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1 Introduction

This note contains proofs that were left out from Heidhues and Lagerlsf (2003)
due to space constraints. It is organized as follows. The following section
provides some preliminaries. Section 3 proves the claim we made about the

function EW,,,;. (see footnote 18 of the paper).

2 Preliminaries

For convenience, let us first restate the following equations from the paper (the

numbering of the equations is the same as in the paper):
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3 The claim made in footnote 18

Claim. For any q < 1 — ¢, EU,,;; is convex in q: 8* EU,,/0q* > 0.

Proof. Differentiating EU,,;, in (5) twice with respect to ¢ yields
a2-EUvmza: _ Qaf (%&P) _ 82f (q,{;‘,p)
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Rewriting fin (4) as f (¢,6,p) = K/ (1 —e —q+ K), where K = (1 — p)e (1 —¢) (2¢ — 1),

and then differentiating with respect to ¢, we have

0f (g,6,p) _e(1=2)(1—-p)(1—2¢)
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Differentiating again with respect to ¢, gives
82f (qagap) — 2[1725(175) (17p)] 8f (q,6,p) (A3)
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Substituting (A3) into (Al) and then simplifying yield

P EUpnia _2{K+2s<1—s>(1—p>(1—s—q>} of (1.5.9)
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which is strictly positive, since for any q € (%, 1-— 6) the term in curly brackets

is positive and 9f (g, ¢, p) /0q is positive by (A2). B
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