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We investigate the conventional wisdom that competition among interested parties attempting
to influence a decisionmaker by providing verifiable information elicits all relevant infor-
mation. We find that, if the decisionmaker is strategically sophisticated and well informed
about the relevant variables and about the preferences of the interested party or parties,
competition may be unnecessary to achieve this result. If the decisionmaker is unsophisticated
or not well informed, competition is not generally sufficient. If the interested parties’ interests
are sufficiently opposed, however, or if the decisionmaker is seeking to advance the parties’
welfare, then competition can reduce or even eliminate the decisionmaker’s need for prior
knowledge about the relevant variables and for strategic sophistication. In other settings only
the combination of competition among information providers and a sophisticated skepticism
is sufficient to allow effective decisionmaking.

“. . .[T]he only way in which a human can make some approach to knowing the whole of a subject is by hearing
what can be said about it by persons of every variety of opinion, and studying all modes in which it can be looked

at by every character of mind.”
—John Stuart Mill, On Liberty

“So long as dissent is not suppressed, there will always be some who will query the ideas ruling their contemporaries

and put new ideas to the test of argument and propaganda.”
—Friedrich A. Hayek, The Road to Serfdom

“What we usually call ‘scientific knowledge’ is, asarule . . . information regarding the various competing hypotheses
and the way they have stood to various tests.”
—XKarl R. Popper, The Open Society and Its Enemies
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1. Introduction

B A common problem faced by decisionmakers is the need to rely on suggestions and
information provided by individuals who are affected by their decisions. Although interested
parties may try to manipulate the decisionmaker’s choice by concealing or distorting in-
formation, their efforts do not always succeed. An archetypical example of an institution
that is designed to prevent concealment and distortion is the adversary system used to
resolve legal disputes. The chief perceived virtue of an adversary system is that, since any
relevant piece of information favors one disputant or the other, one can rely on the disputants
themselves to report all relevant information. More generally, it has been argued that “free
and open discussion” or ‘“‘competition in the marketplace of ideas” will result in the truth’s
becoming known and appropriate decisions’ being made in a variety of political, scientific,
legal, regulatory, and market contexts.

In this article we examine the validity and scope of this argument by studying the
problem of a decisionmaker who must rely on one or more interested parties to provide
information about possible decisions and their consequences. We identify conditions under
which a decisionmaker can reach a good decision despite possibly severe limitations both
on the decisionmaker’s prior information and ability to draw sophisticated inferences and
on the capacity of the interested parties to communicate what they know.

There are two general kinds of strategies that may be available to a decisionmaker to
overcome some of these limitations. First, although lacking information about the specific
situation, a decisionmaker may nevertheless be sophisticated about interpreting any infor-
mation reported to him by recognizing that self-interest tinges the reports. We shall find
that a sophisticated skepticism can be an important weapon in the decisionmaker’s arsenal.
Second, a decisionmaker—even one who is too unsophisticated to implement an effective
skeptical strategy—may still be able to extract useful information by inducing well-informed
parties with competing interests to compete in providing information. Sometimes, a com-
bination of these two techniques is required for optimal decisionmaking.

For our formal study of the decisionmaker’s problem, we introduce a class of “persuasion
games.” In these games the decisionmaker and the interested party or parties interact only
once, so that issues of reputations do not arise.! We assume that the interested parties can
withhold information, but that the decisionmaker can freely verify anything that is reported
to him. For example, a seller might verifiably report that his product meets or exceeds a
standard that is out-of-date or just barely met, but at the same time he might simply fail to
mention a more relevant or stringent standard that the product does not meet.

The assumption that reported information can be freely verified is important for our
analysis, although one could substitute the assumption that there are penalties for perjury,
false advertising, or warranty violations that are sufficiently sure and heavy that false reporting
never pays. When information is not verifiable, the reliability of any report depends in part
on the degree of consonance between the objectives of the decisionmaker and those of the
interested party or parties. The case with one interested party is equivalent to a problem of
delegation, and has been studied by Holmstrom (1977) and Crawford and Sobel (1982),
among others.

We begin our formal analysis in Section 2 by studying the problem of a decisionmaker
who relies on a single interested party to report information. Initially we investigate how a
sophisticated decisionmaker can use skepticism as a weapon to extract maximum infor-
mation. Our first results here extend ones previously reported by Milgrom (1981) and Gross-
man (1981): If the interested party has known monotone preferences over the decisionmaker’s
choice set (e.g., a seller wants to sell as much as possible, an electric utility company prefers

! See Sobel (1985) for an analysis of reputation building in information provision.
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less restrictive emissions standards) and has information that bears on the decisionmaker’s
preferences, and if the decisionmaker knows what information to seek, then (i) the deci-
sionmaker’s unique equilibrium strategy is to assume the worst, that is, to make the inference
that, consistent with his information, leads to the least favorable decision for the interested
party and (ii) the equilibrium decision is the full-information decision—the decision that
would have been reached if the decisionmaker had perfect access to the interested party’s
information.

Often an interested party will be uncertain about whether the decisionmaker is so-
phisticated, that is, capable of game-theoretic reasoning. There are many kinds of unso-
phisticated behavior. For example, an unsophisticated buyer may be naively credulous, that
is, he may interpret any information reported to him as if it were the complete report of
some disinterested observer? and act accordingly. When the interested party is unsure whether
the decisionmaker is sophisticated or naively credulous, his equilibrium reporting strategy
is the strategy that elicits the most favorable decision from a credulous decisionmaker.? For
example, a rational salesman will treat every buyer as if he were naively credulous. This
treatment, however, does not harm the sophisticated decisionmaker: at equilibrium, he uses
the skeptical “assume-the-worst” strategy, interprets the salesman’s report correctly, and
reaches the full-information decision. Similarly, the presence in the market of sophisticated
buyers does not benefit an unsophisticated buyer; he hears the same report and makes the
same decision as he would if the seller knew him to be naively credulous.

It is interesting to contrast these results with the results of search-theoretic models in
which consumers search for the lowest price. There, the presence of knowledgeable con-
sumers, or ones with low search costs, benefits less knowledgeable consumers by shifting
downward the distribution of prices (Wilde, 1977). Similarly, consumers with high search
costs harm other consumers by shifting the distribution of prices upwards. In our model
there is no such effect, because the seller finds that the same strategy is effective against both
sophisticated and credulous consumers.

The assumptions needed to justify the conclusions of Section 2 are many. First, one
needs to assume that the interested party’s preferences are known. For example, this as-
sumption would be satisfied if the interested party is a seller who is offering a single product
and wants to sell as much as possible, or if he is offering one unit of any of several products
and wants to sell the most expensive one. On the other hand, if mark-ups vary across several
products in a manner unknown to the buyer, then the result does not apply—the seller may
benefit by withholding information. Similarly, if the decision involves, say, setting product
safety standards, the interested parties’ preferences are likely to be unknown and complex,
and the result again does not apply.

Second, the decisionmaker must know the factors about which the interested party has
information to detect situations in which information is being withheld. For example, if a
used car salesman has information about recent repairs to a car but does not report it, the
buyer may not know that information has been withheld.

Third, the decisionmaker must be sophisticated enough to draw the appropriate infer-
ence when information is withheld. When any of these first three conditions fails, the de-
cisionmaker will be unable to implement the strategy of extreme skepticism, and will suffer
a loss of utility as a result.

Finally, for the full information decision to be an appropriate welfare standard, the
decisionmaker must be able to draw the proper inferences and reach the right decision when
all relevant information has been made available to him.

2 The way a naively credulous decisionmaker forms his beliefs is made precise in Section 2.

3 A similar result is shown to hold for a wide class of unsophisticated behaviors, provided that the decisionmaker
responds positively to “favorable information.” The result that the interested party treats a decisionmaker as if he
were unsophisticated also holds for more complex environments, in which various kinds of unsophisticated behavior
are possible.



