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Dissertation: “Essays in Favor-Trading”

Abstract:

My dissertation studies whether and how individuals who stand to gain from trading favors can
best form cooperative relationships in an environment with private information about each player’s ability
and willingness to do favors. Previous models in the favor-trading literature focused on optimizing favor-
trading relationships under complete information. This paper introduces incomplete information about
player types. The central question addressed is whether cooperation can be maintained in favor-trading
relationships after the introduction of non-cooperative players into the pool of potential trading partners,
and if so how can the cooperative players separate themselves most efficiently from the non-cooperative
types. The main result is that the high type players are almost always able to separate from the low type
players at the first available opportunity by using an “equality matching” mechanism if opportunities to
do favors arrive independently. If favor opportunities are mutually exclusive separation can be guaranteed
if one of the agents is designated to do the first favor, though sometimes symmetric strategies that call for
the first cooperative player to receive a favor opportunity to separate are more efficient despite not
guaranteeing separation with probability one. The various types of equilibria are characterized and
compared.

My second favor-trading paper maintains the standard complete information environment, but in
contrast to prominent models of favor-trading to date assumes agents have concave utility functions
instead of linear utility functions. Hence favor-trading is considered to be a form of insurance. Favors
derive their value from risk sharing rather than from intrinsic profitability. With concave utility functions
some level of favor-trading is always efficient in contrast to the linear case in which a particular
magnitude discount factor is required for any favor-trading to take place. We also show qualitative
differences in some types of equilibria between the concave and linear case. Consequently, the
assumption of linear preferences drives some of the results in prominent favor-trading models. We
characterize equilibria in the concave case and describe qualitative differences to the linear case. We also
construct parametric models to numerically solve and analyze multi-state equilibria.
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Information Economics, Political Economics).



Teaching Interests:

Microeconomics in particular, but | would be happy to teach any economics courses.
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“Essays in Favor-Trading,” Ph.D. Dissertation, University of Pennsylvania, 2010 (accepted)
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