A Service of

[ ) [ J
(] [ )
J ﬂ Leibniz-Informationszentrum
° Wirtschaft
o Leibniz Information Centre
h for Economics

Make Your Publications Visible.

Glazer, Amihai; Segendorff, Bjorn

Working Paper
Credit claiming

SSE/EFI Working Paper Series in Economics and Finance, No. 458

Provided in Cooperation with:

EFI - The Economic Research Institute, Stockholm School of Economics

Suggested Citation: Glazer, Amihai; Segendorff, Bjorn (2001) : Credit claiming, SSE/EFI Working Paper
Series in Economics and Finance, No. 458, Stockholm School of Economics, The Economic Research

Institute (EFI), Stockholm

This Version is available at:
https://hdl.handle.net/10419/56149

Standard-Nutzungsbedingungen:

Die Dokumente auf EconStor durfen zu eigenen wissenschaftlichen
Zwecken und zum Privatgebrauch gespeichert und kopiert werden.

Sie dirfen die Dokumente nicht fiir 6ffentliche oder kommerzielle
Zwecke vervielféltigen, 6ffentlich ausstellen, 6ffentlich zugénglich
machen, vertreiben oder anderweitig nutzen.

Sofern die Verfasser die Dokumente unter Open-Content-Lizenzen
(insbesondere CC-Lizenzen) zur Verfiigung gestellt haben sollten,
gelten abweichend von diesen Nutzungsbedingungen die in der dort
genannten Lizenz gewahrten Nutzungsrechte.

WWW.ECONSTOR.EU

Terms of use:

Documents in EconStor may be saved and copied for your personal
and scholarly purposes.

You are not to copy documents for public or commercial purposes, to
exhibit the documents publicly, to make them publicly available on the
internet, or to distribute or otherwise use the documents in public.

If the documents have been made available under an Open Content
Licence (especially Creative Commons Licences), you may exercise
further usage rights as specified in the indicated licence.

Mitglied der

Leibniz-Gemeinschaft ;


https://www.econstor.eu/
https://www.zbw.eu/
http://www.zbw.eu/
https://hdl.handle.net/10419/56149
https://www.econstor.eu/
https://www.leibniz-gemeinschaft.de/

Credit Claiming

Amihai Glazer
Department of Economics
University of California, Irvine
U.S.A.
and
Bjorn Segendorff *
Stockholm School of Economics
Stockholm, Sweden

August 2, 2001

Abstract

We consider a leader and a subordinate he appoints who engage in
team production. The public observes the organization’s performance,
but is unable to determine the separate contributions of the leader and of
the subordinate. The leader may therefore claim credit for the good work
of his subordinate. We find conditions which induce the leader to claim
credit (both truthfully and untruthfully), and the conditions which lead
the leader to appoint a subordinate of low ability.

1 Introduction

An important literature in political science examines credit-claiming by politi-
cians. For the seminal work see Mayhew (1974). Fiorina (1977) goes further,
saying that congressmen can turn unhappiness with government programs to
their own advantage by helping constituents who encounter problems with the
bureaucracy. Members of Congress have increased their ability to get reelected,
Fiorina argues, by favoring government programs that created bureaucratic
difficulties—and then helping constituents deal with those problems.

A leader can engage in several forms of credit claiming: for his own good
actions, for events over which he had no control, or credit for someone else’s
good actions. Thus, a congressman can claim that he drafted legislation that
was instead written by a lobbyist or by his staff. A governor may cut the ribbon
on a stadium for which the mayor was the driving force.

*Bjorn Segendorff gratefully acknowledge financial support from The Swedish Council for
Research in Humanities and Social Sciences (HSFR, F0357/97).



Credit claiming is especially likely to occur when it is difficult for the public
to verify claims. Several research questions then arise. Under what conditions
will claims be truthful, that is have a leader claim credit only when the facts
justify it? Does a leader who aims to claim credit and who has the authority to
appoint a subordinate prefer to appoint someone with low ability or with high
ability? How do these incentives vary with the leader’s own ability? Would rules
or institutions that reduce credit claiming make it harder or easier for voters to
evaluate the performance of a leader?

Intuition suggests that a credit-claiming leader would prefer to work with a
high-ability subordinate, since then there is more to claim. We show that this
intuition does not hold, that under some conditions Fiorina was right, and that
leaders may pick subordinates of low quality. The leader’s gain from working
with a low-ability subordinate arises when something good does happen: the
public is more willing to credit the leader for a good outcome.

2 Literature

In addition to the literature on Congress cited above, the idea that a leader
cares about his reputation appears in important earlier works. Scharfstein and
Stein (1990) show that concern about reputation may induce herd-like behavior
by managers. The importance of reputation and credit claiming in politics is a
central point in Mayhew’s (1974) book about congressmen. Rogoff (1990) notes
that political business cycles may send signals about agent quality, and therefore
create superior outcomes. But he focuses on the generation of political business
cycles rather than on how one actor’s reputation affects another’s.

A different line of research examines a manager who wants to signal his
ability by continuing policies he had adopted in the past.!

Levy (1999) considers able decision makers who are better informed than
unable decision makers. He shows that an able decision maker may choose an
unable advisor to signal his own ability. Making a decision that contradicts the
advice signals confidence in his own information and thereby in his own ability.
Unable decision makers, who must rely on others for information, choose able
advisors. Relatedly, Swank (2000) considers a principal who can seek the advice
of a well-informed agent. Since disagreement between the principal and agent
casts doubt on the principal’s independent ability in gathering or analyzing
information, a principal who cares about his reputation may avoid advice from
an agent.

Segendorff (2000) investigates under what circumstances a separating equi-
librium exists in which competent leaders choose incompetent co-workers, and
incompetent leaders choose competent co-workers. The competent leader is risk
averse, and can benefit from blaming failure on an incompetent co-worker. A
low-ability leader’s expected gain from such implicit insurance is outweighed by
its costs in lowering expected policy outcomes. Our approaches differ in that

!See Kanodia, Bushman, and Dickhaut (1989), Boot (1992), Prendergast and Stole (1996),
and Brandenburger and Polak (1996).



here we assume a worker’s prior quality is observable, but his action is unob-
servable, and in that we can find strong results even with a simple production
technology and under different compensation methods.

Other papers, less related to ours, study strategic use of information and
reputational or career concerns (see Effinger and Polborn (1999), Gibbons and
Murphy (1992), Jeon (1998), Meyer and Vickers (1997), Trueman (1994), and
Glazer (2001)).

3 Assumptions

We study an organization run by a leader and a subordinate. Each undertakes
one action which can be either good or bad. The performance of the organization
increases with the number of good actions the two did. The leader differs from
the subordinate in only two ways: the leader appoints the subordinate, and
only the leader can claim credit. The assumption of asymmetric credit-claiming
captures the idea that a congressman often has better access to media than does
a bureaucrat or stafl member, or that a vice president has better access to the
CEOQO than does an assistant vice president.

The leader’s action is good with probability Pr (A = 1) = p, where Ay, =1
if the action is good and Ay = 0 otherwise. Similarly, the subordinate’s action
is good with probability Pr (As = 1) = ¢. The number of good actions is A =
Ar+ Ag. The organization’s performance is low if A = 0, intermediate if A =1,
and high if A = 2. The public knows p and ¢ and observes the organization’s
performance. That is, the public can indirectly observe the number of good
actions, but not their source.

The leader’s utility increases with his reputation, which we measure by
the conditional probability that his action was good. More specifically, let
the leader’s expected utility as a function of his reputation be given by the
von Neumann-Morgenstern utility function w : [0,1] — [0, 1], where u (0) = 0,
u(1) =1 and «/ > 0. Because the utility function is defined over the leader’s
reputation with a given reward structure, it may have any shape, e.g. concave,
convex or piecewise defined.

3.1 Claiming strategies

The timing is as follows. The leader and his subordinate work, yielding outcome
A that is observed by the public. The leader then decides whether to claim that
his action was good. Let m = c if he makes a claim and m = ) if he does not.
The direct cost of making a claim is zero. Note that if A =0 or A =2 a claim
provides no information; in ether case the public correctly infers Ay. Claims
may only affect the public’s beliefs if A = 1. We therefore focus on the leader’s
signalling behavior at A = 1, and assume in the following that a claim is made
only at A=1. At A=0or A =2, m = (. The leader thus has four pure
strategies (or types of credit claiming); (1) never to make a claim (which we call
the strategy sV), (2) to make a claim only if Ag =1 (s7), (3) to make a claim



only if A;, =1 (s%), or (4) always to make a claim (s©¥).
As =1
m=0 m=c
Ar =] m=10 sV s°
1 m=c | st stS

Figure 1: Signalling strategies.

A claim succeeds if it cannot be rejected, or cannot be shown to be false.
We assume that a claim succeeds if it is truthful (A, = 1). A claim fails (is
shown to be false) with probability 1 — «; otherwise (A;, = 0). The outcome
of credit claiming is described by the random variable 6. It has value f with
probability 1 —« at (Ar, As,m) = (0,1,¢) and is () otherwise. Hence, when the
public observes 6 = f it knows that the leader made a false claim. At 6 = () it
learns nothing new. A successful claim therefore does not prove that Ay = 1;
but an unsuccessful claim proves that Ay, = 0. Let 8 > 0 be the cost a leader
incurs if his claim fails, that is, if he is revealed to have lied.

3.2 Beliefs

The public’s information is {A,m,p,q,0}. It uses this information to form
posterior beliefs about the leader’s performance. The public believes the leader’s
action was good with probability

m(A,m,0,8) =Pr(AL=1]| A,m,p,q,0,s), (1)

where s is the signalling strategy the public believes the leader uses. Note that
Bayes Theorem does not apply if the observed signal cannot be explained by
s. Here, m = ¢ cannot be explained by sV and m = () cannot be explained by
s%. In any of those situations the public may hold any belief. We shall later
consider refinements for these cases.

4 Equilibrium

An equilibrium is a pair (s,7) that satisfies the following conditions: (1) The
strategy s maximizes the expected utility of the leader given the public’s be-
liefs 7; and (2) 7 is consistent with s. A strategy s is called an equilibrium
strategy if there exists a belief 7 such that (s, 7) is an equilibrium. Notice that
(1, ¢, f,s) =0 for all s, since a claim can be rejected only if the subordinate’s
action was good.

Our first result is simple. The strategy of never making a claim (s is
always an equilibrium strategy. In this equilibrium, if the public observes the
claim m = ¢ it believes Ay, = 0, that is, (1, c,0, sN) =0 for all 6.

Our second result is that if the cost of exposure as a liar is sufficiently high
then the truth-telling strategy s’is an equilibrium strategy. The leader whose

N



action was bad is then deterred from falsely claiming as his own the subordinate’s
good action.

Third, if the cost of exposure as a liar is sufficiently low, then the pooling
strategy s%is an equilibrium strategy.

Fourth, if the cost of exposure is intermediate then neither truth-telling
nor pooling are equilibrium strategies. A semi-separating equilibrium exists in
which the leader always claims his own good action, and with probability A
falsely claims the good action of his subordinate.

Lastly, reversed truth telling s° is never an equilibrium strategy. If a leader
has an incentive to falsely claim an action, then he also has an incentive to make
a truthful claim.

Proposition 1 (i) Never to make a claim (sN ) s always an equilibrium strat-
eqy; reversed truth telling (SS ) is never an equilibrium strategy.

(it) If B > o/ (1 — a) then truth telling (s*) is an equilibrium strategy.

(i) If B < au (7 (1,¢,0,5%%)) / (1 — ) then pooling (s©%) is an equilibrium
strategy.

(iwv) Let X\ solve

77(1,0,(/),3)‘) =u ' (1-a)p). (2)
If

Oéoéu(ﬂ'(l,c,(/),sLS))<ﬁ<La. (3)

then the semi-separating strategy s = As™% + (1 — \) sT is an equilibrium strat-
eqy

Proof. See Appendix.

Proposition 1 is illustrated in Figure 1.
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The different equilibrium zones.

4.1 Reasonable Equilibria

Here we argue that never to claim a good action is an unreasonable equilibrium
strategy, because it requires out-of-equilibrium beliefs that are unreasonable.
We use an approach in the literature named the Intuitive Criterion (Cho and
Kreps (1987)).

The Intuitive Criterion supposes that players are not quite sure how their
opponents will play outside the equilibrium path. If a player observes a de-
viation he tries to “explain” this deviation by asking himself which types of
the other player would gain from making this deviation if it is met with some
“reasonable” response rather than the equilibrium response. He will then at-
tach zero probability to those types who cannot do better, and form his beliefs
over the remaining types. In signalling games, this will typically eliminate some
non-reasonable equilibria.

The Intuitive Criterion cannot be directly applied here since the public is
not a player and does not choose an action. Its behavior is captured in the
utility function w, which formally makes the model a decision problem, not a
game. We shall, however, adopt a related approach.

Consider the never-claim equilibrium. After having observed m = ¢ out-
of-equilibrium, the public must assign zero probability to Arp = 1; that is
T (1,0,(/),SN ) = 0. Deviating then induces a punishment for both types of
leader, making the deviation unattractive. However, a leader whose action was
good has at least as strong motive to make a claim as a leader whose action was
bad and who risks having his claim rejected. This, in combination with the fact
that the claim has not been rejected, ought to make the public assign a prob-
ability to the event Ay = 1 exceeding the corresponding probability along the



equilibrium path. That is, 7 (1,¢,0,sV) > 7 (1,0,0,s"). Then a leader who
did good always gains by deviating: the no-claim equilibrium breaks down.?

In the truth-telling equilibrium and in the semi-separating equilibrium no
out-of-equilibrium beliefs exist, and the equilibria survive the refinement. The
pooling equilibrium also survives. Here, no type of leader can gain from such a
deviation and the refinement does not rule out the assumed out-of-equilibrium
beliefs. We say that the truth-telling-, pooling-, and semi-separating equilibria
are reasonable. Ruling out the non-reasonable never-claim equilibrium, we can
find a unique equilibrium strategy for every combination of parameter values.

Corollary 2 In a reasonable equilibrium the leader always claims his own good
action. If the punishment is relatively low compared to the highest possible re-
ward (that is, if ou (1) — (1 —a)B > 0) then he also claims a good action of
his subordinate.

Proof. Follows from Proposition 1 and the refinement outlined above. m

5 The Subordinate

Thus far the quality of the subordinate has been assumed to be fixed. But
leaders can often choose their subordinates, so it is useful to endogenize q. Here
we treat « (the probability a lie is detected) and § (the penalty for lying) as
constants, but let the leader choose the quality of his subordinate. As a starting
point, we treat the equilibrium strategy as given. Eventual inconsistencies be-
tween equilibrium conditions and the quality of the subordinate are sorted out
below. In the following we restrict the analysis to a linear utility function.

Let s be the assumed equilibrium strategy. Then the leader’s maximization
problem is

maxpg+p(1—q) > Pr(m=j[AL=1,5)7(1,]0,s) (4)

! je{0.e}

+q(1—p) > Pr(m=j|As=1,8)Pr(0=0]jAs=1)7(1,4,0,5)
j€{0,c}

—q(1—-p)Pr(m=c|As=1,8)pr(@=f|c,As=1)0.

Examining the first-order condition to 4 in the different equilibria shows how
the expected utility of the leader depends on the quality of his subordinate.

Lemma 3 When utility is linear, the expected utility of the leader declines with
the quality of the subordinate in the s“S equilibrium and in the s* equilibrium;
his utility is constant with respect to the quality of the subordinate in the s
equilibrium and in the s* equilibrium.

3 . . .

“The assumption 7r(1,c, 0, sN) = 0 is unnecessarily strong. Instead, m (1,0,0,51\]) <
™ (1,@,@, .SN) suffices for supporting the s¥-equilibrium. Any such belief, however, is just
as sensitive to the refinement as the assumed belief.



Proof. See Appendix.

In the s“-equilibrium the leader truthfully reveals his action. His expected
utility is consequently independent of the quality of the subordinate. In the
other three equilibria an increase in the quality of the subordinate reduces the
conditional probability 7 (1, m, ?, s), which harms the leader. On the other hand,
it increases the probability of A = 2, which benefits the leader. With linear
utility these effects cancel and the expected utility of the leader is constant with
respect to ¢ in the sN-equilibrium. In the s“°- and s*-equilibria we observe
false claims rejected more often, since the higher value of ¢ allows for more
false claims. The expected punishment increases, making the expected utility
decrease in q.

Focusing on reasonable equilibria, if 5 > «/ (1 — ) we should expect the
leader to be indifferent about his subordinate’s quality. We should expect
a low-quality subordinate if 8 < a/(1—«), that is, in the sl-equilibrium.
Recall that with linear utility, the semi-separating equilibrium exists only if
am (1,¢,0,s*) /(1 —a) < B < a/ (1 —a). However, 7 (1,¢,0,s*) =1 at ¢ =0,
eliminating the semi-separating equilibrium.

Proposition 4 With linear utility and the leader choosing the subordinate’s
quality,

(i) sN with q € [0,1] is an equilibrium strategy for all a, 3,and p.

(ii) If B > o/ (1 — «) then for all p s© with q € [0,1] is an equilibrium strategy.

(iii) If B < a/ (1 — @) then for all p s¥5 with ¢ = 0 is an equilibrium strategy.

Proof. Follows from Proposition 1 and Lemma 3. m

When the leader chooses the quality of his subordinate, his expected utility
is identical in all the equilibria. Intuitively, it must be identical in the s’- and
sS_equilibria since in both equilibria the leader is rewarded only if his action
was good. The public then knows for sure that his action was good and the
conditional probability thus equals 1. His action is good with probability p,
and this is also his expected reputation or expected utility. A leader who hires
a subordinate with ¢ = 0 in the sV-equilibrium enjoys the same utility. By
Lemma 3 the expected utility is constant with respect to g. We conclude that the
expected utility must equal p also in the sV-equilibrium. Notice the similarity
between the s’ equilibrium and the s equilibrium. In both equilibria the
leader claims only his own good action. In the s” equilibrium this is his strategy;
In the s™“%-equilibrium the low quality of the subordinate leads the leader to
claim only his good actions.

Corollary 5 With linear utility and the leader choosing the subordinate

(i) The expected utility of the leader is p in any equilibrium.

(i) In any reasonable equilibrium the leader claims only his own action if it was
good.

Proof. Follows from Proposition 4. m



5.1 Non-Linear Utility

When utility is non-linear, the only results in Lemma 3 and Proposition 4 that
continue to hold are the ones concerning the s“-equilibrium; for any type of
utility function the payoff is constant with respect to ¢, and if 8 > o/ (1 — )
then s’ is an equilibrium strategy for all p and ¢ € [0, 1]. In the s"V-equilibrium
with « convex, expected utility is maximized by ¢ € {0,1}. If w is concave, the
leader’s optimal choice of ¢ lies in (0,1). In the s“°- and s*-equilibria with u
convex the leader’s expected utility is maximized by ¢ = 0. If w is concave the
results are ambiguous.

6 Discussion

We have seen that one equilibrium has the leader appoint a subordinate who
accomplishes nothing. This supports Fiorina’s claim that congressmen may
purposely prefer incompetent bureaucracies.

But other equilibria involving credit claiming, which have higher quality
bureaucrats, can also arise. In all but one of these equilibria the leader earns
the same expected reputation, equal to the likelihood that he indeed did good.
That is, credit claiming yields no benefit to the leader. Why then does he
engage in it? The reason is that if people expect untruthful credit claiming,
then a leader who claims credit truthfully will be judged even worse than he
really is.

Our analysis focused on the utility of the leader, because he makes the
choices about the subordinate and about credit claiming. The interests of the
public, however, differ from the leader’s: they would prefer the appointment of
a higher-quality subordinate, and would prefer to know how well the leader and
the subordinate performed. Some institutional rules may lead in that direction.
Civil Service rules may lead to the appointment of better bureaucrats. Stiff
penalties for lying, as may implicitly arise from media publicity or the activities
of special prosecutors, can induce truthful credit claiming. This may sound
obvious; what is less obvious is that such rules can benefit the public without
reducing the utility of the leaders.

Our analysis applies beyond credit claiming by politicians. It can appear
within firms, with a manager taking credit for the successes of his subordinate.
Similarly, a scientific researcher may claim primary authorship for a paper writ-
ten by his graduate student, and a physician take credit for care provided by an
intern. The subordinate need not even be animate: a craftsman may downplay
the contribution of a new machine, and generals may claim that sophisticated
weapons systems contributed little to victory.



7 Appendix

Proof 1. (i) To show the first part, suppose sV is an equilibrium strategy. At

m = () the belief 7 (A, m,0, SN) is determined by Bayes’ rule but Bayes’
rule does not apply for m = ¢. Therefore, let ™ (1, c,0, SN) =0 for all 4.
Consider the deviations sV, s%, and s“°. Then

Bl s - Bfu| %] = g~ p) (u (r (10.0,5%)) ~u(0) + (1~ ) B) >0,

E[u\sN] fE[u|sL] =p(l—gq) (u(w(l,@,@,sN)) fu(O)) > 0,
and
Bl = Eful ) = q-p( “SLGD)

+p(1—q) (u(m(1,0,0,5")) —u(0)) > 0.

No deviation is beneficial and 7 is consistent with sV. Hence, sV is an

equilibrium strategy. To show the second part, suppose s° is an equilib-
rium strategy. Then the public’s beliefs are given by 7 (A, m, 0, s° ) and
Bayes’ rule applies for all events. Consider the deviation s

E[u|ss]—E[u|sN] =q(1-p)(u(0)—1—-a)f—u(l))<O.

Hence, s° is not an equilibrium strategy.

(i) Suppose s’ is an equilibrium strategy. Bayes’ rule applies for all
events and the public’s beliefs are given by 7 (A, m, 0, SL) . Consider the

deviations sV, s, and s&5.

Eflu|s* ] —Efu|s"] =p(1—q)(u(1)—u(0) >0,

Efu|s"] =E[u]s®] = p(l—q)(u(l)—u(0)) (5)
+q (1 =p) (u(0) —au(l) = (1 —a) (u(0) - B))
= p(l-¢)+q(1-p)(Q1-a)f—a),

and

Eluls"]=Efu|s"] = q1-p)((0)-au(l)-(1-a)(u(0)-5)
= q(1-p((1-a)f—-a). (6)

By assumption is (1 — a) 3 — « > 0 and 5 and 6 are unambiguously posi-
tive. Hence, s is an equilibrium strategy.
(iii) Suppose 5™ is an equilibrium strategy and let 8 < o (7 (1, ¢,0, %)) / (1 — ).

10



Here the public’s beliefs are given by 7 (1, ¢, 6, s%%) . Bayes’ rule does not
apply for m = in which case we assume 7 (1,0,60,s") = 0. Then

E[u\sLS]—E[u\sN] = (1—)u(7r(1c(/)sLS)) u(0))
) (1,000
Fall ( " SEGH o )
= p(1 ( (1,0,(/),SLS))

—p) (au (7T (1,c,(/),sLS)) —(1-a) ﬁ)

E [u | sLS] —FE [u | SS] =p(l—9q) (u (W(l,C,@,SLS)) fu(O)) >0
and

E [u | sLS] - F [u | SL] = q(1—-p) (au(w(l,c,@,sLs)) +(1—a)(u()—7p) —u(O))
= q(1-p)(au(r(L,c,0,5")) - (1—a)3) > 0.
No deviation is beneficial and 7 is consistent with s™° which is an equi-

librium strategy.
(iv) Suppose s* = A\sS + (1 — \) s where X solves

m(1,e,0,8") =u"" (1 — ) B)
is an equilibrium strategy. Beliefs are given by m (A, m, 0, s)‘) and Bayes’
rule applies for all events. By assumption is

«
11—«

LS @
u(ﬂ'(l,c,(/),s ))<,3< —

By the choice of Nis E [u | s*] =E [u | s¥] =0and E [u | s*|—E [u | s¥] =
0. The remaining two pure deviations gives
E [u | SA] - F [u | SN] = p(l—9q) (u (W(l,c,@,:s)‘)) fu(O))

au (T 1,6,(/),8>‘
+qA (1 —-p) ( +(1—a§(u((0)—/3))—)u(0) >

= p(1 —q)u(w(l,c,(/),sk)) >0
and

Eflu|s)) —Eu|s’] =p1—q) (u(r(1,¢0,5")) —u(0) >0.

A

Hence, s* is an equilibrium strategy. B

Proof 3. First, consider the s“-equilibrium. The maximization problem 4 is
here

max pg +p(1—9q)

11



which can be simplified to p. The leaders expected utility is thus constant
with respect to q.
Next, consider the s*-equilibrium. The maximization problem is

p(1—2q)
1—q)+Xagq (1 —p)

I%mm+%pﬂ—q+Amﬂl—MDp( ~A(1l-a)q(1-p)B

and the FONC is

1— Aap(1—
p+Aa—(1+a)p) p(l—ql))Ser;(l—p) - p(l—q)i(mtﬁ)l—p)

Al =a)(1-p)F=0

si=gaagi=p) A (1 =¢) (1 =p) = (l—q) (1 -p))
“A(l=a)(1-p)s=0

“A(l-a)(1-p)B=0 (7)

But in equilibrium are 0 < A, a,,p < 1 and § > 0. The FONC is therefore
negative for all ¢ and the expected utility of the leader decreases in equi-
librium.

The FONC of the s“S-equilibrium is obtained from 7 by setting A\ = 1
showing that the leader’s expected utility decreases in ¢ also in the s%°-
equilibrium. Finally, the information structure in the s™V-equilibrium is
the same as in the s“S-equilibrium if we set a = 1. This makes the left-
hand side of 7 equal to zero for all q. Hence, the expected utility of the
leader is constant with respect to ¢ in the s™V-equilibrium. H

12



8 Notation

A Outcome

m Message by leader

p Probability leader’s action was good

q Probability subordnate’s action was good

s leader’s claiming strategy

a Probability claim succeeds.

B Cost to leader of claim being shown false.

7 Belief by the public that leader’s action was good

6 Indicator of whether claim succeeded (@) or failed (f)

13



References

1]

2]

Boot, Arnold W.A. (1992) “Why hang on to losers? Divestitures and
takeovers.” Journal of Finance, 47: 1401-1423.

Brandenburger, Adam and Ben Polak (1996) “When managers cover their
posteriors: Making decisions the market wants to see.” RAND Journal of
Economics, 27(3): 523-541.

Carmichael, H. Lorne (1988) “Incentives in academics: Why is there
tenure?” Journal of Political Economy, 96(3): 453-472.

Cho, I. and D. Kreps (1987) “Signalling Games and Stable Equilibria.”
Quarterly Journal of Economics 102:179-221.

Dassiou, Xeni (1999) “The impact of signal dependence and own ability
awareness on herding behaviour: A tale of two managers,” Managerial and
Decision Economics 20(7), 379-395.

Effinger, Matthias and Mattias K. Polborn (1999) “Herding and antiherd-
ing: A model of reputational differentiation." Forthcoming, Furopean Eco-
nomic Review.

Fiorina, Morris P. 1977. "The Case of the Vanishing Marginals: The Bu-
reaucracy Did It." American Political Science Review 71: 177-181.

Fiorina, Morris (1977) Congress: Keystone of the Washington Establish-
ment

Gibbons, R. and Murphy, K.J. (1992) “Optimal incentive contracts in the
presence of career concerns: Theory and evidence." Journal of Political
Economy, 100(3): 468-505.

Glazer, Amihai (2001) “The Calculus of Stonewalling." Forthcoming, Jour-
nal of Theoretical Politics.

Glazer, Amihai and B. Segendorff (2001) “Reputation in Team Produc-
tion”, Working Paper Series in Economics and Finance, Working Paper
No. 425, Stockholm School of Economics.

Jeon, Seonghoon (1998) “Reputational concerns and managerial incentives
in investment decisions." Furopean Economic Review, 42(7): 1203-1219.

Kanodia, Chandra, Robert Bushman, and John Dickhaut (1989) “Escala-
tion errors and the sunk cost effect: an explanation based on reputation
and information asymmetries." Journal of Accounting Research, 27: 59-77.

Levy, Gilat (1999) “Strategic consultation and ‘yes man’ advisors." In Es-
says on Strategic Information Transmission. Ph.D. Dissertation in Eco-
nomics, Princeton University.

14



[15]

[16]

[17]

Mayhew, David (1974) Congress: The Electoral Connection. New Haven:
Yale University Press.

Meyer, M.A. and Vickers, J. (1997). “Performance comparisons and dy-
namic incentives." Journal of Political Economy, 105(3): 547-581.

Prendergast Canice and Lars Stole (1996) “Impetuous youngsters and jaded
old-timers—A cquiring a reputation for learning." Journal of Political Econ-
omy, 104(6): 1105-1134.

Rogoff Kenneth (1990) “Equilibrium political budget cycles." American
Economic Review, 80(1): 21-36.

Segendorff, Bjorn (2000) “A signalling theory of scapegoats.” Working Pa-
per Series in Economics and Finance, Working Paper No. 406, Stockholm
School of Economics.

Scharfstein, David S. and Jeremy C. Stein (1990) “Herd behavior and in-
vestment." American Economic Review, 80(3): 465-479.

Swank, Otto H. (2000) “Policy advice, secrecy, and reputational concerns.”
European Journal of Political Economy, 16(2): 257-271.

Trueman, Brett (1994) “Analyst forecasts and herding behavior.”
Review of Financial Studies, 7(1): 97-124.

15



