 the expected payoffs are

For the continuation strategy to recommend truthfully in the second period to be optimal, the following

has to hold: - -
Pzax > (I)(exyr) - (I)(axzy) > 1- Pyx _ 1

(16)

Now suppose the expert recommended the opposite signal from what he received in the first period. For
the expert to recommend truthfully in the second period, the following two inequalities are required:

. (17)
It is now equal to
-1
1—pee — @(egxm) - q)(egym) T l+ta
Combining (16) and (18), it has to be
min A4+ ap > = > max , ——— 19

Considering 1 + a = pgy /(1 — pry) and pre > Poy = 1 — pye, (19) results in (2).

It remains to show that, given rl(sq,s9;71) = s, the optimal behavior for the expert in the first
period is to recommend truthfully. As the monetary rewards are only determined by the second
recommendation, only the reputational payoffs will be taken into account. It is obvious that there is
no incentive to send r; = (), because the evaluator believes the expert is of type 6y, with probability 1.

For truthful recommendation to be the optimal behavior given the second period strategy, r3 , it needs
to be satisfied that

> qec®(0},,) + i ®(01,,) + @i ®(0L,,) + 6icP(01,,). 20)
It is summarized as
() {n 2B =0 oo 22 2D o) - o)
SEETATEL A :0(1 I g 2y
- 1+ afy 1+ afy, Ty wry
<0

It always holds that, as 1 > 0y > 65, > 0.5, the (LHS) is always positive and the (RHS) is always
negative. O



Proof of Proposition 1. Lemma 1 shows that a sufficient condition for a truthful equilibrium to hold

i ®(00) — ©(01y,) = O(07,,) — T(0;,) (22)

TyT TYT TTY

It is obvious that, when there is only one type of accuracy, the ex post belief would not change. In

other words, for any fixed 0y and 6, if 7 = 0 or # = 1, 01, = 07 . = 0L : hence, ®(07,,) +

(0T ) —2®(07 ) = 0. On the other hand, as @ is a differentiable increasing function, the derivatives

TTY TYyT

of ®(07,,) + ®(07,,) —2®(07,,) at 7 = 0 and 7 = 1 is positive if and only if,

Tyx

dagxr degwy _ 2d9£yz _ (9H — 9[,)3(1 + aHL)
dm |, dr |._, dm |._, (1—=0.)20.(1+ aby)
dez;zz defzy . 2d93;y:c . (9[{ - QL)S(]- + Oz@H) <0
dm | _; dr |, _; drm | _, (1—0u)20u(1+aby) '

Therefore, by the intermediate value theorem, there must exist 7 € (0,1) to make ®(6%,,) —®(6%,,) —

20(0%,,) = 0. It fulfills the sufficient condition for the existence of truthful equilibrium and if o > 0,
there is an interval around 7*. O

Proof of Proposition 2. Assume that the expert reports honestly in the first period. Without loss of
generality, suppose s1 =71 = y. If s9 = x (or s3 = y), the requirement for the expert to be truthful
corresponds to the inequality, the right (or left) side of (16). This criterion corresponds to the definition
of r3(z,z;y) in (3) (or r3(z,y;y) in (4)). Hence, if there is a deviation strategy that is profitable, it
has to be such that the expert lies in the first period for some signals. Arbitrarily fix such $; € {z,y}
that the expert report 71 # §;. Let 55 € {x,y} be the different with $;. Note that, 7} = 3s.

If the expert received so = §;1 in the following period, it is the best response to report truthfully. This
is because the left side of inequality of (18), the condition for the expert to do so, is strictly weaker
than the left side of inequality of (5). Consider r' and 7 such that r{(51) = r{(81) = 71. Let

r5(81,59;71) = 52
and

T'/Q/(él, 52;771) = .§1.
Any deviation strategy would be a form of either ' and r”. However, r’ after receiving 81, is such that
the expert lies in the first period; and tell the truth in the second period. It has been already shown

in the proof of Lemma 1 that telling the truth is a best response for the expert as long as the right
inequality of (5) holds.

r", on the other hand, after receiving §; is such that the expert lies in the first period; tell the truth
if the second signal is consistent with the first one; and keep lying if it is inconsistent. However, this
gives the same consequence with giving different recommendations. Suppose s; = x. If the signal
history is (s1,82) = (x,), then the report history will be (ry,72) = (y,x). If the signal history is
(s1,82) = (x,y), then the report history still will be (r1,r2) = (y,z). The expert gets better off by
playing r* than to playing " if

(23)
>®(07,,) = 4ee®(00,,) + ¢ii®(01,,) + 4ei®(01,,) + 4ic®(01,,),
which is equivalent to

From (11) and (6), gee/@ii = Paz/(1 — Dzs). Then it is equivalent to the left inequality of (5). The last
part is already proven in the proof of Lemma 1.

The discussion above shows that (5) is a sufficient condition for r* to form a PBE. As to the reverse,
the first paragraph of this proposition implies that it is a necessary condition. O
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Proof of Proposition 3. The expected accuracy corresponding to waiting strategy and expected repu-
tational payoffs are given by

0% (14 afp)m+ 602 (1 + abfy)(1 —m)

HW _ (

P22 = 9 (1+ af)m + 0.(1 + afg)(1 — )

o @H(l—QH)(].'FOZQL)TF'FQL(].—QL)(1+Ck9H)(1—’/T) (25)
by = (1—9H)(1+a(9L)7T+(1—(91)(14-049;1)(1—7‘(’)

oY =0pifr #0

T1T2W

and
1-‘1-04)9H (1+OZ)HL 1—0gy 1-6g
FY (0, 0) = (& 1—7) | &6 1—7) | (6
00 = (S s L2000l + (a1 7)) 06,

(26)

The expected reputational payoffs of truthful recommendation strategy are

FT(aa (I)) = QCc(b(eza:a:) + q”q)(ewzy) + (ch + QCz>(I)(9myw))
Suppose o = 0. Then )%, [a=0 and 67 |a—o will be used to calculate the difference of the payoffs
compared to waiting strategy.
FT(0,@) = FY(0,®) =(n(1 — 0)* + (1 = 7)(1 = 01)*) (07 la=o0)
+2(m0g (1 — 0g) + (1 = m)0L(1 — 0.)) (67, |a=0)

— (70 + (1 — 7))@ (gl a=o)
—(m(1 = 0p) + (1 —7)(1 = 0L)) @ (G40, la=0)-

As the ex post beliefs are more dispersed under truthful recommendation than waiting strategy, Hé’gx

and O&y can be expressed by a convex combination of Hfmy, nyz, and 67 . They can be rewritten as
0%m + 02 (1 — ) 0%m + 62 (1 — )
w, _%H L T o 1_H L T 9
H(Da::rlafo Oy + aL(]- — 71_) 9:E;vw|0170 + ( Oy + 0[](]_ — 71') 9wya:|0470 ( 8)
Op(1—0p)m+0r(1 —0L)(1 —m)
0 |a—o = 0L o= 2
Oayla=o 1—=0m)r+(1—0L)(1—m) zyala=o (29)
Ou(1—0y)m+0,(1—0L)(1 — 71')) T
1- 0nla= 30
+( (1—0)m+(1—0,)(1— ) raylao (30)
By Jensen’s inequality, the followings hold if ® is strictly convex:
0%+ 602 (1 —m) 0%+ 6% (1 —m)
(Ol e (0] 0 lo= 1A=L (0], pla=
( @mm' —0) < 9H7T+0L(1 —7T) ( 93:1,’:6' —0)+ 9H7T+0L(1 —7T) ( Iyib| —0)
Op(1—0g)r+60,(1—0)(1—m
B0 amo) < 10— PT L IO T g7 ) (1)

(1—0m)m+(1—0.)(1—m)
0 (1 —0u)m +0,(1—0L)(1 —7) .
' (1 1 -0m)m+(1—6,)(1—m) ) (0z2yla=0)
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Hence, if ® is strictly convex,

FT(0,®) - FY(0,®)
=F7(0,®) — (70 + (1 = m)0)®(0p,,|a=0) + ((1 = 0m) + (1 = ) (1 = 02)) (B, la=0))
> FT(0,®)
2 T 2
o+ 0w { T

T+ 6i(1—m)
Orm+0r(1 —m)

~ (n(1 = )+ (1= m)(1 - 00)) x { =g T g |,

‘9H<1_9H>7T+0L<1_9L)(1_7T) T

~ (B uloco) + (1 (6 la)

After calculation, the (RHS) equals to 0. By continuity of F7(a,-) and F" (a,-) in a, the inequality
holds when « is sufficiently small as well. O

Proof of Proposition 4. Note that consistent recommendation is essentially equal to recommending
only once in the first period. If « is negligibly small, the expert receives signals of the same quality,

hence, the evaluator’s beliefs would not depend on the timing of recommendation. If o« = 0, 6, = Gg;x

and Hfzy = Hé/zy. Suppose a = 0. The expected reputational payoff under consistent recommendation
is given by

FE0,@) = (0 +01(1 — 1)) (05,0 a=0) + (1 = 0r)m + (1 = 02)(1 = 7)) @0, la—o)

33
= F"(0,0) (33)
Thus, FT(0,®) — FC(0,®) = FT(0,®) — F(0,®). In the proof of Proposition 3, it is shown that the
RHS is positive when ® is strictly convex. Continuity concludes the proof. O

Proof of Proposition 5. As the monetary payoff only depends on the recommendation in the final
period, the first recommendation only affects the reputation term. Therefore there is no deviation
incentive in the first period when the continuation strategy is fixed as truth-telling, as seen in the
proof of Lemma 1. In the second period, it can be readily shown that the incentive compatibility
conditions in the same proof, (16) and (18), are the special cases with K = 0. With K > 0, they are
re-written to

(0T ) — d(6T K
Paw B(0],,) ~B(O0,) + K 1

and )
(0T ) — (07, K\
resulting in (7). O
Proof of Proposition 6. Start with the last claim. Re-arrange (9) to
( ) n < (1+ a)gii (36)
qC ql @(0%;:1:) _ @(egym) + K QCc «Q sz~

The fact that qgee/qii = Pra/(1 — Daz) is used to derive (36). Using the definition of ¢. and g¢;, and the
fact that ®(0L,,) > ®(6Z ), (36) holds if the following inequality holds which is always true.

YT

aqi; < Gic — qei = Qi (37)
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Move on to the first claim. The optimality of truth-telling after previous truth-telling recommendation
is guaranteed if

TYT

oL Yol )+ K

which is satisfied if (8) holds. Hence, provided the last claim into account, if there exists a deviation
strategy, there must be a signal s; = §; after which the expert tells lie. Re-using the same notation in
the proof of Proposition 2, it must be a form of either ' or r”/; and ' is ruled out by the same logic.
In r”, the incentive condition in the proof of the proposition, (23), is re-written to

20 (0yy) + (dee + Gei) K (39)

which is equivalent to the right inequality of (8). O
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