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ABSTRACT: Voters are often believed to give a disproportionate weight to superficial
elements, such as differences in the personalities of political candidates and neglect
other more fundamental dimensions, such as their administrative competencies. We
show that this kind of behavior may promote the welfare of society. We obtain this
result in a dynamic model in which politicians’ career concerns have countervailing
consequences on welfare. They are beneficial because they make it more likely that
a competent incumbent is reelected, but they are harmful because the incumbent
can distort policies to increase his probability of reelection. When electoral outcomes
depend on personality differences, a commitment to political alternation arises that
trades off the beneficial and harmful effects of incumbents’ career concerns. When the
private rents from holding office are larger, the optimal trade off between beneficial and
harmful effects of incumbents’ career concerns is obtained when the electoral outcomes
depend more on personality differences.

1 INTRODUCTION

According to a common view of politics, the outcomes of elections are often influenced by
events that have no apparent connection with candidates’ competencies or political agendas.
This is possible because voters often ignore important policy dimensions and react to apparently
superficial differences among candidates.

In this paper we want to formalize this view and analyze its implications. Our starting
hypothesis is that electoral outcomes can be swayed by elements that have no connection with
the competency, honesty, or political orientation of political candidates. We call these elements
the “personalities” of political candidates. We find that the fact that electoral outcomes depend
more on candidates’ personalities creates a commitment to political alternation that trades off the
beneficial and harmful effects of incumbents’ career concerns. This in turn implies that voters’
welfare may increase.

To understand our results it is useful to note that incumbents’ career concerns may have
countervailing consequences on voters’ welfare. They are beneficial when they help discipline the
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behavior of incumbents or make it more likely that a competent incumbent is reelected. But they
are harmful if an incumbent can increase the probability of reelection by distorting policies. Our
results depend on the fact that politicians’ career concerns have both positive and negative effects.
In other words we assume that career concerns make it the interest of competent politicians to
stay in power and therefore increases the probability of this happening. But we also assume that
career concerns have perverse consequences because competent incumbents need to distort policies
to signal their ability.

When the harmful effect on policies outweighs the long-run gains from a better selection of can-
didates, voters’ interests are better served when electoral outcomes are influenced by politicians’
personalities because this creates a commitment to ex-ante desirable political alternation.

We make use of a simple model based on the work of Rogoff and Sibert (1988) and Rogoff (1990)
in which politicians value voters’ welfare but also obtain a rent from holding office. An incumbent
politician is up for reelection but is challenged by an opponent. The incumbent has to finance
an exogenously given government expenditure, but his administrative competence determines the
required tax revenue. If the incumbent is competent, he needs to raise less revenue than if he is
not. Tax revenue can be raised through two means, a non distortionary lump sum tax which is
set prior to the election and a distortionary tax that is levied after the election to make up for
any budget deficit. Because the incumbent observes his competence before the election and voters
only after that and because administrative competence is serially correlated, the incumbent may
want to signal his competence when this is high. In other words, the incumbent has an incentive
to appear competent that is tempered only by the fact that he values the cost of signaling for
voters’ welfare.

In the paper we assimilate the personality of a politician with features, such as his physical
aspect or moral leadership, which are not correlated with his administrative competence. Our
contribution is to show that conceding relevance to the personalities of politicians increases the
probability of not reelecting a competent incumbent, but reduces the distortion caused by the
electoral process, because competent politicians can credibly signal their type at a lower social
cost. When the latter effect dominates the former, attaching great relevance to the personalities
of politicians may be desirable for voters. This happens, for instance, when politicians are “office
seekers”, i.e., attach a high weight to being in power relative to voters’ welfare. For this reason,
erratic electoral outcomes cease to be the product of capricious and irrational behavior of backward
voters and emerge as a desirable reaction to temper the behavior of politicians who would otherwise
be too obsessed with reelection.

In our work we consider a representative voter and we assume that he cares sufficiently about
the personalities of political candidates. This means that we assume that politicians’ personalities
are likely to have a significant impact on electoral outcomes. The fundamental reason why we
make this assumption is that there exists ample documentation of the fact that voters are often
very poorly informed about fundamental policy issues.! Gul and Pesendorfer (2006) demonstrate
that if an individual voter is poorly informed about policy dimensions, he chooses to vote for the
candidate whose personality he prefers, even if personalities have a very minor importance and if
the candidate with the better personality is likely to implement an inferior policy. In other words,
Gul and Pesendorfer (2006) show that the behavior of rational individual voters fails to aggregate
information properly and causes personalities to have a large impact on electoral outcomes. In our
work we analyze if and under what condition, this kind of behavior may have beneficial dynamic
repercussions.

Our work is obviously related to the literature on politicians’ career concerns (for a review see

!See, for instance, Delli Carpini and Keeter (1993).



Persson and Tabellini (2000)). Because we want to show that the effects we discuss are generally
applicable, we choose to follow closely a standard framework and our modeling is therefore very
similar to Rogoff and Sibert (1988) and Rogoff (1990). Our paper is also related to several
recent attempts to identify the selection and the discipline properties in career concerns models.
Ichino and Muehlheusser (2004), for instance, study a dynamic adverse selection setting and
argue that reducing monitoring increases the probability of misbehavior, but may also increase
the probability of early termination of undesirable types of agents. Besley and Smart (2003) study
the consequences of measures of fiscal restraint on the discipline and the selection of politicians
and indicate that some measures can lead to effects with opposite signs. But apart from its general
connection with career concerns models, our paper is the first, to the best of our knowledge, to
make the point that volatility can promote voters’ welfare because it increases political alternation.

The paper is organized as follows. Section 2 presents the model. Section 3 characterizes the
equilibrium. Section 4 analyzes the consequences of personality volatility on equilibrium outcomes.
Section 5 provides a discussion.

2 THE MODEL

We consider an environment in which an incumbent politician has private information about
his administrative competence and is challenged by an opponent. The incumbent politician can
use fiscal policy to signal his type, but the election outcome depends not only on the perceived
competence of the incumbent vis-a-vis the opponent, but also on their personalities, i.e., on factors
that are uncorrelated with the administrative competencies of the incumbent and the opponent.

The extensive form of the game we analyze is summarized in the following. There are two
politicians, the incumbent, I, and the opponent, O. In period 1 I is in power. At the beginning
of period 1, time 1.1, I’s administrative competence in period 1, 5{ , is determined as follows:

ol =

where of is a random variable with Pr(al = @) = p and Pr(af = a) =1 — p, @ > a. We assume
that p € (1/2,1), but qualitatively identical results can be obtained when p < (0,1/2]. I privately
observes e! at time 1.2. At time 1.3 I sets the level of a nondistortionary lump sum tax t; > 0
needed to finance g > 0, an exogenously given expenditure in government services. Because [
sets t1 after having observed whether the realization of his first period competence was « or @
we denote his first period strategy by 71 : {a, @} — [0,g], 71 (¢1) € [0,g]. At time 1.4 nature
determines the personalities of I and O

I I
m = @
o= qf
where ¢, i = I, 0, is a random variable with Pr (q’1 = 6) = ¢ and Pr (q’1 = g) =1-9¢,7>¢>0.
At time 1.5 a representative voter observes t1, observes the personalities of I and O and elects
either I or his opponent O for period 2. We denote the strategy of the representative voter by
v:Ry X {g,§}2 —{I,0}, v (ti, q?,q{) € {I,0}. After a politician is elected for office in period
2, additional tax revenue for period 1 is raised through a distortionary tax s;

slzg—e{—tl. (1)

The sequence of events in period 2 is identical. If I is reappointed for period 2, his competence



and his personality in period 2, 55 and 77£ , are determined as

1 1
65 = 501{ + §a£ (2)
1 1
IO Y S ¢
2= 5% + 5%

where ol is a random variable with Pr(ad = @) = p and Pr(ad = a) = 1 — p and ¢ is a random

variable with Pr (qé = 6) = ¢ and Pr (qé = g) = 1—¢. We denote by 82[ = {g, #,E} the space

of possible values of €. If O replaces I in period 2, O’s competence and personality in period 2,
€9 and 19, are determined as

e = af (3)
1 1

o _ 1o, 1o

Ny = 2Q1+2QQa

where of is a random variable with Pr (a§ = @) = p and Pr (a§ = a) = 1 — p and where ¢¥ is a

random variable with Pr (qg = G) = ¢ and Pr (q20 = g) =1—¢. We denote by £ = {a,a} the
space of possible values of 5. The second period strategy for player s = I, O, is the tax rate he
sets in the second period if elected. We denote it by 74 : £ — [0, g].

All random variables a{ , q{ , qlo, aé, a20, qé, qQO are independently distributed. We also assume

that
(I-p)(@-a)<q—g<p@-a). (4)

In broad terms the previous assumption requires that the differences between attractive and
unattractive personalities is neither too large nor too small in comparison with the differences in
the administrative competencies.

The sequence of events and the budget constraint in (1) describe a situation in which

e Government spending can be financed through different means;

e The less distortionary means (t) is more readily visible to voters (it is observed before the
representative voter casts his vote) and the more distortionary means (s) is less readily
visible to voters (it is observed only after the representative voter has cast his vote);

e A more competent politician needs less resources to achieve a given goal (total tax revenue
needed to finance g is lower when the incumbent is competent).

The preferences of the representative voter at time 1.5 are represented by the following utility
function
I'=Ei5[Wi+n +Wa+m]. ()

The expectation is taken with respect to the information available to the representative voter
at time 1.5; 7y represents the personality of the incumbent (who is in power in period 1) and
1y represents the personality of either I or O depending on who is elected for period 2. W; =
g+y—t1 —s1 — A(sy) represents the material welfare of the representative voter for period 1: y
is an exogenously given and nonstorable endowment and A (s) represents the cost of distortions
arising from the use of the distortionary tax, A (0) = 0, A’(.) > 0 for s > 0 and A" (.) > 0. To
ensure interior solutions, we also assume that lim,_.,_& A (s) = 400 or in other words that the
cost of setting a lump sum tax rate equal to 0 is prohibitively high even if the politician has high



competence (in this case s = g — @ would then be necessary to balance the budget). A similar
expression describes the second period material welfare of the representative voter.

From the point of view of the representative voter’s material welfare, given (1) and (5) and
given that distortions are minimized when A = 0, it is preferable to finance government spending
with only lump sum taxes (which implies that no distortionary taxation takes place, s = 0);
given (2) and (3) it is preferable to elect I for office in period 2 if and only if his administrative
competence in period 1 is high, 5{ = 0.

The incumbent and the opponent care about the welfare of the representative voter, but also
derive utility from being in office. We model this by assuming that the preferences of politician
i = I, O are represented by the following utility function?

V' =E [Wi+n, +Wa+ny+75X] (6)

The expectation is taken with respect to the information available to politician 4; wé represents
the estimate that player ¢ makes of the probability that he will be in power in period 2 and X
represents the rent that player i receives if he is in power in period 2.3

Because of the information structure and of the timing of events, the game we have described is
a signaling game. The incumbent is the sender (has private information about his administrative
competence when he sets ¢, the level of nondistortionary taxes in period 1) and the representa-
tive voter is the receiver (before voting makes inferences about the incumbent’s administrative
competence in period 1 conditional on ¢1). The equilibrium concept we use is perfect Bayesian
equilibrium.

Before proceeding it is useful to notice that given that period 2 is the last and given the
preferences of politicians, fiscal policy in period 2 maximizes the welfare of the representative
voter and makes no use of distortionary taxation, so. In other words, in equilibrium

7y (eh) =g — ¢
fori € {I,O}. The rest of the paper will be centered on the analysis of period 1 when reputational
concerns shape the play of the incumbent and the representative voter.

3 EQUILIBRIUM

In subsection 3.1 we start by analyzing the equilibrium in a symmetric information environ-
ment in which a{ is observed by the representative voter prior to voting. In subsection 3.2 we
then turn to the analysis of the asymmetric information environment described above, where the
representative voter does not observe a{ prior to voting.

3.1 Equilibrium with symmetric information

If a{ is observed by the representative voter prior to voting, the incumbent’s fiscal policy
cannot affect the representative voter’s expectations about his post-electoral competence and
thus has no effect on his chances of remaining in office. Because Ej 5 [Wé] is independent of his
play, in equilibrium I maximizes the welfare of the representative voter also in period 1:

71 () =g —<f.

2Similar results would obtain if politicians ignored voters’ preferences over personalities and cared only for their
material welfare.

3Because the incumbent is in power in period 1 by assumption, we ignore the rent from holding office in period
1.



The fact that a{ is observed before voting has no impact on equilibrium play in the second
period and we therefore have o '

73 (e3) = 9 — € (7)
for i € {I,0}.

Define now WZZ, i = I,0, as period 2’s material welfare of the representative voter when

politician 4 is in power in period 2 and plays according to (7). Simple algebra shows that
Wé =y+ eé.

We denote by QF, i = I,O period 2 expected material welfare for the representative voter
when politician ¢ is in power in period 2 and when the incumbent’s administrative competence
for period 1 is E{ — q; similarly we denote by Q', i = I, 0, period 2 expected material welfare
for the representative voter when politician ¢ is in power for period 2 and when the incumbent’s
administrative competence for period 1 being ! = @. Simple algebra shows that

— 1 1
Qf = E[Wilaizg} =y+p50+(2-p)50

— 1 1
0 = E|Wlad=a] =y+1+p)5a+(1-p)50
Q0 = ﬁO:E[WQO]a{:a}:y+pa+(1—p)g

Notice that given that the administrative competence of the opponent in period 2 is independent
of the administrative competence in period 1 of the incumbent, the expected material welfare of
having the opponent in power in period 2 is independent of the administrative competence of the
incumbent in period 1, Q° = 0°. For this reason in the following we will simply write Q©.

We can now determine the election outcome in the equilibrium with full information. Recall
that the representative voter casts his vote after observing period 1 administrative competence
of the incumbent and period 1’s personalities of both politicians. Simple algebra also shows that
under (4)

1, 1
(@ -9°) + <§q{ - 5(1?) < Oforall (¢f,qf) € {g.7)° ®
_ 11
(QI — QO) + <§Q - 5@) < 0 ©)

Q-0 > 0 (10)

() (-3

Consider condition (8). The left hand side of (8) represents the expected utility the repre-
sentative voter obtains in period 2 if he elects the incumbent when his period 1 administrative
competence is low and when his period 1 personality is q{ minus his expected utility if he elects
the opponent when his period 1 personality is qlo (recall that 7} = %qi + %qé, 1 = 1,0, and that
the expected value of ¢4 — ¢§ is 0). By (8), therefore, if the incumbent has low competence in
period 1, ol = a, the opponent is elected for period 2 regardless of the personalities in period
1. In a similar way (9) implies that if the incumbent has high competence in period 1, a{ =q,
but has an unattractive personality while the opponent has an attractive personality, the latter
is elected for period 2. Finally (10) and (11) imply that if the incumbent has high competence in
period 1, ol =@, and has a personality no worse than the opponent’s, the incumbent is reelected
for period 2.

\%

0 (11)



3.2 Equilibrium under asymmetric information

Because the second period is the last, second period play is easily determined in equilibrium.
In what follows we therefore center attention on first period equilibrium play of the incumbent
and the representative voter. A perfect Bayesian equilibrium consists of a pair of strategies,
(71 (@), 71 (@)) for the incumbent and 7 (t1,¢,q{) for the representative voter together with
beliefs i (¢1), such that strategies are best responses to each other given the beliefs and the beliefs
are computed from equilibrium strategies whenever possible.

We proceed backward and we start analyzing the play of the representative voter. Let

p(t) =Pr(f =a|t)

denote the posterior beliefs of the representative voter on the first period administrative com-
petence of the incumbent. More precisely p (t1) is the probability that the representative voter
attaches to the incumbent having a high competence in period 1 conditional on the level of the
lump sum tax.

A necessary and sufficient condition for the strategy of the representative voter to be a best
response to u (t1) is that

~ . . —I 1 1
D (1,97, q]) =T if and only if (1) Q" + (1 — p(t1))Q" + §q{ > Q0 + 56110, (12)

or, in words, the incumbent is reelected for period 2 if and only if the expected utility of the
representative voter for the second period is no lower with the incumbent than with the opponent.

We now move backward and characterize the incumbent’s best response to an arbitrary strat-
egy of the representative voter, v (tl, q?, q{ ) Notice first that when the incumbent sets the level
of the lump sum tax, he has not observed yet the personalities qlo and ¢!, but he can com-
pute the probability that he will be reelected if he chooses a given ¢;. Denote by = (t1,v) the
probability that the representative voter will reelect the incumbent when he follows strategy v,
T (t1) =Pr (v (tl,qlo,q{) =1I).

We can now characterize the best response of the incumbent (71 (@), 71 (@)) to a given strategy
of the representative voter, v. Consider first 71 («), i.e., what the incumbent does when he observes
that his first period competence is low. The incumbent knows that if he sets a lump sum tax
equal to t1, the material welfare of the representative voter will be y + o — A (¢ — a — t1). This
corresponds to the material welfare that the representative voter obtains if no distortion occurs
(the representative voter’s initial endowment plus the incumbent’s administrative competence)
minus the cost of relying on a distortionary tax (to make up for the budget deficit g —a —t1). The
incumbent also knows that if he sets ¢1, he will be reelected for period 2 with probability 7 (¢1, v).
In this case the representative voter obtains an expected material welfare of Q' and the incumbent
obtains a rent of X. If the opponent is instead elected for period 2, an event that happens with
probability 1 — 7 (¢1,v), period 2 expected material welfare for the representative voter is 09 and
the incumbent obtains no rent. Therefore for (71 (@), 71 (@)) to be a best response to v, 71 (@)
has to be a solution to the following problem

1 (@) = argmaxy + o~ Alg - a—t) + 7 (1,0) Q1+ (1= 7 (11,0)) 90 + X7 (t1,0).
1=

In a similar way for (71 (a),71(@)) to be a best response to v the lump sum tax set by the
incumbent after he observes that his first period competence is high 71 (@) has to be such that.

71 (@) = argltnggy—ka—A(g—a—tl) +7r(t1,1/)ﬁl+ (1—7(t1,) Q0 + X7 (t1,v).
1=

7



An equilibrium is given by a profile of strategies and a beliefs, ((71 () , 71 (@) , 7 (t1, %, q ) 1 (t)),
such that

Ti(a) = argtlnel[%@}y+g— Alg—a—t)+7t1,0)Q + (1 -7 (t1,0) Q9 + X7 (t1,D)

71(@) = argtlrg%}z}vaa— A(g—a—t) +7r(t1,/1))ﬁ[ + (1 =7 (t1,0) Q0 + X7 (t1,D)

I ifp(t)Q + (1= 0)Q +¢f > Q9 +¢f
— [t

v(taf.d) = § O i) + (1 a(t)Q +af <0 +¢f

and beliefs that are computed from (71 (@), 71 (@)) whenever possible.

As is typically the case in signaling environments, multiple equilibria exist, both separating
and pooling. In a separating equilibrium, the incumbent’s choice of fiscal policy perfectly reveals
his type. In a pooling equilibrium, the incompetent type mimics the competent type. Asin Rogoff
(1990), it is easy to see that no pooling equilibrium survives the intuitive criterion of Cho and
Kreps (1987). We therefore center our attention on pure strategy separating perfect Bayesian
equilibria.

PROPOSITION 1 In any separating equilibrium 71 (o) = g — «. The set of separating equilibria is
nonempty.

PROOF. See Appendix A.1.

It is convenient to notice that in all separating equilibria the low competence incumbent
receives the same payoff, because it sets 71 (o) = g—a and is reelected with probability 0. But two
other observations are also useful. First, the expected utility of the high competence incumbent
is different in different separating equilibria. Second, because in all separating equilibria the high
competence incumbent is reelected for period 2 with probability 1 — ¢ (1 — ¢) (the probability
that the incumbent’s personality is not worse than the opponent’s), the differences in equilibria
arise only because different first period lump sum taxes give rise to different levels of first period
material welfare. This means that in the set of separating equilibria the ones that lead to highest
first period material welfare Pareto dominate the rest. These ideas are used in the next proposition
that characterizes the separating equilibria that survive the intuitive criterion of Cho and Kreps
(1987).

Let 17 denote the tax rate that maximizes first period utility for the competent type of
incumbent subject to the constraint that the incompetent type of incumbent prefers to set t1 =
g —«a and being found out to be incompetent to setting 77 and being believed to be the competent
type with probability 1.*

PROPOSITION 2 Ty € (0,9 —@]. In all separating equilibria that survive the Intuitive Criterion,
71 (@) =T11.

PROOF. See Appendix A.2.

Under certain conditions an equilibrium exists in which 71 (@) = g—@, i.e., also the first period
lump sum tax set by the competent incumbent is efficient. This occurs when the continuation
payoff that the low competence incumbent obtains from setting a first period lump sum tax equal

1A formal definition of T} is given in the proof of Proposition 2 in Appendix A.2



to g — @ and being believed to have high competence with probability 1 is sufficiently small and
whenever the cost of setting the first period lump sum tax equal to ¢ — @ rather than to g — « is
sufficiently high. But if these conditions are not met, in equilibrium 71 (@) < g — @.

In the rest of the paper we will center our attention on (separating) equilibria that survive the
intuitive criterion and we will simply refer to them as equilibria.

The next proposition circumscribes to equilibria in which 71 (@) < g — @ and analyzes the
impact of the size of the rent from holding office on the equilibrium outcome.

PROPOSITION 3 Consider equilibria in which 71 (@) < g —@. An increase in X, the rent from
holding office, decreases T1 (@) and leads to lower equilibrium material welfare for the high com-
petence incumbent and lower equilibrium utility for the representative voter.

PROOF. See Appendix A.3.

4 CAREER CONCERNS AND PERSONALITY

The very simple stochastic structure that we have chosen for the personality of a politician is
meant to point out that its impact is larger when it is more volatile. To see this recall that we have
assumed that the personalities of politicians have a substantial impact on electoral outcomes. In
particular (4) guarantees that g — g is big enough that in a symmetric information setting the in-
cumbent loses the election with certainty if his personality is unattractive (g) while his opponent’s
is attractive (g)—even when the incumbent is known to have high administrative competence. But
the impact of this assumption on equilibrium outcomes depends on the probability of such an
event occurring. If ¢ is near 1, then the personalities of the incumbent and the politician are
likely to be both attractive and they are unlikely to be determinant. Similarly, if ¢ is near 0, the
personalities of the two candidates are likely to be both unattractive. Because not reelecting a
competent incumbent has probability ¢ (1 — ¢), this event is very rare whenever ¢ is near 0 or 1
but is maximal when ¢ = %, i.e., when the variance of the personality is maximal.

A different way of expressing these ideas is to view the personalities of candidates as random
variables that take the high value for all realizations that are rated as appropriate and the low
value for the complementary set, i.e., for realizations that are rated as inappropriate. A very
severe electorate may associate most realizations to inappropriate behavior (¢ near 1) and a very
indulgent electorate may do the opposite (¢ near 0). But in either case the probability of the
personalities determining the electoral outcomes would be very low. By contrast, an electorate
that assigns sufficiently likely sets of realizations to either rating (¢ near 1/2) has a larger opinion
volatility and is more likely to expose electoral outcomes to this volatility.

In the rest of this section we want to analyze the impact of the volatility of personalities on
equilibrium outcomes. For this reason we use v = ¢ (1 — ¢) as a measure of volatility that ranges
from 0 (minimum volatility when ¢ € {0,1}) to 1/4 (maximum volatility when ¢ = 1/2) .

PROPOSITION 4 Consider equilibria in which T1 (@) < g —@. An increase in vy increases 71 (@)
and therefore decreases equilibrium distortions.

PROOF. See Appendix A.4.

Proposition 4 states that a larger personality volatility reduces the incentives for an incom-
petent incumbent to distort policies, because it decreases the expected reward obtained from
making the representative voter believe that he is competent. This implies that in equilibrium
the distortion that the competent incumbent has to introduce to credibly signal his type is lower.



In different words Proposition 4 shows that an increase in personality volatility may be benefi-
cial because it reduces the perverse effects of politicians’ career concerns. But because an increase
in personality volatility also has a direct effect on electoral outcomes, it is also important to weigh
its beneficial effects against its potential costs deriving from an increase in the probability that
a competent incumbent is not reelected. We do this in the following Proposition in which we
analyze the consequences of personality volatility on the representative voter’s lifetime utility

W1+771+W2+T]2

as well as on his material welfare,
W1 + Wa.

PROPOSITION 5 Consider equilibria with 71 (@) < g — @.

1. The representative voter’s lifetime utility is maximized when v = % ifﬁl -0f < % (6 - g) +X
and when v =0 ifﬁI—Ql > % (@—q) +X.

2. The representative voter’s material welfare is maximized when v = i if [P Q' < X and
when v =0 ifﬁI—Ql > X.

PROOF. See Appendix A.5.

Recall that v = ¢ (1 — ¢) and that the variance of the distribution of personalities is ¢ (1 — ¢) (ﬁ
Because it studies the consequences of an increase in the variance for a given value of ¢ — g, Propo-
sition 5 analyzes the repercussions of an increase in personality volatility.

To understand Proposition 5 it is convenient to recall that a larger personality volatility has
two implications: i) It reduces the incentives of the incompetent incumbent to imitate the strategy
of the competent incumbent and therefore it reduces the policy distortions that credibly signal
the latter type; ii) It makes it more probable that the electoral outcome is determined by the
personalities of the candidates and not by the administrative competence of the incumbent.

Part 1 of Proposition 5 analyzes the representative voter’s lifetime utility and finds that the
beneficial effect of decreasing policy distortions is measured by X, the beneficial effect of selecting

the politician with a strictly better personality is % (6 — g), and that the cost of not reelecting

a competent incumbent is measured by [P Q!. When the cost outweigh the beneficial effects,
the representative voter’s utility is maximized when personality volatility is maximal, i.e., when
v = i, or equivalently when ¢ = % When the beneficial effects are outweighed by the cost the
representative voter’s utility is maximized when personality volatility is minimal, i.e., when v = 0,
or equivalently when ¢ € {0,1}.

Part 2 of Proposition 5 analyzes the representative voter’s material welfare. The only change
with respect to the analysis of the representative voter’s lifetime utility is that selecting the
politician with a strictly better personality is ignored and this explains why % (6 — g) disappears
from the condition that determines whether maximal or minimal volatility is desirable.

A few remarks about Proposition 5 are useful.

1. Proposition 5 finds that the equilibrium utility and material welfare of the representative
voter are linear in . This is obviously a consequence of using a simple model, but the result
is convenient because it emphasizes the factors that determine whether personality volatility
is desirable or not for voters.

10



2. The model we use in this paper is also simple because we consider a 2-period model. But
our results generalize to an infinite horizon model. When the horizon is infinite, an increase
in personality volatility decreases the reward that an incompetent incumbent receives when
he distorts policies and makes the electorate believe that he is competent for the following
two reasons:

(a) There is a higher probability of not being reelected even if believed to be competent;

(b) The probability of returning to power after losing increases because the opponent is
also subject to personality volatility and there is a higher chance that he will not be
reelected when he is competent.

In other words, an infinite horizon model is useful to recognize another reason why person-
ality volatility may be desirable, but the qualitative results are unchanged.

3. A sufficiently large increase in the rents that a politician obtains while in power may increase
the optimal level of personality volatility. The reason is that when rents from holding office
are higher, the policy distortions needed to credibly signal a high first period competence
are also higher. But an increase in volatility may reduce these distortions.

4. For ease of exposition Proposition 5 considers only the cases in which for all values of ¢ all
equilibria imply some efficiency loss because 71 (@) < g — @. Straightforward algebra shows
that this is the case whenever

3
ZA(a—g)<)(+QI—QO. (13)
When (13) does not hold the analysis is a bit more involved because it requires to keep into
account that the incentive compatibility constraint for the low competence incumbent may
cease to be binding, but the same qualitative results hold.

5 DISCUSSION

A conventional view of politics revolves around the idea that voters are often ignorant about
fundamental characteristics, such as the administrative competence of candidates, and that elec-
toral outcomes are influenced by factors that have no apparent connection with them, such as
the candidates’ aspects, clothing, acquaintances, hobbies, or sexual lives. A few empirical studies
have demonstrated the validity of this view.?

The objective of this paper is to study the repercussions of this kind of apparently capricious
behavior of voters. In particular we center our attention on the fact that an immediate consequence
is an increase in the randomness of election outcomes. This is harmful because it increases
the probability that an incumbent who demonstrates his competence while in office may not be
reelected. But because this reduces the value of signalling a high administrative competence, a
beneficial effect is generated by the reduced willingness of incumbents to distort policies to signal
their ability.

In more general terms our result can be summarized as follows. We note that politicians’ career
concerns can have beneficial and harmful consequences and we show that when the beneficial
consequences are outweighed by the harmful ones, an increase in the randomness of electoral

’See, for example, the experiments run by Druckman (2003), Redlawsk and Lau (2003) and Todorov, Mandisodza,
Goren, and Hall (2005).
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outcomes increases political alternation and therefore lowers career concerns and increases welfare.
Our results can also be understood in the following terms. Making electoral outcomes dependent
on the realizations of irrelevant factors is equivalent to credibly committing to not always reelect a
candidate believed to be competent. This behavior is always ex post suboptimal, but it is ex-ante
optimal if the harmful effects of career concerns outweigh their beneficial effects.

We identify the factors that determine the magnitude of the beneficial and the harmful effects
and we are therefore able to envision situations in which the higher political alternation introduced
by the volatility in voters’ perception of the personalities of politicians leads to welfare gains. For
instance, we show that when politicians enjoy larger rents from being in office, more volatility
is welfare improving and when administrative competence is very important less volatility is
desirable.
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A PROOFS OF LEMMAS AND PROPOSITIONS
A.1  Proof of Proposition 1

Suppose that a separating equilibrium ((71 (@) ,71 (@), 7 (t1,47, ¢1) , 7 (t1)) exists. This im-
plies that

T1(@) # T1(a) (14)
p(r(@) = 1 (15)
p(ri(a) = 0 (16)

To show that the set of separating equilibria is nonempty, we show that we can always construct
separating equilibria in which
nt)y=0ift#71(a). (17)

Given the beliefs in (15)-(17), for a separating equilibrium it is necessary and sufficient that neither
type of incumbent wishes to imitate the strategy of the other type:

y+a—-Alg—a—71(a)+7(r1(a),7) Q2 + (1 -7 (r1(),?) Q% + X7 (11(2) , D)
> y+a-Alg—a—71@)+7(r1(@),0)Q + (1 —7(r1(@),0))Q° + Xn (71 (@), H18)
y+a—-Alg—a—7 @) +7(m@,0)Q + (1 —n(r(@),?) 2 + Xr (r1 (@), D)
> y+a-Alg—a-7i()+7(r1 (@), ) +(1-7(r1(),9) Q0+ Xn (11 (), 7L9)
From (12) we obtain
7 (t9) = Pr(p(t) @ + (1 - p(0)Q' +af 200 +40) (20)
and substituting (15) and (16) in (20) we obtain
m(r1(a),v) = 0 (21)
m(ri(@),v) = 1-9¢(1-9). (22)
This implies that in a separating equilibrium
T1(a)=9—-a (23)

Substituting (21)-(23) into (18) and (19), recalling A (s) = 0 for s < 0 and simplifying we obtain

Afg—a-n(@) = (1-6(1-9)(Q -9 +X(1-6(1-9) (24)
Afg-a-m(@) £ 1-601-9) (2 -00)+X(1-6(1-9) (25)

>
<
Notice that Q' > OF implies that the right hand side of (24) is larger than the right hand side
of (25) and A’ (.) > 0 implies that the left hand side of (24) is smaller than the left hand side of

(25). Recalling that lims_,q—7 A (s) = 400, we obtain that there exists a 71 (@) < g —@ such that
(24) and (25) both hold. W
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A.2  Proof of Proposition 2

Let 17 denote the tax rate that maximizes first period utility for the competent type of
incumbent subject to the constraint that the incompetent type of incumbent prefers setting t; =
g —« and being found out to be incompetent to setting 1} and being believed to be the competent
type with probability 1. Using (18), (21) and (22) we obtain

TN = arngaxg—i—y—Tl—E—A(E) (26)
yta > g+y-Ti—s—-As)+(1-¢(1-9) (X +2 -0 (27)
5 = min{0,g—a-T1} (28)
s = min{0,g—a—T1}. (29)

Constraints (28) and (29) mean that if 7} is insufficient to fund g, the difference will have to be
raised by distortionary taxation. Notice that T} exists given that A (.) is convex and that the
constraints define a convex and closed set.

If at a solution of (26) (27) is not binding, 71 = g —@. If at a solution of (26) (27) is binding,
on the other hand 77 < g —@. To see this suppose that 71 = g —a + k, k > 0. In this case the
value of the objective function is y + @ — k. Suppose first that & > @ — @. Then from (27) with
equality and (29) we obtain

k—(@—-a)=(1-¢(1-9¢) (2 -9 +X(1-¢(1-9¢) (30)
Consider now the constraint for the low type when t; < g — a:
Alg—a—t)>(1-¢(1-9) (2 -Q°) +X(1-¢(1-9)) (31)

Substituting (30) into (31)
Alg-—a—t)2k—(@—a) (32)

Notice that there exists a 7] < g — a such that
Alg—a-Tj) =k-(@—-a)

But this implies that there is a &’ < @ — a such that for T} = g — @+ k' (32) holds and the value
of the objective function y + @ — k' > y + @ — k and a contradiction is obtained.
Suppose now 0 < k <@ — a. Then from (27) with equality and (29) we obtain

Alg—a-T)=1-¢(1-9¢)(Q -9 +X(1-9¢(1-9¢).

Because A (.) is increasing, however, any t; < 77 will satisfy (27) and (29). Recall that the value
of the objective function when 77 = g — @+ k is y + @ — k. But because A (.) is increasing and
continuous, there is a T} < g — @ < T such that (27) and (29) hold and such that the value of
the objective function is
y+a—-A(g—a—-T)>y+a—k
and a contradiction is obtained. This proves that 71 < g — @.
The proof that a separating equilibrium exists with (71 («),71 (@) = (9 — a, T1) with beliefs

p(T) =1
i(t) = 0ift £T.

follows from simple computations. Similarly, the proof that only (71 («),71 (@)) survives the
intuitive criterion of Cho and Kreps (1987) follows from standard arguments and is therefore
omitted. W
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A.8 Proof of Proposition 3

Consider an equilibrium in which 71 (@) < g — a. Because 71 (@) = T3, (27) is binding at a
solution of (26). This means that the multiplier associated to it is strictly positive and an increase
in X leads to a decrease in the maximum of (26). Because a decrease in the maximum can only
be obtained by a lower value of 17, from Proposition 2 we obtain that the only difference derives
from a lower value of 7 (@). Because this causes a loss of utility only if the incumbent has high
competence in the first period, only the high competence incumbent and the representative voter
are negatively affected and the result follows. l

A.4  Proof of Proposition 4

The proof follows along the same lines of the proof of Proposition 3 after having substituted
vy=¢(l—¢)in (27). R

A.5  Proof of Proposition 5

We only provide the proof of Part 1. The proof of Part 2 follows along similar lines.
We want to study equilibria for all values of ¢ € [0,1] when all equilibria are such that
71 (@) =T1 < g —@. This means that (27) is binding and that s = g — a — 77. This implies that

Alg—a—T)=(1-6(1-9) (X +2 -0 (33)
Let 6 denote the inverse of A and rewrite (33) as
g-a-Ti=38(1-0(1-9)(X+9' -0°)

or
Ti=g-a-d((1-¢(1-9)(X+2"-0%). (34)
Making use of (34) straightforward algebra shows that the lifetime expected utility of the repre-

sentative voter is

py+T—A (a=a+3 (1-¢ (1-9)) (X+27-0°))) + (1-6 (1-¢)) 7'

+001-0) (9043 1-0) )+0-0) (r+2+0°) (35)

Letting v = ¢ (1 — ¢) we can rewrite (35) to obtain V (7), the lifetime expected utility of the
representative voter as a function of

V() = ply+ta—Ala—-a+d5((1-v)(X+Q -09)))
FA=)T 4500 + 5@ a) + (1 p) (v +a+9°) (36)
From (36) we obtain

%V’(v) = AN(a-a+6((1-7) (X+2'-09)))d (1-7) (X +2' - 9)) (X +2' — Q)
if+cp+%@—@>
= AN(a-a+6(1-7(X+2'-09)d (11— (X +2' - 0°9) (X + 2 — 98

(L)
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Because ¢ is the inverse of A, however,

Ala—a+0((1-7) X+ -09))d (1-7) X+ —09) =1

and we obtain

%v’(»y) _ X+QI—QO—<§I—QO—%(Q—Q)>

When %V’ () is positive,
— 1
Q]—QI<X+§(§—Q),

the maximum is given by the maximum value of v. When %V’ () is negative,
=T I 1,
@ -0 <X+35@-q),

the maximum is given by the minimum value of . Because the maximum of 7 = ¢ (1 — ¢) for

p€[0,1] is at ¢ = % and the minimum is at ¢ € {0, 1}, the result follows. B
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