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Abstract

We address economies with asymmetric information where agents are not perfectly
aware of the informational structure for coalitions. Thus, when joining a coalition,
each consumer considers the informational risk and may be uncertain about the prior
relevant to her decision. In this context, we introduce cooperative solutions that we
refer to as risky core, ambiguous core, and MEU-core. We provide existence results
and a variety of properties of these concepts, including their coalitional incentive
compatibility. We also formalize the intuition that the blocking power of coalitions is
increasing with their information but decreasing with the degree of risk or ambiguity
aversion faced by their members.

Keywords Differential information - Risky core - Ambiguous core - MEU-core

JEL Classification D71 - D81 - D82

1 Introduction

Within a complete information scenario, the core is a natural cooperative solution that
features stability against the blocking of coalitions. In fact, a feasible allocation belongs
to the core of a complete information economy if no coalition is able to improve it via
an alternative that is available for its members by using their own resources.
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The extension of the core notion to an incomplete information setting does not lead
to a unique concept since it is necessary to state the mechanism that allocates the
information to agents joining a coalition. For instance, the approach underlying the
coarse core, introduced by Wilson (1978), considers no sharing of information and
agents in a coalition can only rely on common knowledge events to construct poten-
tial objections. However, if members of a coalition pool their information, then one
obtains the notion of the fine core, also proposed by Wilson (1978). As pointed out by
Wilson (1978) those two notions have existence and incentive compatibility problems.
Specifically, the coarse core may not exist, the fine core exits, but it is not incentive
compatible. Yannelis (1991) introduces the private core where the information of an
individual is not modified when a coalition is formed, that is, each member keeps
her private information regardless of the coalition she belongs to. This notion exists
and it is incentive compatible as shown in Koutsougeras and Yannelis (1993). These
cooperative concepts are particular cases of the solutions proposed by Maus (2003)
and Allen (2006), where sharing rules determine the information that agents have in
coalitions.

In all the previous cooperative solutions, the information that each member will have
in a group is riskless. Nevertheless, the informational profile that will prevail when
asymmetrically informed agents join a coalition requires a process of communication
among them. Thus, the behavior of agents concerning the degree of revelation of
their information may depend on the features of the others to which they join. For
instance, trust or mutual distrust, the number of times the group has met, knowing
or not the others, the inherent characteristics of the coalition itself, the techniques
used in the communication systems, among other issues, usually play an important
role regarding the information that is finally revealed. All these points may result in a
complex mechanism of information transmission that in addition is subject to a variety
of changes. Then, it is difficult to argue that the informational profiles for coalitions
are certain. This leads individuals to face uncertainty, risk or ambiguity, about the
information they will have or they can use when joining a coalition.

In this paper, we provide a variety of new cooperative solutions for differential
information economies that we call the risky core, the ambiguous core, and the MEU-
core. We analyze these concepts and obtain existence and incentive compatibility
results, along with further properties. In the absence of risk, these new concepts include
as particular cases the fine and coarse core that go back to by Wilson (1978), the
private core introduced by Yannelis (1991), the cores defined in Maus (2003) and
Allen (2006), and the core presented in Hervés-Beloso et al. (2014) in which the
available information for coalitions may be in relation with their size.

We consider an economy where consumers commit to resource assignments before
learning their private information. There is also uncertainty regarding the information
that each individual will have when forming groups. In this way, agents have beliefs
about the informational profile that will be followed when they join a coalition. When
these beliefs are given by a probability distribution and the blocking mechanism con-
siders expected utility functions over the informational scenarios, we obtain the risky
core. When beliefs are given by a set of probability distributions, we get either the
ambiguous core or the MEU-core depending on agents’ attitude toward ambiguity. The
former is based on the decision model stated by Klibanoff et al. (2005) while the

@ Springer



Information within coalitions: risk and ambiguity 127

later follows the maxmin expected utility model proposed by Gilboa and Schmeidler
(1989). To analyze these cooperative solutions, we study their existence, incentive
compatibility properties, and some comparative static consequences.

We follow different approaches that allow us to obtain independent existence results
for the risky core: (i) recast the economy as a non-transferable utility game with a
non-empty core; (ii) obtain the risky core as a larger set than the one of Walrasian
expectation allocations; (iii) show that the risky core equates the set of equilibria of a
coalitional exchange economy (see Del Mercato 2006). Furthermore, we state some
boundaries to more general existence results by showing that, when the original private
information is riskless, the non-emptiness of the risky core requires that members in
a coalition do not give a large probability to share their information.

To study incentive compatibility properties of our core concepts, we extend to our
setting the notion of coalitional incentive compatibility introduced by Koutsougeras
and Yannelis (1993) and Krasa and Yannelis (1994). In this way, we show that, when
utility functions are separable in the states of nature and there is no risk or ambiguity for
the grand coalition, our cooperative solutions concepts satisfy the coalitional incentive
compatibility, that is, when agents commit to an allocation in the risky, ambiguous,
or MEU-core, coalitions will not have incentives to misreport the information after the
realization of the state of nature.

Furthermore, we formalize the intuition that the blocking power of coalitions is
increasing in information and decreasing in the degree of risk aversion faced by their
members. Our comparative static results show that the risky core does not shrink
when agents become either more risk averse or more optimistic about the amount
of information that will be attained in a coalition and, analogously, the ambiguous
core cannot shrink when agents become more ambiguity averse. Hence, existence
results for both the ambiguous core and the MEU-core are obtained as byproducts of
the non-emptiness for the risky core.

The rest of the paper is organized as follows. In Sect. 2 we describe the economy
and in Sect. 3 we provide the risky core definition. In Sect. 4 we state a collection of
existence results for the risky core, whereas in Sects. 5 and 6 we analyze its coalitional
incentive compatibility and comparative static properties, respectively. In Sect. 7 we
extend the analysis to include ambiguity. In Sect. 8, we conclude with some remarks.
To facilitate the reading, all the proofs are relegated to a final appendix.

2 The economy

Let us consider a differential information exchange economy £ with a finite set N =
{1, ..., n} of consumers. The economy extends over two time periods and there is
uncertainty about the state of nature that will be realized at the second period, where
consumption takes place.

Let £2 be the finite set of states of nature. A profile of information P = (P;)ien
specifies a partition P; of £2 to each consumer i and determines the information that
every individual will have about the realization of the states of nature. In our model,
there is uncertainty about the profile of information that will prevail and each consumer
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i has beliefs that are given by a probability distribution r; = (ri73 )pep, where P denotes
the set of informational profiles.

There is a finite number £ of commodities at each w € 2 and, regardless of the
informational profile, every agent i has endowments ¢; = (¢;(®))pec2 € (Rﬁ_)k,
where k is the number of states of nature. Individuals’ beliefs are compatible with
their endowments in the sense that for any P = (P;);en such that rl.73 > 0, ¢; i
P;-measurable.! That is, agents cannot have less information than the one revealed by
their endowments.

Consumers commit to allocations before learning the information they will have.
Hence, a consumption plan for an individual is given by a vector of commodity bundles
at each state of nature for every informational profile, that is, it is a function from [P
to (Rﬁ)k. Each agent i assigns to a consumption plan x; = ()ci73 )pep the utility level
Ui(xi) = Y pep r?ui(x?), where u; : (Rﬁ_)k — R is a continuous, increasing,
and concave function.

A net trade z is given by vectors zlp = (zlp (w))wes2 for each consumer i and every
P € P. A net trade is feasible if it is both physically and informationally feasible.
Physical feasibility means ),y zip(a)) <0, for all (P, w) € P x £2. Informational
feasibility requires zlp to be P;-measurable for each P = (P;)ijey andi € N. An
allocation x assigns a commodity bundle xip (w) € Rﬂr to each consumer i, for every
(P,w) € P x £2. The allocation x is feasible if x (®) = ¢;(w) + z () for some
feasible net trade z. Let F denote the set of feasible allocations.

3 Coalitions and information: the risky core

In general terms, an allocation belongs to the core of an economy if it is feasible and
it is not blocked by any coalition. Addressing differential information economies, to
propose a cooperative solution concept like the core, one has to specify the information
that coalitions have. In this work, we consider that individuals are not perfectly aware
of the information that is going to be obtained when they join a coalition. In this way,
each member in a coalition has beliefs given by a probability distribution on the set
of profiles of information. To be precise, for each coalition S there is a set p(S) =
{pi(S) : i € S} of probability distributions p; (S) = (,oi73 (8))pep that capture the risk
of the informational communication process, where ,oip (S) denotes the probability
that i gives to the implementation of 7 when S is formed.”

Within this framework, and in order to block an allocation, members of a coali-
tion consider net trades for every possible profile of information. That is, given a
coalition S, a vector 7 = (Zp)pe]p, where z7 = (Z;P)ies, is a net trade attainable
for S if (i) ZF is physically feasible for S, i.e., Zies zlp < 0, and (ii) for each

I Givena partition P of 2, x = (x(w))ypen € (Rﬁ)k is said to be P-measurable when it is constant on
the elements of the partition P. That is, x (w) = x (') for all states w and ' belonging to the same element
of P.
2 To unify notations, members of a coalition consider probability distributions on the set of informational
profiles. However, the veto power of a coalition S does not depend on the information that agents in N\ S
have.
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i e, ZlP is P;-measurable, for every P = (P;)jen. In this way, y = (yp)pe]p,
where yP = (yl,73 )ies, s an allocation attainable for S if there exists a net trade z

attainable for S such that yip =e + zlp > O forevery P € Pandi € S. Let F(S)
denote the set of attainable allocations for S.

Definition 1 (Risky core) Given p = (p(S))scn, an allocation x is blocked by a
coalition S € N if there is y € F(S) such that ¥ pp o7 (S)u; (yF) > Ui (x;) for
everyi € S.3 Therisky core C »(€) is the set of feasible allocations that are not blocked
by any coalition.

In the definition of the veto mechanism that underlies the risky core, when an
individual i joins a coalition S, her tastes for consumption are not altered and remain
represented by u;. However, her original beliefs r; about the profile of information
are updated and become p; (S), affecting both her welfare and the veto power of the
coalition. To be precise, albeit the distributions (7;);cy capture the beliefs about the
information that the consumers will have when the contingent promises are delivered
in the economy, they do not necessarily identify the information that a group of agents
will have when they join a coalition with the aim to block an allocation. Thus, the
informational risk determining the veto mechanism that leads to the risky core is
given by the set of probability distributions p(S) = {p;(S) : i € S} for each coalition
S. Although the notion of risky core does not require particular relations among the
different probability distributions, some conditions on them considered along the paper
will allow us to state a variety of results and remarks.

In general, an allocation is said to be Pareto optimal or efficient if it is feasible
and there is no other feasible allocation that improves every consumer. Within our
approach, when p;(N) = r; for every individual i € N, a feasible allocation is
efficient if and only if it is not blocked by the grand coalition, as it is the case for pure
exchange economies with complete information. In addition, an allocation is said to be
individually rational if every consumer becomes no worse than with her endowments.
Note that if an allocation x is not blocked by the coalitions with just one member, then
we have that Ui (x;) > Y pep pF (liDui(ei) = ui(e) = Yopoprlui(e) = Ui(ei),
and then x is individually rational, regardless of the individual beliefs.

Along this paper we will use the following terminology and notation. Given parti-
tions P and P’ of §2, we say that P is finer than P’ (or, equivalently, P’ is coarser than
P)ifforevery A € P thereis B € P’ suchthat A C B. The joinofaset{P, : h € H}
of partitions of £2, denoted by \/, .y P, is the coarsest partition that is finer than

3 Following the related literature, we consider the strong veto condition requiring that every member in
a blocking coalition becomes better off. Even with continuous and monotone utility functions, in dif-
ferential information economies the weak and strong veto are not equivalent. To show this, consider an
economy with three consumers, three states and one commodity. Private information structures are P; =
{{a, b}, {c}}, P» = {{a, c}, {b}} and P3 = {{a}, {b, c}}. Endowments are ¢; = (1, 1,0) e = (1,0, 1), and
e3 = (0, 0, 0). The expected utility functions are Uy (x4, Xp, X¢) = (Xqg +xp)/4+ xc/2, Ur(xq, Xp, X¢) =
(xq + x¢)/4 + xp/2 and Uz (x4, xp, X¢) = (xp + x¢)/4 + x4 /2. The endowment allocation is blocked in
the weak sense by the big coalition via the allocation that assigns (0, 0, 1) to agent 1, (0, 1, 0) to agent 2
and (1, 0, 0) to agent 3. However, there is no coalition that blocks the endowments in the strong sense.

@ Springer



130 E. Moreno-Garcia, J. P. Torres-Martinez

Py, for every h € H. The meet of {P, : h € H}, denoted by A\, .y P, is the finest
partition that is coarser than Py, for every h € H.*

We say that P = (P;);cy dominates P’ = (P/);cy, and we write P" < P, if P/
is not finer than P; for any i € N and P]f is strictly coarser than P; for some j € N.
Note that (P, <) is a partially ordered set. Finally, P C P is comprehensive if given
P e P, any P’ < P belongs also to P.

We remark that a variety of notions of core for asymmetric information economies
can be obtained as particular cases of our framework. To be precise, let us consider
that every r; is a degenerated probability distribution supported in an informational
profile IT = (I1;);en- Then, the economy &£ becomes a classical differential informa-
tion economy &7 in which each agent i has private information given by I7;. If, in
addition, every member in a coalition S has associated the same probability distribu-
tion degenerated and supported in some informational profile Pg, then the risky core
becomes the core considered in Maus (2003) and Allen (2006).

Moreover, different specifications of the aforementioned profile Pg result in
different well-known core solutions for the economy & 7. Indeed, when Py =
(Nies i, - ., \jes ITi) the risky core C,, () is the coarse core denoted by C* (€)17),
if Ps = IT we obtain the private core denoted by C°(&7), and if Ps =
(Vies i, ..., \/jes ITi) we getthe fine core C¥ (€ 7) (see Yannelis 1991). Our model
also captures situations where the information profiles depend on properties of the
coalitions themselves. For instance, as it is considered in Hervés-Beloso et al. (2014),
the final available information for coalitions may be in relation with their size.

4 Non-emptiness of the risky core

In this section, we provide existence results for the risky core. Our first non-emptiness
result is based on requirements on the informational risk that individuals face when
forming coalitions. These requirements extend to our framework the trade bounded-
ness condition stated in Maus (2003) for an economy without informational risk within
coalitions. For it, given a probability distribution ¢ over P let o (¢) denote its support.

Assumption A The following conditions hold:

(a) Given a coalition S € N and a comprehensive set P CcP,
Yol <> ol vies.
PP PP

(b) For each agenti € N, the supports of the probability distributions r; and p; (S),
withi € S, belong to aset [ ];.y IP;, where every PP; is a completely ordered set

of partitions of £2.

4 Thatis, A € Vien Pr if and only if A = (,cy Ap, with Aj, € Py, for every h. In addition, A €
Nnen Pp if and only if for A = | J,cyy Ap, with Ay, € Py, for every h.
5 Given P,P e IP’j, P is either finer or coarser than P’.
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(c) For each § € N, the probability distributions {p;(S) : i € S} have a common
support os. In addition, if P € | J;.g 0 (r;), then the set {P" € o5|P’ < P} hasa
unique profile.

Condition (a) means that for every i € N the multivariate probability distribution
r; first-order stochastically dominates p; (S) for every S € N such thati € S. This
dominance property and the fact that each IP; is completely ordered, as it is stated in
condition (b), will allow us to show that the expected utility levels that individuals
can attain when they join a coalition can also be attained via a feasible allocation in
the economy £.° Furthermore, conditions (a) and (c) imply that the possible profiles
of information generated by the individuals’ beliefs are not comparable: if a coali-
tion gives positive probability to a profile of information, then any other profile in
which every member is better informed has null probability. That is, in spite of the
informational risk, agents in a coalition exhaust the possibilities to obtain information.

As we have already remarked, Assumption A is an extension of the trade bound-
edness condition required in Maus (2003) in a model that can be obtained from ours

by considering that (i) there exists P e P such that rl.73 = ,0175 (N)=1foralli € N;

and (ii) for each coalition § # N, there is P(S) € P such that ,olP(S)(S) = 1 for all
i € S.In this case, Assumption A implies that P(S) < P for every coalition S # N,
which ensures the aforementioned trade boundedness condition.

Note that the probability distributions defining the coarse and the private cores
satisfy this property. However, Assumption A does not hold for the probabilities that
define the fine core.

Theorem 1 Under Assumption A the risky core is non-empty.

To show this existence result we first prove the non-emptiness of the core of an
auxiliary NTU game following analogous arguments to those in Maus (2003, Theorem
5). The existence for the core of the NTU game allows us to obtain an allocation that
belongs to C, (€) (see “Appendix”).

Under alternative assumptions, we can obtain further existence results for the risky
core without restricting the support of individuals beliefs. First, when there is no
uncertainty about the original information profile and agents cannot refine their infor-
mation when forming coalitions. Second, when individual beliefs do not depend on
the coalition that is formed.

Theorem 2 The risky core of £ = &7 is non-empty whenever the following conditions
hold:

(@) pi(S) = ps foreveryi € S, and
(b) o(ps) S{PeP:P <)

Theorem 3 C,(E) is non-empty whenever p;(S) = r; foralli € S and S C N.

To prove Theorem 2 we use the fact that the Walrasian expectation equilibrium
allocations of the economy &7 belong to the private core C°(€r7). On the other hand,

6 Assumption A(b) implies that the support of possible individual beliefs can be identified with a subset
R". Thus, we can apply the properties of multivariate first-order stochastic dominance in Levhari et al.
(1975).
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Theorem 3 is a consequence of the non-emptiness of the core in coalitional exchange
economies (see Del Mercato 2006).

The following example illustrates the relevance of the assumptions in the previous
results on existence of the risky core.

Example 1 Let £ be an economy with two consumers, one commodity, and two states
of nature at the second period, £2 = {w1, w>}. In this context, and to describe individual
beliefs, consider the following informational profiles P, = (P1, Py), P, = (Po, P1),
and P, = (P1, P1), where Py = {£2} and P; = {{w1}, {w;}} are partitions of 2.

We assume that both agents have one unit of commodity at each state and their

beliefs are given by r17’r = rf“ = 1. In addition, U;(x;) = \/xlT;l + m and

Us(xp) = x;) ;)I + x;) 2)2, where xlp ,, denotes the consumption of agent i at state w

when the information available is determined by the profile P. The risk p is given by
pla(S) = pr?(S) = 1forall S C {1,2}.

Let us show that the risky core is empty. Indeed, since any allocation x = (x1, x2) €
C, (&) is individually rational, the physical feasibility implies that x; ¢, = x/% =

xfz)z = x;? ;)2 = 1, and then U;(x1) = Uz(x2) = 2. However, the grand coali-

tion {1, 2} blocks x via any allocation y such that (y; “, yf“) = ((2,2),(0,0)) and

GT vy = ((0,0), 2,2)).

Since this example verifies Assumptions A(a) and A(b), we have that A(c) cannot be
dispensed with in Theorem 1. Moreover, neither (a) in Theorem 2 nor the requirement
in Theorem 3 can be deleted. We also remark that although Assumption A(c) holds
for the case rf“ = rf ¢ =1, the risky core is still empty. Hence, Assumption A(a)

cannot be dropped in Theorem 1. O

The next example shows that each of our three existence results enlarges the set of
economies whose risky core is not empty.

Example 2 Consider an economy with two consumers and where {u; : i € {1, 2}}
are continuous, increasing, and concave. Let £2 = {w;, w2, w3, w4}. Denote by P =
{{w1, w2, w3, wa}} the information corresponding to distinguish no state and consider
also the following partitions:

P = {{o1}, {2, w4}, {w3}}, P| = {{w1}, {02, ®3, w4},
Py = {{o1, w3}, {02}, {wa}}, P; = {{o1, w2, w3}, {w4}}.

It follows that:

— If agent i’s beliefs satisfy ri(Pl’P) = ri(P’PZ) =0.5and ,ol.(Pl’P)(S) = pi(P'Pz)(S) =

0.5, then Assumption A holds and the risky core in non-empty by Theorem 1.

However, the requirements of Theorems 2 and 3 are not fulfilled.
— If for every i we have that rl.(P"Pl) =1and ,ol.(Pl’Pl)(S) = ,oi(Pl’Pl)(S) = 1/2, then
all the conditions in Theorem 2 are verified, but neither Theorems 1 nor 3 can be

applied.
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— 1P = P2 = 0.5and oV (8) = p{™ " (8) = 0.5 foralli € (1,2},
then the risky core is non-empty as a consequence of Theorem 3. However, the
assumptions neither in Theorems 1 nor 2 hold.

]

The fine core of a differential information economy &;;7 may be empty, because
coalitions increase their veto power if blocking allocations are just required to be
compatible with the shared information. The next proposition points out an analogous
property for the risky core and states a boundary for more general existence results.
To be precise, we show that when the fine core associated to a profile IT = (I1;);en
is empty, the non-emptiness of C,(€|r7) requires that members of any coalition S do
not assign large probabilities to the profile IT{ := (\/;c5 I, - .., \/jes ITi)-

Proposition 1 C,(Ej7) is empty whenever the fine core CY(Ep) is empty and

. . I .
mingcy min;jeg 0; 5(S) is large enough.

The variety of situations for which we have obtained existence of the risky core
imply non-emptiness for the core notions that have already been analyzed in the liter-
ature, except for the fine core. In spite of this, assumptions required in our existence
results state limits to the heterogeneity of the possible informational profiles for coali-
tions. Indeed, we identify some conditions under which the risky core is empty.

5 Incentive compatibility of the risky core

In this section, we analyze incentive compatibility properties of the risky core. For
this, by considering that utility functions are separable in states of nature, we extend to
our framework the notion of coalitional incentive compatibility in Koutsougeras and
Yannelis (1993) and Krasa and Yannelis (1994).

Assumption B For every agenti € N, u;(x;) = Zweg yi ()v; (xip(a))), where v; :
]R/i — R is strictly increasing and y;(w) > 0 is the probability that i gives to the
realization of w € £2.

Given a partition P of £2, let P (w) be the set of states of nature that are indistinguish-
able from w under the information P. The states of nature w, ' are indistinguishable
by Sunder P = (P));ien if @ € P;(w) foreveryi € S.

Definition 2 (Coalitional incentive compatibility) A feasible allocation x is coali-
tionally incentive compatible if it is not possible to find a coalition S, a profile of
information P = (P;);en, and states of nature w, o’ such that:

(@) (rip)ieN > 0.

(b) w and o’ are indistinguishable by S¢ under P.

(©) Pi(w) € N\jes Pj, foralli € S.

(d) vi(ej(@) +xF (@) — ej(@)) > vi(x] (w)) foralli € S.7

7 Note that implicitly ¢; (w) + xip (') — e; (') is required to be in Rfr for every i € S.
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The coalitional incentive compatibility of a feasible allocation x ensures that
coalitions cannot use their informational advantage, if any, to manipulate the imple-
mentation of the contingent contracts determined by x. That is, for any informational
profile P to which all give positive probability, and after the realization of a state of
nature w, the individuals that distinguish w from @’ have no incentive to announce @’
to the rest of the agents.

Next result states conditions on individual beliefs that suffice to obtain coalitional
incentive compatibility for allocations in the risky core. As a consequence we also
obtain the compatibility of incentives of the cores analyzed by Maus (2003) and Allen
(2006).

Theorem 4 In addition to Assumption B, suppose that for every P = (P;)jen with
(rip)ieN > 0, and each w € $2, we have Pj(w) = {w} for some j € N. Then,
any efficient allocation x > 0 is coalitionally incentive compatible. Therefore, when
pi(N) = r; for every i € N, any allocation x >> 0 in the risky core is coalitionally
incentive compatible.

Thus, the compatibility of incentives of an interior allocation in C,, (£) is guaranteed
whenever the formation of the grand coalition does not affect individual beliefs and,
regardless of the realized profile of information, each state of nature is distinguished
by at least one agent.®

Theorem 4 ensures the ex-post incentive compatibility of the allocations in the risky
core. In a model without informational risk, Allen (2003, 2006) shows that when both
feasibility allocations and blocking allocations are restricted to be ex-ante incentive
compatible the core may be empty. This gives light to the fact that when defining
incentive compatibility, the timing of information revelation is an important issue.

6 Further properties of the risky core

This section includes some comparative static results that state how the risky core
changes under certain modifications on either beliefs about informational profiles or
preferences for consumption. Basically, we formalize the intuition that the blocking
power of coalitions is increasing with their information but decreasing with the degree
of risk aversion faced by their members.

Definition 3 (First-order stochastic dominance) Given risks described by p =
(p(S))scn and p = (p(S))scn, we say that p ﬁ/r\st—order stochastically dominates p
when for any coalition S and comprehensive set P C P we have

Y 8LE) =Y ol vies.

PeP PP

8 The requirement of Theorem 4 implies that any efficient interior allocation can be obtained by a net trade
that satisfies the physical feasibility restriction as an equality. This condition can be dropped in a model
without free disposal.

@ Springer



Information within coalitions: risk and ambiguity 135

Note that the above definition means that every member of a coalition assigns larger
probabilities under p than under p to more informative informational profiles. If it is
the case, the next result shows that the risky core C5(€) is contained in C, ().

Proposition2 Let p = (p(S))scn and p = (p(S))scn be risks verifying one of the
next conditions:

(a) Foreveryi € S the supports of p; (S) and p; (S) belong to a totally ordered subset
of (P, =).
(b) Assumptions A(b) and A(c) hold for both p and p.

If p first-order stochastically dominates p, then C5(E) S Cp(E).

To illustrate our results, we adapt our risky core to the Example 5.1 in Koutsougeras
and Yannelis (1993) and, by analyzing the outcomes, we provide new insights to the
blocking mechanism under asymmetric information.

Example 3 Consider an economy &7 with one commodity, three consumers, and three
states of nature, where initial information and endowments are

M = {{w1, o}, w3}, T = {{w1, w3}, w2}, T3 = {{w2, w3}, w1};
er = (10, 10,0), e = (10,0,10), e3 =(0,0,0).

Each agent i € {1, 2, 3} has a utility function

Ui = i) = JxP (@) + 2 @2) + /x (@3).

To analyze the risky core within this example, we assume no free disposal as
Koutsougeras and Yannelis (1993) do for the private core. Let us consider that, before
join a coalition, each agent believes that she can obtain the full information available
in the coalition with probability «. Thus, given « € [0, 1], let p, be the informational

risk satisfying (,ol.ns (S), pl.H(S)) = (k, 1 — k) for every coalition S C {1, 2,3} and
for each agenti € S.

Note that C,, (€17) is actually the private core C°(&|r7). Moreover, applying Propo-
sition 2, we deduce that the risky core C,, (£|7) shrinks when « increases, converging
to Cp, (€j7) = CY (&), which is an empty set (see Koutsougeras and Yannelis 1993).

Furthermore, as mingcy min;eg ,ol.n 5 (S) = k, Proposition 1 implies that C,, (€7) is
empty when « is large enough.

That is, in this example, when the veto mechanism entails informational risk in
the process of forming coalition, every allocation in the private core of &7 end
up being blocked whenever the probability x of sharing information becomes suf-
ﬁciently large. For instance, as pointed out by Koutsougeras and Yannelis (1993),
X = (x1 ,)72 ,x”) = ((8,8,2),(8,2,8), (4,0, 0)) belongs to C°(&7); however, if
« > 0.7, then X can be blocked by the coahtlon S = {1, 2} with any y € F(S) such

that (yl ) Ty = (e1, e2) and (y1 v Vs S) = ((10, 8, 2), (10,2, 8)).
Therefore, unlike it happens with the private core, outcomes in the risky core
C,. (&) do not necessarily result in an advantage for a consumer who is the unique
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able to distinguish some state but is endowed with no good. In fact, for the agent
3 to act as an intermediary and be rewarded for it, it is necessary that consumers 1
and 2 give a small probability to share their information when they deviate to form a
blocking coalition. O

To analyze the impact that preferences for consumption have in the risky core,
denote by C,((u;);cn) the core when agent i’s utility function is given by U; (x;) =
Zpep rlp U; ()cl.73 ). In this context, consider the following partial ordering: (u#;);jeny =<
(ui)ieny ifand only if u; = f; ou; foreveryi € N, where f; : R, — R, is aconcave
and strictly increasing function.

Proposition3 If £ = &7 and (u;)ien =< (;)ien, then Cp((u;)ien) S Cp((Ui)ien)-

Following Kihlstrom and Mirman (1974), (¢4;)ieny =< (#;)ieny means that i; is at
least as risk averse as u; for every i € N. In this way, Proposition 3 states that the
risky core becomes larger when the risk aversion increases. That is, the higher agents’
risk aversion, the lower the blocking power of coalitions.

7 Extensions: ambiguous core and MEU-core

We provide notions of core reflecting ambiguity in the veto mechanism, in the sense
that individuals are uncertain about the priors relevant to their decisions. That is,
when forming coalitions, agents do not behave considering only one distribution of
probability about the informational structures.

Our first core concept follows the model of preferences provided by Klibanoff et al.
(2005). This approach allows us to separate the attitude that individuals have regarding
the risk about the informational profiles from the attitude that they have toward the
ambiguity about the distribution of probability representing this risk.

Given a coalition § € N and an agent i € S, let m;(S) = (7; (S, 0))peco be the
individual i’s subjective beliefs about the probability distribution that describes the
informational risk. These beliefs are supported in a finite set @ of signals.” When 6 €
O isrealized, i behaves in accordance with a subjective prior 7; (S, 6) about the profile
of information that may prevail when S is formed. Denote 7 (S) = (77;(S); i € S) and
T(8) = (1i(S); i € ), where 7;(S) = (7 (S, 0))gco-

Definition 4 (Ambiguous core) Given the ambiguity (, ) = (7(S), T(S))scn, an
allocation x is blocked by a coalition S € N if there is y € F(S) such that

@! (Z (S, 0) @(Z P (s, e)u,-(yZ’)>) > U;(x;), foreveryie S,

He® PeP

where @ : Ry — R, is a continuous, strictly increasing, and concave function
satisfying @ (0) = 0. The ambiguous core 67" (£, @) is the set of feasible allocations
that are not blocked by any coalition.

9 To simplify, the set ® is assumed to be finite. However, the results we obtain can be recast without this
assumption by adding the adequate topological properties on the set of signals.
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We remark that @ characterizes ambiguity aversion in the sense of Klibanoff et al.
(2005). As in the risky core, u; represents individual i’s preferences on consumption
and incorporates her attitude toward risk. Note that, before joining a coalition S to devi-
ate via an allocation y € F(S), each memberi € § determines her potential expected
gains in two stages. First, i estimates the expected utility ) p.p tiP(S ,O)u; (yl.P ) for
every risky scenario 6 € ©. Then, using her beliefs 7; (S) about the realization of the
different informational risks, the previous utility levels are updated with the function
@, which measures her ambiguity attitude. Therefore, the blocking mechanism that
leads to the ambiguous core allows us to separate the tastes of agent i about risk and
ambiguity, represented by u; and @, respectively, from her beliefs about the informa-
tional risk and informational ambiguity, represented by 7; (S) and 7; (S), respectively.

Each ambiguity & = (7, 7) induces a risk p, that is obtained by the reduction of
first and second-order probabilities about the informational outcome, i.e., pZii(S) =
Zee@ 7; (S, 9)1?7(5, 0). Hence, when agents are ambiguity neutral, i.e., @ (¢) = at,
with a > 0, the ambiguous core coincides the risky core Cp, (£).

The attitude toward ambiguity can be partially ordered as follows: @ < @ if and
only if ® = f o @ for some concave and strictly increasing function f : R, — R
That is, @ < @ means that agents are more ambiguity averse under @ than under @
(see Definition 5 and Theorem 2 in Klibanoff et al. 2005).

Next theorem shows that the blocking power of coalitions is non-increasing with
respect the individuals’ ambiguity aversion, that is, the ambiguous core shrinks when
the ambiguity aversion becomes smaller. Also, it guarantees the non-emptiness of
the ambiguous core whenever the risky core defined by p, is not empty (see Theo-
rems 1, 2, 3).

Theorem 5 Given o = (r, ) we have Cp,(£) € €7 (€, @) C ¢ (€, @) whenever
® < P.

Our second core concept is focused on the maxmin expected utility model (MEU)
introduced by Gilboa and Schmeidler (1989). In this case, individuals are pessimistic
and they required to become better off in the worst scenario in order to block an
allocation.

Definition 5 (MEU-core) Given t = (7(S))scn an allocation x is blocked by a coali-
tion S if there is y € F(S) such that

. P P .
52137;;" (S,u;(y; ) > Ui(x;), foreveryi e S.
€

The MEU-core %7 (€) is the set of feasible allocations that are not blocked by any
coalition.

Note that, for each 8 € @, t induces the informational risk 7y described by the set
of probability distributions 75 (S) = {7; (S, 0) : i € S} for each coalition S € N. The
following result describes relationships of the MEU-core with both the ambiguous core
and the risky core. In this way, as a consequence of our previous existence theorems,
we obtain sufficient conditions to ensure the non-emptiness of the MEU-core.
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Theorem 6 Given an ambiguity (7, T), we have Cr,(£) U €7 (€, ®) € €;(E) for
every 0 € .

As it occurs for the risky core, the MEU-core is increasing with the degree of indi-
viduals’ risk aversion. This can be shown following the proof of Proposition 3.

The notion of coalitional incentive compatibility is based on ex-post behaviors and
does not depend on the characteristics of risk or ambiguity faced by individuals (see
Definition 2). Therefore, if the utility functions are separable in the states of nature
and there is no ambiguity for the grand coalition, then the allocations either in the
ambiguous core or in the MEU-core are incentive compatible. To be precise, as an
immediate consequence of the proof of Theorem 4 we obtain the following result.

Theorem 7 Suppose that Assumption B and the following conditions are satisfied:

(a) Given 6 € ©, 1;(N,0) =r; foreveryi € N.
(b) For each P = (P))iey and w € $2, Pj(w) = {w} for some j € N whenever
(rPien > 0.

Then, any feasible allocation x > 0 in C] (€, @) U 6;(£) is coalitionally incentive
compatible.

Analogous to risk theory, given a twice continuously differentiable and strictly
increasing function @ : Ry — Ry, let AP(®,1) = —@"(¢)/P’(¢) be the Arrow-
Pratt measure of absolute ambiguity aversion at point t. When ambiguity aversion
increases to infinity, Klibanoff et al. (2005) show that agents asymptotically exhibit a
maxmin expected utility behavior 4 la Gilboa and Schmeidler (1989). This result for
preferences leads us to prove that the MEU-core can be characterized in terms of the
limit of a sequence of ambiguous cores.

Proposition 4 Let {®,},cN be a sequence of functions such that:

(a) &, : Ry — Ry is twice continuously differentiable and strictly increasing.
(b) 0 < AP(@,,t) < AP(®,41,1t) forallt € Ry.
(¢) @,(0) = 0andlim,_ 4o inf;>0 AP(P,, t) = +00.

Then, the increasing sequence {67 (€, Pp)}neN satisfies'?

€ (E) =lim,_, o0 Cgfﬂ (&, D).

To analyze the effect of ambiguity on the veto power of coalitions, we have applied
two decision models, namely, the differentiable model of Klibanoff et al. (2005) and
the maxmin expected utility model of Gilboa and Schmeidler (1989). Alternative
approaches to ambiguity are the Choquet expected utility (CEU) model of Schmeidler
(1989) and the a-maxmin expected utility (¢-MEU) model of Ghirardato et al. (2004).
Although the study of the properties of the core concepts induced by these alternative
models is a matter of future research, one may expect some analogous results to those
obtained in this paper.

10 Recall that limy 00 Ay = UneN Aj for any increasing sequence of sets {A; },eN-
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8 Some final remarks

To define the new cooperative solutions provided in this paper, by considering risk
and ambiguity regarding the information when forming coalitions, the feasibility of
allocations in the economy and the attainable allocations for coalitions entail measur-
ability requirements. As it is known, measurability restrictions reduce the possibilities
of trading and as a consequence avoid first best efficient outcomes. In fact, the conflict
that may appear between efficiency and incentive compatibility becomes an issue in
mechanism design within an asymmetric information framework.

To overcome the aforementioned weakness, recent works consider that agents
adopt a pessimistic behavior, maximizing interim expected utility functions taking
into account the worse potential scenario to occur. Following this approach, we find
papers on the core with maximin preferences where no information measurability
restrictions are made (see de Castro et al. 2011) and guaranteeing that any efficient
allocation is incentive compatible (see de Castro and Yannelis 2010). Also, within this
context, any individually rational and efficient allocation can be implementable as a
maximin equilibrium by a direct revelation mechanism (see de Castro et al. 2017a,b;
Liu 2016). The ideas in the present work could also be used to recast the risky and
the ambiguous core notions in those settings and also further implementability results
should be pursued as future research.

9 Appendix

Proof of Theorem 1 Consider the NTU game (N, V) where the correspondence V :
2N\ {#} — R" associates to each coalition S # N the set

V(S) = {a € R" | there exists a net trade (Z,P)ie s5.Pep attainable for S
such that, (e¢; + ZZ))'PE]}P >0
anda; <) pep ,oip(S)ui(ei + ZIP), forevery i € S},

and associates to the grand coalition the set

V(N) = {a € R" | there exists a feasible net trade (zlp),-e N.Pep such that,
(ei + 2 )pep = 0
anda; <) pep ripui(ei +zip), forevery i € N}.

By Scarf (1967), to prove that (N, V) has a non-empty core, i.e., V(N)\ USgNs;ﬁVJ
int(V(S)) # @, it suffices to show that (N, V) is balanced, that is, (g5 V(S) C
V(N) for any balanced set of coalitions S.

Let S be a balanced set of coalitions and let (a;);eny € ﬂSES V (S). It follows that,
for every coalition S € S there exists a net trade (zlP(S ))ies.Pep attainable for S such
that (e; + Z;P(S))Pe]p >0anda; <) pep ,oip(S)ui(e,- + ziP(S)), Vi € S. Moreover,
forany S # N, the net trade can be chosen verifying u; (e; +zlp (S)) < u;j(e; —i—zlp/ S))
whenever P < P’ and P, P’ € o(r;) Uos. To see this, note that if P € oy, then
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Assumptions A(a) and A(c) guarantee that there isno P’ € oy such that either P’ < P
or P < P’. Therefore, to ensure the monotonicity of the mapping P — u; (e; +zlP(S))
on o(r;) U og, we can assume that for every P € o (r;)\os the net trades verify
zf(S) = z?(S), being P € oy the unique informational profile satisfying P < P
whose existence is guaranteed by Assumption A(c).

Without loss of generality, define ZZ)(S ) = 0 for every i ¢ S. Hence,
Sien 2l (S) = szl (S) < 0. Since S is balanced, there exists a function
a S — (0,1] such that ) ¢ g.;cqa(S) = 1 foreveryi € N.Giveni € N
and P = (P)iey € P, let 27 i= Y gegics ()20 (S) = Yges @ (8)zF (S). Note
that zip is P;-measurable, ¢; —i—zlp > 0, and Zi eN zlp < 0. Furthermore, the concavity
of utility functions implies that, for every i € N,

Z r?ui(e,- + zlp) = Z ripui Z a(S)(e; + Z,P(S))

PeP PeP SeS.ieS
> Y a® Y rFuitei +27(S)
SeS,ieS PeP
> min Z riPui(ei +Z,P(S))} .
SeS.ieS
PeP

For any coalition S, by conditions (a) and (b) in Assumption A and the mono-
tonicity of P — u;(e; + ZZP(S)) one obtains that ) pp ripui(e,' + zlP(S)) >
Y pep ,ol.73 (S)u;(e; + ZIP(S)) > a; (see Levhari et al. 1975). Therefore, ) pp ripui
(ei + zlp) > a;, which implies that (a;);icy € V(N). We conclude that the core of
(N, V) is non-empty.

Consider a vector a in the core of (N, V). Since a € V(N)\ USQNS;éQJ int(V(S)),
there is a feasible allocation x = (x;);en such that

a < (Ui(xi)ien, ({(Ui(x))ien} + R, ) N V(N) = 9,

and x is not blocked by any coalition S # N. To prove that x belongs to the risky core
it remains to ensure that it cannot be blocked by the grand coalition. By contradiction,
suppose that there is a feasible net trade (Zip) ieN.Pep such that (e; + Z;P)pe]p > 0 and
Y Pep piP(N)ui (ej + le) > U;(x;) forevery i € N. As before, (Z;-P)ieN,’PEP can be
chosen verifying ui(el-—i—ZZ)) < ui(ei+21.7),) whenever P < P and P, P’ € o (r;)Uoy.
Hence, (a) and (b) in Assumption A guarantee that,

Y rPuitei 20 = Y o (Nyuitei +2F) > Ui(xi), Vi eN,
PeP PeP

which is a contradiction with the fact that ({(U; (x;))ien} +RL ) NV(N) =¢. O

Proof of Theorem 2 Under continuity, concavity, and locally non-satiability of utility
functions, the set of Walrasian expectations equilibrium allocations is non-empty and
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itis included in the private core C°(&|7). Letx € C°(&7) such that x ¢ C,(E). Then,
we can find a coalition S and y € F(S) such that ) "o p pf ui(yl.P) > u,-(xin) for
every i € S. Since, by condition (b), agents are unable to get more information than
the given by IT we have that yl.73 is IT;-measurable. The concavity of the functions
u; implies that u; (Y pep p% ¥7) > ui(x/T) for every i € S. Condition (a) allows
us to obtain that the allocation that assigns to each i € S the bundle ) pp ,0;3 yip is
physically attainable for S. This is in contradiction with the fact that x € C°(&7). O

Proof of Theorem 3 Our economy can be recast as a coalitional exchange economy (see
Del Mercato 20006). In this framework, neither utility functions nor consumption sets
depend on coalitions. Therefore, the non-emptiness of the risky core is a consequence
of Theorem 5 in Del Mercato (2006). O

Proof of Proposition 1 The continuity of utility functions, the compactness of sets F
and {F(S)}scn, and the emptiness of the fine core CV (€ |r7) ensure that the continuous

mapping

(x.0) € Fx[0,1] — @(x,0) :=max max min (60" — i (x/"))
SCN yeF(S) ieS

satisfies the following properties: (i) forany 6’, 6 € [0, 1],if 0’ > 0 and & (x, 0) > 0,
then @ (x, 6') > & (x, 0); and (ii) there exists @ > O such that ® (x, 1) > a, Vx € F.1
Given x € F,let ®(x) = {0 € [0,1] : &(x,0) > a}, where a € (0, a). It is not
difficult to verify that @ is a continuous correspondence with non-empty and compact
values.!> Therefore, the Berge’s Maximum Theorem guarantees that x € F —>
min{d : 6 € O(x)} is a continuous function and it has values strictly lower than one.
We conclude that there exists « € (0, 1) such that @ (x,0) > 0,Vx € F, V0 € [«, 1].
Notice that C,(&j7) = {x € F : 2(p, x) < 0} where

(p.x) := max max min (%p (8) ui(y]) —ui(x[)
€

Therefore, x ¢ C,(&)7) if and only if £2(p, x) > 0.

. . . . g
Since u; takes non-negative values, §2(p,x) > @ (x, mingcy minjes o; § (S)).

Therefore, if mingcy min;es pl.ns (S) =k, then C,(E7) = 9. O

1" Since CV(S‘H) = ), we have that @(x, 1) > 0,Vx € F. Thus, (ii) is a direct consequence of the
compactness of F and the continuity of @.

12 For any x € F, 1 € ©(x). Also, the continuity of @ guarantees that @ (x) is a closed subset of [0, 1].
Therefore, ® has non-empty and compact values. © is upper hemicontinuous, because has closed graph
and compact codomain.

Since x — @ (x) := {# € [0,1] : @(x,0) > a} has open graph, its closure is lower-hemicontinuous.
In addition, given x € F and 6 € ®(x) N [0, 1), it follows from (i) that for any n € N we have that
@x,n + (1 =n"10) > &(x,0) > a Hence {n~! + (1 —n~10},,eny € O (x) and converges to 6.
This ensures that @ (x) € © (x). We conclude that ® = ©, which implies in the lower hemicontinuity of
o.

@ Springer



142 E. Moreno-Garcia, J. P. Torres-Martinez

Proof of Theorem 4 Let x > 0 be an efficient allocation. Thus, there is a feasible net
trade z given by vectors zlp = (zlp(a)))weg such that xip(a)) = ¢j(w) + zlp(w), for
each consumer i and every P € PP. If x is not coalitionally incentive compatible, then
one can find a coalition S, a profile P = (P;);cn, and states of nature w, ' for which
conditions (a)—(d) in Definition 2 hold.

Since ' € ;45 Pi(@), onehas Y-, 527 (@) = Y45 2] (). By the assumptions
in the statement of the theorem and monotonicity of preferences, we can take z such
that Y.y 27 (@) = 0 and Y,y 27 (') = 0. We can deduce that 3", sz () =
S iesz (). Foreachi € Sand k € £2, consider the net trade given by

’P .
_p _ )z if« ¢ Pi(w),
G (0= {z?(w/) if € € Pi(w).

By construction, le is P;-measurable for every i € S and, by condition (c) in
Definition 2, one has 3"; ¢ 77 (i) + Digs 2P (k) = 0, for every k € £2. Consider the
feasible allocation x defined as

_p_ [xP P £ Pori ¢S,
! e + le, otherwise.

Note that &7 (®) = e;i(w) + z] (') for every i € S. From Definition 2(d), it
follows that v; ()Eip (w)) > v; (xip (w)) for every i € S. Definition 2(a) implies that
Ui(x;) > U;(x;), forevery i € S, and U, (x;) = U;(x;), otherwise.

Fix an agent & € S. By continuity of v, there is a non-null vector ¢ € Rﬁ such that
vy ()EZ) (w) — &) > vy (le) (w)). By construction of x, since x is an interior allocation
we can take € such that Uy (%) > Uy (x;), where xj, is given by JEZD(K) = )E/Z)(K) —¢
for every k € 2. Let m be the number of members in S¢ and consider the allocation
X given by X, = x5, X; = X; foreveryi € S\{h}, and foreachi ¢ Sandx € §2 :

P . /
~7) _ xi (K) ]fp 75 Pz
x; (k) {xiP(K) + £, otherwise.

By strict monotonicity of the functions v; we have U;(x;) > U;(x;) forevery i € N.
A contradiction with the efficiency of x. O

The following auxiliary result will be used to prove Proposition 2.

Lemma Suppose that the probability distribution v given by the vector of probabilities

(131, ..., V™) overthe ordered set {1, . . ., m} first-order stochastically dominates v =
(vl, ... V™). Then, foreachk € {1,...,m}and h € {1, ..., k} there exists ayj, > 0
verifying
m k
Zah,kZVk, ak,hzl’)k, Vk e{l,...,m}.
h=k h=1
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Proof We show it by induction. When m = 1 there is no uncertainty and the result
trivially holds. Assume that the result is true for m = ¢ and let us prove that it is also

true form = 7+ 1. Notice that D, = (D1, o=l 94!+ first-order stochastically
dominates vy = (vl, vt eyt ‘H) Therefore it follows from the induction
hypothesis that, for each k € {1,...,¢t} and h € {1, ..., k} there exists ak =0
e k
verifying ) _, ap ;= =vkand Y ) _ 1“k , = bk
Givenk € {1,...,t+ 1} and h € {1, k} define
a,f’h, h<k<t
a;{"h—ozh, h<k=t;
akn = 3 a; , —vtl g, h=k=r1;
oy, h<k=t+1;
il h=k=t+1,
where (a)1<<; > 0 satisfies Y _; ap = D' — i+,
It follows that 4T} ap p = vEand Y _  ag y = 0¥, forallk € {1,...,1+1). O

Proof of Proposition 2 Let S be a coalition that blocks x ¢ C,(&). That is, there exists
y € F(S) such that " pp 07 (S) u;i(yF) > Ui (x;), Vi € S.

Since (a) holds, the supports of p;(S) and p;(S) are contained in a finite totally
ordered set ; (S) C P. Denoting by m (S, i) the cardinality of ¥; (S), we write ¥; (S) =
P, m(S’)} C P, where P! = (Phj j € S)and Phj < Ph] for every h < h
and every j € S. Furthermore, as p first-order stochastically dominates p, it follows
from the previous Lemma that, foreach k € {1, ..., m(S,i)}and h € {1, ..., k} there
exists a,’;’ 5 = 0 such that,

m(S,i)

k
, _pk .
Z ahk—pl’(S) dap, =5 (S).  Vke(l.....m(S.D}.
h=1

Therefore, the fact that y € F(S) ensures that the allocation y characterized by

k i
APk a Ph . .
yip' :E %yil’ VieS, Vkel{l,...,m(S,i)),

_P:
=157 ()

is attainable for S. Furthermore, the concavity of the functions «; implies that

m(S,i) m(S,i) [m(S,i)
Zp,’(S)u(y’)>Z > a wi) )
h=1 k=h
m(S,i) P
= > p[’(S) u(yl’) > Ui(x;), Vies.
h=1

@ Springer



144 E. Moreno-Garcia, J. P. Torres-Martinez

We conclude that x ¢ C5(E).

If (b) holds, as in the proof of Theorem 1, the blocking allocatlon y at the beginning
of this proof can be chosen verifying u; (yl (S)) < u; (yl (S)) whenever P < P’
for every i € S. Indeed, given P € P such that piP(S) > 0 for some i € S, by
Assumption A(c) one has (,of(S))jeN = 0 for any P € P satisfying P < P or
P < P. Then, to ensure the monotonicity of the mapping P — ui(yi73 (S)) on the
set{PelP:P < PvP< P}, it suffices to define yf(S) := 0 when P < P and

(S) = yP(S) when P < P.

By Assumptlon A(b), the support of p; (S) (resp 0i (8)) is contained in a cartesian
product H' =[] jeN H’ (resp., H' =[]; jeN H. ) of completely ordered sets of parti-
tions of §2. Hence, for every i €8, the supports of p; (S) and p; (S) are contained in
I1 jen Pj, where P; is the completely ordered set of partitions of §2 given by the j-

projection of H' UH . It follows from Levhari et al. (1975) that the first-order stochastic
dominance of p over p joint with the monotonicity of the mappings P — u; (yl (),
imply that

YAl wioh) =Y P () wy)), vies.

PeP PeP
As in the previous case, we conclude that x ¢ C;5(£). O

Proof of Proposition 3 Let S be a coalition that blocks x ¢ C,((i;);en). That is, there
exists y € F(S) suchthat Y pep o7 () #i 0F) > Y peprl wi(x]) = wi (x/7), Vi €
S. Since (u;)ien < (4;)ien, for each agent i there is a concave and strictly increasing
function f; : Ry — R4 and u; = f; ou;. The concavity of functions f; implies that

fi (Z pZ’(S)m(yZ’)) Y ol fiowyh)

PeP PeP

=Y ol ®OwG) > wm&") = fitu).

PeP

The strict monotonicity of f; guarantee that fi_1 is well-defined and strictly increas-
ing. Thus, we conclude that x ¢ C,((#;)ien).- O

Proof of Theorem 5 Let x ¢ €T (£, ®). Then, there exist a coalition S and y € F(S)
such that Yy i (S,0) @(Xpep tP(S,0u;(yF)) > @ (U;(x;)) forevery i € S.
Since @ : Ry — R, is a continuous, concave, and strictly increasing function such
that @ < 5, then

PREACKD foqb(z P (S, 0)u; (v, )) > fo®(Ui(x;)), foreveryi €S,

fe® PeP
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where f : Ry — R, is a concave and strictly increasing mapping satisfying & =
f o @. The concavity and invertibility of f imply that

> wi(s.0) @ (Z (8. 0ui (yF )) > & (Ui (x;))
He® PeP
for all i € S. Therefore, x ¢ €7 (£, @) and the concavity and monotonicity of @
imply that
) P (vP (s ;

> (Z i (S, )1, (S,@)) u;(yF) > Ui (x;), foreveryi € S.

PeP \be®d
We conclude that x does not belong to the risky core Cp, (£). O

Proof of Theorem 6 1f x ¢ ¢, (E), then there is a coalition S € N and y € F(S)
such that minge Y pep riP (S, 9)ui(yl.7)) > U;(x;) for alli € S. Therefore, for any
0 € ©andi €S wehave that Y pp 77 (S, 0)u; (y) > U;(x;), which implies that
X ¢ Cq, (€). Furthermore, for each @ : R, — Ry strictly increasing we have that

> mi(s.0) @ (Z (s, e)u,-(y?)> > (g(g > oA, e)ui(y?))
He® PeP PeP

> @ (Uj(x;)), foreveryi € S.

Since @ is continuous, strictly increasing and @ (0) = 0 we have that o !is
well-defined in R and strictly increasing. Then, we deduce that x ¢ €7 (£, ®). O

Proof of Proposition 4 Assumption (a) implies that

Uere o= 4@ el

neN e>0 neN
where 67 [, €] is the set of allocations x € F such that
. -1 . P WP TT (.
?lgafv(yénﬁé) min (fD,, (6; i (S, 0) ®y (PXEI:P T (S, Du; (y; ))) Ui (xl)) <e

Given e > 0, if x ¢ |, ey €7 [Py, €], then for each n € N there exist a coalition
Sp € N and a feasible allocation y, € F(Sy) such that

o ! <Z 70 (Su, 0) qsn(z P (S, e)ui(y,f,.))) —Ui(xi) > &, VieS§,.

fe® PeP
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Since there are finitely many coalitions and sets of attainable allocations are com-
pact, there exist S € N and {yy, }xen € {¥u}nen belonging to F(S) and converging
to some y such that,

O D (8.0 Dy [ DS OwE )| - Uit) > e, V. k) e SxN.
0e® PeP

Given k € N, it follows from assumption (b) that for any &’ > k we have that
@y, = f oDy, for some strictly increasing and concave function f : Ry — Ry (see
Proposition 6.C.2 in Mas-Colell et al. 1995). Hence, for every i € S and kK’ > k the
following property holds

o, (D 7i(S,0) D[ YT S, 0w 6F ) ) - Uit
0e® PeP

> @, (Z i (S, 0) %/(Z (S, 0wy, )| | — Uit > .

fe® PeP

Taking the limit as k" goes to infinity we conclude that

@, (D 7i(8.0) @ [ Y 7P S 0w D) | | - Uixi) = e, V(i k) € S x N
He® PeP

Assumptions (a)—(c) and Lemma 8 in Klibanoff et al. (2005) imply that, by taking the
limit as k goes to infinity, we have that mingcg ZPeIP’ riP(S, u; @Z’) —Ui(xj) > ¢
for every i € S. Hence x ¢ 67 (£) and by Proposition 3 and Theorem 6 we have

lim 67 @) = JETE e G € [ | €@ e).

neN e>0 neN

Since % (€) is closed,!3 to conclude the proof it remains to take the closure of the
above sets. ]
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