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ABSTRACT

We propose a new dynamic theory of “guilt” based on dynamic psychological game
theory. It is shown that this theory can explain a surprisingly wide range of experimental
results signifying a mechanism of emergence of trust through communication. We also
study theoretical properties of sequential equilibrium when guilt defined by this theory

is present.
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1. INTRODUCTION

This paper gives a consistent explanation of a wide range of experimental results sig-
nifying a mechanism of emergence of trust through communication. (See, for example,
Charness and Dufwenberg (2006, 2008a, 2008b), Ellingsen and Magnus (2004), Ellingsen
et al. (2009), Gneezy (2005), Hurkens and Kartik (2008), Lundquist et al. (2009),
Sanchez-Pages and Vorsatz (2009), and Vanberg (2008).) For this purpose, a new dy-
namic theory of “guilt” based on dynamic psychological game theory (Geanakoplos et
al. (1989) and Battigalli and Dufwenberg (2009)) is proposed. According to this theory,
people feel some disutility (guilt) when they choose a strategy which would betray some
other person’s expectation, with that expectation being generated by his very own actions.

2. RESULTS

We find that this theory can explain a surprisingly wide range of the experimental
results above. Then it is shown that the framework on which this theory is built in-
cludes both of the two extant theories of guilt (“expectation-based” theory (See, for
example, Battigalli and Dufwenberg (2007, 2009)) and “action-based” theory (See, for
example, Ettinger and Philoppe (2009) and Kartik (2009)) as special cases, while this
theory remains free from an experimental criticism of expectation-based theory (Ellingsen
et al. (2009)). Moreover, when guilt defined by this theory is present, sequential equi-
librium (Kreps and Wilson (1982) and Battigalli and Dufwenberg (2009)) has several
desirable properties and have more realistic efficiency implication that cannot be derived

by expectation-based theory.
3. CONCLUSION

Our bottom line is that the two extant theories, which have been regarded as mutually
exclusive ones, should be thought not as substitutive but as complementary in the sense
that others’ “expectations” can urge trustful, reciprocal and lying-averse behavior in
an individual only when these expectations were generated by his own “actions”. This
further suggests that, when analysing functions of beliefs in games, it is often important
to explicitly specify not only whose beliefs they are but also who or what generates them,

i.e., sources of beliefs.
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