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ABsTRACT. We develop a model of policymaking in which a politician decides how much
expertise to acquire or how informed to become about issues before interest groups en-
gage in monetary lobbying. For a range of issues, the policymaker prefers to remain
clueless about the merits of reform, even when acquiring expertise or better information
is costless. Such a strategy leads to intense lobbying competition and larger political
contributions. We identify a novel benefit of campaign finance reform, showing how con-
tribution limits decrease the incentives that policymakers have to remain uninformed or

ignorant of the issues on which they vote.
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2 CLUELESS POLITICIANS
1. INTRODUCTION

There is a popular belief that politicians are often “uninformed” or “clueless,” unwill-
ing or unable to weigh the costs and benefits of alternative policies. Anecdotal evidence
suggests that policymakers frequently do not fully understand the details of legislation
on which they vote. This view is consistent with U.S. House Judiciary Chairman John
Conyers’ argument when discussing health care reform in 2009: “What good is read-
ing the bill if it’s a thousand pages and you don’t have two days and two lawyers to
find out what it means after you read the bill?’ It is also consistent with politicians
claiming ignorance of science when justifying their position on an issue. Among others,
U.S. House Speaker John Boehner claimed, “I'm not qualified to debate the science over
climate change.’ﬁ Empirical evidence further suggests that politicians often have inaccu-
rate beliefs about constituent preferences (Broockman and Skovronz|2013). The lack of
expertise may simply be the result of a policymaking environment where officials face
severe time and resource constraints and find it infeasible to fully understand each of
the many complex issues on which they vote (e.g. Bauer, Dexter and de Sola Pool 1963,
Hansen||1991, |Hall|1996). We show how this may, however, not be the whole story.

We present a game theoretic model of policymaking and lobbying, showing how po-
litical contributions can decrease as politicians become more informed about policy. In
our model, politicians may have an incentive to remain strategically uninformed, igno-
rant about the policies on which they vote. This is because political contributions flow
in greater quantity to clueless politicians than to those who believe that one policy is
best. A clueless politician, unable to distinguish policies based on their merits, may
choose policy based solely on political contributions. With a clueless politician, lobbying
competition is most fierce, and as a result, payments from special interest groups are
maximized. In contrast, an informed politician who knows one policy is best requires
fewer political contributions to vote in its favor. Such a politician faces less intense lob-
bying, and collects fewer political contributions. Because of this, for a range of issues, a
politician is better off being clueless than informed.

Our model involves a three stage game, played between one interest group in support
of a policy reform, one interest group in support of the status quo, and a policymaker

! Additionally, in 2013, after observing 14 senators take the step of recalling a bill a day after voting for
it, Texas State Senator Kel Seliger said “I would be very reluctant to stand up and say that I was poorly
informed and ill-prepared and clueless, which is exactly what we're talking about happened here.” See
Batheja (2013).

“During the U.S. 2014 midterm elections, a number of politicians made the “I'm not a scientist” argument
to justify their opposition to climate change policy. These include then Senate Minority Leader Mitch Mc-
Connell, governors Rick Scott (FL) and Bobby Jindal (LA), and others. See (Colbert|(2014) and [Cama) (2015).
Former U.S. Vice President Al Gore argued that the politicians were making such claims to maintain the
support of deap pocketed special interests. See, [squith|(2014).
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who cares about both the merits of implemented policy and collecting political contri-
butions. In the first stage, the policymaker chooses an information collection strategy,
through which he learns about the merits of the reform. In the second stage, the spe-
cial interest groups, each favoring an alternative policy outcome, engage in a standard
monetary lobbying game. The interest groups simultaneously provide lobbying offers to
the policymaker. An offer specifies how large of political contribution a group provides
when the policymaker implements its favored policy. In the third stage, the policymaker
chooses the policy that offers the greatest weighted combination of expected policy ben-
efits and promised political contributions.

The analysis begins with a simple information structure. The policymaker chooses be-
tween becoming fully informed about the benefits of reform, and remaining uninformed,
left to make a decision based only on his priors. For important enough issues, the poli-
cymaker prefers to become fully informed, in which case the equilibrium involves him
implementing the best policy with probability 1. This is likely the case with the issues
that matter most for constituents and are most likely to influence future elections. The
more interesting behavior involves less politically important issues, where the policy-
maker may sacrifice the quality of policy in order to attract more political contributions.
On these issues, the policymaker prefers to remain uninformed, which leads to higher
payments from interest groups in the monetary lobbying stage of the game. These may
be issues that are not central to an election, or where interest group willingness to pay
is sufficiently large (e.g. technology, finance or energy sectors).

After illustrating the basic tradeoff between better informed policy and political contri-
butions under the simple information structure, we then allow for much more complex
information collection strategies. Throughout the majority of the paper, our treatment of
the information collection process is general, following a Bayesian persuasion approach.
The policymaker designs a signal, which reveals information about a reforms type. In or-
der to focus on the strategic incentives for remaining less informed, we abstract from the
costs of information acquisition: It is costless for the policymaker to become completely
informed (in which case he perfectly observes the quality of reform), to remain com-
pletely uninformed (in which his beliefs are determined by his priors), or to choose any
intermediate signal. The choice of information collection strategy lends itself to a variety
of reasonable interpretations. First, it may represent the expertise a politician acquires
about an issue, either individually or by hiring expert staff. A politician with greater
expertise can better judge the merits of different policy proposals, and more accurately
compare the quality of alternative proposals given available evidence. Second, the choice
of information collection strategy may represent a politician’s evidence collection efforts.
For example, it may capture the size and methodology of a poll measuring constituent
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support for the reform. It may also represent the amount of time spent and the direction
of inquiry when discussing policy with experts, or studying the issue through one’s own
staff or the Congressional Research Service.

In the general analysis, a policymaker not only chooses whether to collect information;
he also chooses the type and informativeness of the information he collects. For issues of
high enough political importance, the policymaker still prefers to become fully informed.
For other issues, however, collecting no information may no longer be ideal. Instead, the
politician may prefer to look for evidence that works against any prior he has in favor
of or against reform. When he fails to find such evidence, his beliefs in favor or against
reform become stronger. But when he finds such evidence, he is left completely indif-
ferent between implementing and not implementing the status quo. In other words, it is
a clueless politician who collects the most political contributions, and the policymaker’s
ideal information strategy maximizes the probability that he is clueless when choosing
policyﬂ

The tradeoff between information and policy is best highlighted in the special case
where the policymaker is ex ante indifferent between reform and the status quo. In
this case, the policymaker starts off clueless. We show how increasing the Blackwell
informativeness of the policymaker’s signal simultaneously leads to better policy and a
decrease in political contributions. Here, the policymaker prefers to either become fully
informed, or to remain clueless about policy.

Finally, we consider the implications of our analysis for campaign finance reform.
Our analysis identifies a novel benefit of campaign contribution limits: they decrease
the incentives policymakers have to remain strategically ignorant or uninformed. This is
because a contribution limit constrains the financial gain associated with being clueless,
and encourages the policymaker to become informed about a larger range of issues. By
encouraging politicians to become better informed, contribution limits can lead to better
policy choices and higher constituent welfare.

The rest of the paper is organized as follows. Section 2 reviews the literature. Section
3 introduces the formal model. Section 4 solves for equilibrium and presents the main
results. Section 5 considers the impact of a contribution limit. Section 6 concludes.

2. LITERATURE REVIEW

Traditional models of lobbying fall into one of two categories. First are the models in
which interest groups provide political contributions to politicians in exchange for pol-
icy outcomes. These include seminal work by Tullock| (1980), Hillman and Riley (1989)

3Such a strategy is consistent with politicians claiming that they are “not scientists” and completely unable
to assess the merits of certain policies.
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and |Grossman and Helpman| (1994). Second are the persuasion models in which inter-
est groups produce or communicate relevant information about the merits of alternative
policies. These include seminal work by Milgrom and Roberts| (1986), Austen-Smith
and Wright (1992) and |Austen-Smith (1994). More recently, the literature has developed
models in which lobbying involves the provision of both political contributions and in-
formation. |Austen-Smith (1995) and |Lohmann| (1995) develop models in which political
contributions provide a costly means of signaling one’s private, unverifiable information
about the state of the world. In |Austen-Smith! (1998) and (Cotton! (2009, 2012), political
contributions buy access to a politician, where access is required in order to share private
information.

More similar to the current paper are the models of Bennedsen and Feldmann| (2006)
and Dahm and Porteiro (20084,b), in which interest groups first produce information
about the merits of policy, and then engage in monetary lobbying. The key difference
between these papers and ours is that in the earlier papers, interest groups determined
how informed the policymaker became about policies. In our framework, the politician
chooses how informed to become. In many ways, ours is a more realistic assumption;
interest groups will not be able to force a policymaker to become an expert on an issue
if the policymaker himself chooses not to take the necessary time and effort to do so.
Additionally, we show that when the policymaker chooses how informed to become,
campaign finance reform often has the opposite effect as it does in Dahm and Porteiro
(2008b), the one paper in this literature to consider political contribution limits. When
interest groups control policymaker information, contribution limits can discourage in-
formation provision by the interest groups and lead to worse policy outcomes. In our
framework where the policymaker himself determines how informed to become, con-
tribution limits tend to encourage the collection of more information and lead to better
policy.

Our approach to incorporating information into a lobbying game is unique compared
to the rest of the literature. We assume that the politician chooses how informed to be-
come prior to a standard monetary lobbying game. The assumption that policymakers
themselves can collect information is consistent with qualitative accounts of the policy-
making process (e.g. Bauer, Dexter and de Sola Pool |1963, Hansen![1991), although it is
rarely incorporated into formal models of lobbying. An exception is Cotton and Dellis
(2015), in which a policymaker can rely on interest groups for information or collect
information on his own. That model, however, does not consider political contributions
or monetary influence.

The academic literature has not reached a consensus on the welfare effect of cam-
paign finance reform. The literature shows how campaign contribution limits may be
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detrimental because they reduce the incentives that interest groups have to produce evi-
dence (Dahm and Porteiro|2008b), decrease the signaling value of political contributions
(Cotton/2009), reduce campaign advertising budgets that are necessary to inform voters
about candidate quality (Coate|2004b), or encouraging the policymaker to engage in ad-
ditional rent seeking activity (Riezman and Wilson (1997, Drazen, Limao and Stratmann
2007). The literature also shows how limits may be beneficial because they discourage
corrupt behavior by policymakers (Prat|2002a)b, Coate|20044, Cotton|2009), or incentivize
information provision by interest groups (Austen-Smith!|1998), Cotton|2012). Our paper
identifies a novel benefit of campaign finance reform, showing that contribution limits
decrease the incentives that policymakers have to remain uninformed or ignorant of the
issues on which they vote.

Finally, our paper is related to other agency models in which a principal may be better
off remaining less informed. Kessler| (1998) illustrates this possibility in a standard prin-
cipal agent framework. Our analysis shows how the intensity of lobbying competition
between interest groups is reduced as the policymaker becomes more informed. This
has a similar flavor to results found in other literatures. For example, Moscarini and
Ottaviani (2001) show how price competition between firms is reduced as consumers
become better informed and better able to distinguish products, and Boleslavsky and
Cotton| (20150) show how policy moderation by political candidates is reduced as voters
becomes more informed about candidate quality.

3. MoDEL

A policymaker (PM) must choose whether to keep the status quo (p = 0) or imple-
ment reform (p = 1) on a given policy issue. Keeping the status quo guarantees the
policymaker a policy payoff of 1y = 0. Implementing reform provides the PM a positive
policy payoff equal to 1 — 6 € (0,1) in state T = 1 when reform is “good,” and provides
the PM a negative policy payoff equal to —6 in state T = 0 when reform is “bad.” Thus,

w(tr)=>01-0)t—6(1—r1).

The reform is good with probability « € (0,1) and bad with probability 1 — «. The PM
is ex ante uncertain about 7, although a is common knowledge. Denote the ex ante
expected benefit of implementing reform by

j=1-0)a—0(1—a)=a—6.

In the initial stage of the game, the PM can acquire information about the benefit of
implementing reform. Following a Bayesian Persuasion approach, we model the PM’s
information collection strategy as a design of the random variable S, jointly distributed
with reform type 7. Prior to the PM choosing policy, his signal S produces a public
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realization s that is informative about the benefit of implementing reform. The PM'’s
choice of S may be interpreted as a choice of how extensively to search for evidence in
favor of or against reform. The type and intensity of information collection procedure
(e.g. hearings, surveys, polls, meetings, research) determines the likelihood of different
posterior belief realizations.

A “clueless” PM has beliefs that make him indifferent between the reform and the
status quo. Such a PM is fully unable to distinguish the policies based on merit.

There are two interest groups (IGs), who can engage in monetary lobbying following
the realization s and prior to the PM implementing policy. The lobbying game is stan-
dard for the literature (e.g. a simplified version of (Grossman and Helpman|(1994)). The
IGs are advocates for different policies. We denote an IG by the policy it supports, with
j € {0,1}. IG; receives policy utility v whenever p = j, and receives policy utility 0
otherwise. The two IGs simultaneously offer payments to the PM in exchange for pol-
icy outcomes. IG; offers payment c;, which it commits to pay the PM if he implements
p = j. The PM observes the payment offers ¢y and c;, and chooses a policy to maximize
his overall utility from payments and policy.

Initially, we consider a setting in which any contributions ¢; > 0 is feasible. In later
sections, we consider the impact of a contribution limit ¢, which imposes a limit on the
maximum contribution, restricting c; € [0, c].

Overall utility of the three players depends on policy and payments. The PM earns

Upm(p,co,c1|T) = (Aur(T) +c1)p +co(1 — p).

Parameter A > 0 captures issue importance. IGy and IG; respectively earn

Uo(p,co) = (v—co)(1—p) and Ui(p,c1) = (v—c1)p.

In summary, the game takes place in the following order. First, the PM chooses an
information collection strategy, represented by the design of a random variable S. He
then observes a realization of S. His choice of S and the realization are publicly observed.
Second, the IGs simultaneously offer ¢y and c¢;. Third, the PM chooses policy.

We solve for the Perfect Bayesian Equilibrium of the game. We assume that a PM who
is indifferent between reform and the status quo implements the policy supported by
the priors.

3.1. General representation of the information collection process. We first consider a
setting in which the PM chooses between becoming fully informed or remaining unin-
formed. We then consider a general information environment where we place minimal
structure on the PM’s choice of S. For that analysis, it is helpful to represent the game
as one of Bayesian persuasion.
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Without loss of generality, the choice of random variable S may be represented by
the choice of two independent random variables S¢ and Sg, where an independent
realization of S; is observed when the state is 7. We place no restrictions on the design
of Sg and Sp, except that for technical reasons we assume that both signals have a finite
number of discontinuities and mass points, and that except at mass points, Sg and Sp
have differential densities and support over an interval. We focus on pairs of random
variables that satisfy the monotone likelihood ratio property, which restricts attention
to random variables where higher realizations are more likely to be generated in state
T = G. Any random variable S satisfying these restrictions is valid. This characterization
of the PM’s information collection process is fully general. It allows for the PM choosing
to collect no information (which is equivalent to setting Sg = Sp), choosing to become
tully informed (which is equivalent to choosing S; and Sp with disjoint support), or
anything in between.

There are no direct costs associated with collecting information. The PM can choose
a fully uninformative signal, a fully informative signal, or anything in between at zero
costs. This allows us to abstract from issues of costly information, and focus instead
of the strategic incentives for remaining uninformed. When the PM in our framework
chooses to remain less than fully informed, it is not because becoming informed is costly.
Although we abstract from the costs associated with information, it is unlikely that
the PM can acquire information at the last minute before a vote. As (Stratmann! 1998,
2005) shows, political contributions often are made around or soon after the passage
of legislation. This suggests that the timing of our game, in which the PM acquires
information prior to political contributions being made, is accurate. For now, we assume
that the PM’s signal realization is publicly observed. This is consistent with the idea that
the realization is the outcome of public polls, studies, or hearings.

Any choice of S corresponds to an expected posterior belief distribution Q. This
posterior belief random variable summarizes the informational content of signal S: any
signals generating the same posterior belief random variable are payoff equivalent for
all players.

A posterior belief random variable generated by a signal must have certain properties.
First, because it’s realization represents the benefit of implementing reform, the support
of Q is a subset of the unit interval [—6,1 — 6]. Second, according to the law of total
expectation, the expected value of posterior belief must be equal to the prior belief, i.e.
E[Q] = 4. According to Kamenica and Gentzkow| (2011), this is the only restriction on
the random variable QH

45ee Boleslavsky and Cotton| (20154) for the adaptation of the Kamenica and Gentzkow|(2011) proof for a
binary environment.
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Lemma 1. For any random variable Q with support in the unit interval [—6,1 — 6] and expected
value §, there exists a valid signal S for which Q is the distribution of the PM’s posterior belief.
For any valid signal S, there exists a unique random variable Q with support [—60,1 — 6] and
expected value § representing the distribution over posterior beliefs generated by S.

Lemma [I| considerably simplifies the analysis of this game. Instead of focusing on the
PM'’s choice of signals S and Sg, we can instead focus on the choice of random variable
Q, with support in the unit interval [—6,1 — 0] and expectation 4. This choice represents
the ex ante distribution of the PM’s posterior beliefs about the benefits of reform, and
is equivalent to a choice of one of many signals that generate the same distribution of
posterior beliefs. Given that only Q, and not the specific choice of S, is important for the
analysis, we can reinterpret the game as one in which the PM chooses Q.

4. ANALYSIS

We first determine the equilibrium of the monetary lobbying subgame, and then con-
sider the PM’s information strategy accounting for its impact on lobbying.

4.1. Monetary lobbying. Let g denote the PM’s posterior beliefs about the benefits of
reform following information collection (i.e. the realization of Q). The subgame equilib-
rium of the monetary lobbying game involves

co=v, ¢ =max{v—gA,0}, p=1 when >0
co = max{v+4gA,0}, ¢c; =v, p=0 when g <O0.

When g = 0, both IGs offer ¢y = ¢; = v, and our tie breaking assumption leads the PM
to implement the policy supported by his priors.

When g = 0, the PM is clueless, indifferent between policy, and he chooses policy
in favor of the IG that offers the largest monetary contribution. In this case, monetary
competition between the IGs is most intense, and in equilibrium the IGs compete away
their policy rents, with the PM collecting the highest feasible payment of v.

As g moves away from 0, the PM begins to favor one of the policies. He favors reform
when g is positive, and the status quo when g is negative. In these cases, the equilibrium
involves the IG involved with the policy not supported by the posterior beliefs offering
v for their policy to be implemented, and the favored IG offering just enough to keep the
PM in favor of their policy. Because the PM starts off in favor of their policy, the favored
IG is able to maintain the PM’s support with an offer less than v. The further from 0 is
g, the bigger the favored group’s advantage, and the smaller its needed contribution in
order to have its policy implemented.

When the potential monetary payment is sufficiently large or the importance of policy
is low (i.e. when v/A > |g|), the PM collects political contributions in equilibrium.
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For more important issues, and cases where the potential payments are small, the PM
always prefers to implement the policy supported by the evidence, even if the favored IG

offers no contribution, as long as one group’s advantage is sufficiently large (i.e. when
gl > v/A).

4.2. Full information or no information. Before determining the PM’s optimal infor-
mation collection strategy, we consider a simple environment in which the PM chooses
between becoming fully informed or collecting no information.

If the PM chooses to remain uninformed, the expected payoffs from reform equal the
prior 4. When 4§ > 0, the PM expects to implement reform, and anticipates policy payoffs
following the monetary lobbying stage of EUpy; = A§ + max{v — A4, 0}. Similarly, when
4 < 0, the PM expects not to implement reform, and anticipates payoffs following the
monetary lobbying stage of EUpy; = max{v + A4,0}.

If the PM becomes fully informed about the merits of reform, then the equilibrium
involves him implementing the policy that corresponds to the true state of the world. In
equilibrium,

Eutillinfe — 4[A(1 — ) + max{o — A(1 — 6),0}] + (1 — a)[max{v — A6, 0}].

The PM earns the maximum possible policy utility of Aa(1 — 6) under full informa-
tion. This compares positively to his policy utility of either A§ or 0 when he remains
uninformed. This represents the benefit of full information.

At the same time, becoming fully informed can decrease the incentives that IGs have to
provide political contributions. To see this, consider the case where v/A > max{1—6,6}.
Here, becoming fully informed results in contributions a(v — A(1—6)) + (1 —a)(v — A0)
and remaining uninformed results in payments of v — A|§|. Substituting in for § =« — 6
and simplifying the expressions shows that expected payments are strictly higher when
the PM remains uninformedﬂ This represents the costs of full information.

Proposition 1. Consider the game in which the PM chooses between no information and full
information. The PM collects no information when the potential monetary payments are suffi-
ciently high relative to his potential policy utility. There exists a unique threshold T > 0 such
that in equilibrium the PM collects no information if v/A > T, and becomes fully informed when
v/A<T.

When choosing whether to become fully informed, the PM trades off the policy ben-
efits with the potential costs from a reduction in political contributions. When the PM

SWhen 6 = 1/2, and the potential upside and downside of reform are equal, the PM always expects
higher payoffs when he remains uninformed. In other cases, there are parameters under which the PM
may collect fewer contribuitons when uninformed. If 6 < v/A < § < 1 — 6, for example, then the PM
collects no contributions when he remains uninformed, but expects to collect positive contributions if he
becomes informed.
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cares enough about policy relative to the potential monetary payments from the IGs, he
prefers to become fully informed. In other cases, where the returns to higher monetary
contributions outweigh the costs of worse policy, the PM prefers to remain uninformed.

4.3. Optimal information strategy. In this section, we do not restrict the PM’s informa-
tion strategy. In the first stage, he chooses a distribution over posterior beliefs, Q. The
only restrictions on Q are that it has support within the range of feasible posteriors,
[—6,1 — 6], and that the expected value of Q equals the prior 4. As Lemma 1 established,
such a choice of Q captures all valid information processes.

The PM chooses Q, represented by density f, to maximize his expected utility, while
anticipating how IG contributions, and his future policy choice will respond to different
realizations of information.

In equilibrium, following the monetary lobbying subgame, the PM implements the
policy supported by his posterior beliefs. He collects political contributions from the IG
that supports his favored policy, as long as his posterior beliefs are not so favorable to
one policy that IGs are unwilling to pay enough to overturn his priors. When |g| < v/A,
it is the case that the PM positive contributions in equilibrium. When |gq| > v/A, no
contributions are paid. It follows that the PM expects total payoffs EUpys from the
ensuring subgame equal to 0 if g € [—6, —v/A], equal to v+ Aq if g € [-v/A, 0], equal to
Ag+v—Ag=v0ifqe[0,0/A], and equal to Agif g € [v/A,1—6].

Therefore, the PM chooses Q, which defines f, to maximize

0 min{1-6,0/A} 1-6
/m wx(toi ] (9)(v+gA)dg + /O f(q)odq + (16073} (9)gAdq (1)
subject to the constraints that
1-0 1-6
, flagdg=4 and | © f(g)dq=1.

We first consider the case where the PM cares little about policy relative to the potential

value of contributions, i.e. when v/A > max{6,1 — 0}. In this case, Eq. (1) simplifies to

0
v+ A/_Gf(q)qdq )

or equivalently
1-6

vtAI=A o fla)qdy. 3)
From Eq. (2), we see that the PM expects payoff v whenever his information strategy
generates posterior beliefs that favor reform, and he expects a lower payoff whenever
this posterior beliefs favor the status quo. When 4§ > 0, it is feasible to choose a belief
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distribution Q such that f(g) > 0 if and only if g > 0. The PM is indifferent between all
such information strategies.

When the priors favor the status quo, such a strategy is not feasible, given that the
constraint EQ = § necessitates at least some negative realizations of Q when 4§ < 0. For
this case, Eq. (3) shows that the PM expects payoff v — Aj < v whenever the information
strategy generates posterior beliefs that favor the status quo, and he expects a lower
payoff whenever his posterior beliefs favor reform. Therefore, in the case when the
priors favor the status quo, the PM prefers a belief distribution Q such that f(gq) > 0 if
and only if 4 < 0. The PM is indifferent between all such information strategies.

Thus, when the PM cares sufficiently little about policy, he is indifferent between all
information collection strategies that always lead to posterior beliefs with the same sign
as his priors. There are many such strategies that fail to overturn the priors, the most
straightforward being no information collectionﬂ

Next, we consider the case where the PM cares more about policy, but not so much
about policy that he always prefers to become fully informed about the quality of reform.
When the priors support reform, § > 0, and v/A < 1 — 6, a realization of g € [0,v/A]
results in an expected payoff to the PM of v. A realization of g € [v/A,1 — 6], however,
results in a larger expected payoff to the PM of gA > v. In this case, the PM is no longer
indifferent between any information collection strategy that is guaranteed to produce
beliefs consistent with the priors and leave him favoring reform. Instead, the PM prefers
Q that returns realizations g = 0 or 4 = 1 — 6, where

Pr(g=0)=1—-4/(1—6) and Pr(g=1-0)=4/(1-0).

Similarly, when the priors support the status quo, § < 0, and v/A < 6, the PM prefers
an information collection strategy Q that returns realizations g = —6 or g = 0, where

Pr(g=—0)=—4/6 and Pr(q=0)=1+4/0.

In these situations, the PM’s optimal information strategy maximizes the probability
of g = 0, leaving him clueless when choosing policy. When the priors favor reform,
this strategy is not drives by a desire to be clueless, per say, but is rather driven by
the fact that an information strategy that leads him to be clueless more often is able
to simultaneously put higher probability on belief realizations g > v/A which result in
higher expected payoffs to the PM. In contrast, when priors favor the status quo, the PM
prefers to be clueless as often as possible because being clueless results in higher payoffs
than having stronger beliefs in favor of the status quo.

®However, many other strategies, including strategies in which the PM maximizes the probability of being
clueless, are also consistent.
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One interpretation of such information strategies is that they represent a partial search
for evidence in favor of the policy supported by the prior. When the PM finds the
evidence, he becomes certain that the policy supported by the prior is best. When he does
not find the evidence, he remains uncertain, but updates his beliefs to be more favorable
to the other policy. His optimal search intensity is just enough that not finding evidence
leaves him perfectly indifferent between the two policies, a situation that maximizes
political contributions.

Finally, when the PM cares even more about policy, i.e. when v/A < 6(1 —9), the
PM always prefers to become fully informed, which ensures that he implements the best
policy. When he chooses this strategy, he collects expects no political contributions in
equilibrium.

The following proposition summarizes the PM’s information collection strategy.

Proposition 2. In equilibrium:

o When the PM cares sufficiently little about policy, he is indifferent between all informa-
tion collection strategies that with probability 1 lead to the implementation of the policy
supported by his priors, including a strategy of collecting no information. This is the case
when 0 < fand1—60 <v/A,or§d <0and 6 <v/A.

e For intermediate levels of policy importance, the PM chooses an information strategy that
maximizes the probability g = 0, and he is clueless when choosing policy. This is the case
when 0 < §and (1 —0) <v/A<1—0,0r§d <0and 6(1—0) <v/A<86.

o When the PM cares enough about policy, he becomes fully informed and implements the
best policy. This is the case when v/A < 6(1 —0).

When v/A > 6(1 —0), the PM’s concerns over collecting politician contributions leads
him to remain less than fully informed. In equilibrium, the PM always implements the
policy supported by the priors, and his ability to (costlessly) collect information has no
effect on equilibrium policy outcomes. Only when the PM cares enough about policy
(i.e. /A < 6(1 — 6)) does he collect information that that has a potential to overturn the
priors. In equilibrium, the PM becomes fully informed and implements the best policy
and no payments are made from either IG to the PM.

When the PM prefers to remain less than fully uninformed about the benefits of re-
form, he often prefers to collect information in a way that maximizes the probability of
generating information that offsets any favoritism inherent in his priors, and leaves him
completely indifferent between the policies. That is, he chooses an information collection
strategy that leaves him clueless when comparing the policies. In other situations, he is
indifferent between a strategy that maximizes the probability of being clueless, and one
that involves no information collection.
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4.4. A special case: When priors are unbiased. The general analysis considered above
allows for the policymaker to initially favor one policy over the other. In this subsection,
we focus on the case where § = a« = 1/2. Here, the benefits of implementing a good
reform equal the costs of implementing a bad reform, and the reform is just as likely
good as bad. It follows that § = 0.

In this case, the analysis is simplified by the fact that the PM is initially indifferent
between the policies (i.e. clueless) and any information collection will introduce ex post
asymmetries. When the PM collects no information, lobbying competition and political
contributions are maximized. An increase in information strictly decreases expected
political contributions, and strictly increases the PM’s expected policy payoff.

Lemma 2. In the case when § = a = 1/2, consider two alternative information strategies Q
and Q', where Q second order stochastic dominates Q' over support [—1/2,1/2]. Here,

(1) the PM’s information collection strategy is more Blackwell informative under Q' than
under Q,

(2) the PM’s expected policy utility E[max{q,0}] is strictly higher under Q' than under Q,
and

(3) the PM'’s expected payment is strictly lower under Q' than under Q.

This result clearly illustrates the tradeoff between better policy outcomes and higher
revenue that often prevents the PM from becoming fully informed.

As the quality of his information increases, there are two direct effects. First, better
information makes it more likely that he has correct beliefs about which policy alter-
native is highest quality. Second, better information tends to increase how much better
one policy looks compared to the other. In this way, more information increases the
ex post asymmetries between the expected qualities of the policy alternatives. As the
difference between the policy alternatives increases, it effectively becomes less expen-
sive for an interest group to ensure that the policymaker maker implements the ex post
more promising policy. In this way, asymmetry decreases the competitive pressures
between the interest groups and decreases total political contributions. Increasing the
policymaker’s ability to distinguish policies strictly increases his ability to identify and
implement the better policy, but also strictly decreases political contributions. When
the policymaker chooses how informed to become on the issue, he weighs the expected
tradeoff between worse policy outcomes and higher political contributions.

When the priors favor neither policy, the PM always prefers to either remain fully
uninformed, or to become fully informed. The incentive to conduct a partial search for
evidence no longer exists, as the benefit of such an information collection strategy came
from it maximizing the probability the PM is indifferent between the policies. When the
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PM starts off indifferent, collecting no information maximizes the probability of being
clueless.

Proposition 3. Assume § = 0. The PM remains uninformed and sells policy to the highest
bidder when v/A > 6(1 — 6). The PM becomes fully informed and always implements the best
policy when v/A < 6(1 —0).

5. CONTRIBUTION LIMITS

In this section, we consider a contribution limit ¢. When the limit is higher than o,
it is never binding and does not change equilibrium behavior. When ¢ < v, neither
IG can offer a contribution in excess of ¢. This changes the above analysis only in that
throughout we replace v, which indicates an IG’s maximum willingness to pay for policy,
with ¢, which indicates the IG’s maximum allowed payment. This implies that the PM
now becomes fully informed if and only if ¢/A < 0(1 —0).

Proposition 4. Any contribution limit ¢ < 6(1 — 0)A, leads to the PM becoming fully informed
and implementing the first best policy. When ¢ > 6(1 — 0)A, the PM becomes less than fully
informed, and always implements the policy supported by his priors in equilibrium.

If v/A > 0(1 —6), then without a contribution limit, the PM’s desire to collect polit-
ical contributions provides a disincentive for information collection, and in equilibrium
PM always implements the policy supported by the priors. When this is the case, a
contribution limit of ¢ < (1 — 0)A strictly improves policy outcomes by reducing the
disincentive for information collection. Under such a limit, the PM chooses to become
tully informed, which results in the first best policy being implemented in equilibrium.

We may imagine a policymaking environment in which the PM faces an array of
issues, which may differ in terms of potential policy payoffs 8 € [0,1], the likelihood
a € (0,1) of reform being beneficial, or issue importance A > 0 and v > 0. Any
combination of these parameters may be feasible. In such an environment, decreasing ¢
increases the range of issues for which ¢ < 6(1 — 0)A is satisfied and thus the PM decides
to become fully informed.

To formalize this point, assume that at the time a contribution limit is implemented,
there is uncertainty about which issue (or issues) the PM will need to make a decision
on in the future. Suppose the potential issues differ in A, which is distributed on Ry
according to some continuous distribution. A is realized after ¢ is set, but before the PM
chooses how much information to acquire. We refer to this as the game with multiple
issues.

Corollary 1. In the game with multiple issues, imposing a stricter contribution limit (decreasing
C) strictly increases the share of issues on which the PM becomes fully informed.
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6. DiscussioN

In this paper, we take a new approach when incorporating information into a model
of lobbying. Instead of assuming that interest groups are responsible for creating or
communicating information to a policymaker, we instead assume that the policymaker
himself chooses how much expertise or information to acquire. A policymaker who
chooses to remain ignorant, will not become informed, no matter how badly an inter-
est group wants to communicate evidence in favor of its policy. After the policymaker
chooses an information collection strategy, interest groups engage in a traditional mon-
etary lobbying game.

We show how a policymaker may prefer to remain uninformed about policy, even
when it is costless to develop expertise or collect more information. This is because a
policymaker who cannot distinguish between alternative policies expects to collect more
political contributions from interest groups who offer payments in exchange for policy
outcomes. This provides the policymaker with an incentive for ignorance.

Within this context, we identify a novel argument in favor of campaign finance reform:
Contribution limits decrease the incentive that politicians have to remain uninformed or
clueless. By limiting the potential monetary return to remaining uninformed, a contri-
bution limit encourages a policymaker to acquire expertise or collect information on an
issue in order to improve policy outcomes. On the flip side, these results highlight a
novel cost associated with the U.S. Supreme Court’s 2010 decision in Citizens United v.
Federal Elections Commission, which allowed unlimited private spending on behalf of a
political campaign. In many ways, this ruling weakens the effects of contribution limits,
and may, as our model predicts, lead to less informed policymaking.

Our analysis suggests that the incentives that policymakers have to become informed
on issues is maximized when campaign contributions are banned. However, out paper
does not consider reasons that some contributions may be beneficial, such as providing
politicians with a means to fund their campaigns and communicate with voters.

The main results of our analysis are robust to a variety of alternative assumptions. In
unreported analysis, we have considered alternative versions of the game in which we
generalize other aspects of our model, while focusing on the case in which the policy-
maker is ex ante unbiased, and the signal structure is less generalﬂ For example, we
allow the policymaker to privately learn about the state of the world, and for a con-
tinuum of potential policy choices. Future work may extend our analysis to consider

7In other extensions we consider costly information acquisition, alternative monetary lobbying frame-
works, and the possibility that the politician can hide his information collection efforts or the level of
expertise he acquires. The cases are included in Li| (2015)’s dissertation.
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settings in which interest groups also have the potential to produce information, and
where a legislature of policymakers work together to implement policy.

REFERENCES

Austen-Smith, David. 1994. “Strategic Transmission of Costly Information.” Economet-
rica, 62(4): 955-63.

Austen-Smith, David. 1995. “Campaign contributions and access.” American Political
Science Review, 89(3): 566-581.

Austen-Smith, David. 1998. “Allocating Access for Information and Contributions.”
Journal of Law, Economics and Organization, 14(2): 277-303.

Austen-Smith, David, and John R. Wright. 1992. “Competitive lobbying for a legisla-
tor’s vote.” Social Choice and Welfare, 9: 229-257.

Batheja, Aman. 2013. “Do-Over Votes in Texas Legislature Raise Questions.” retrieved
from http://www.texastribune.org/2013/05/02/do-over-votes-raise-questions/ [On-
line; posted 2-May-2013].

Bauer, Raymond A., Lewis Anthony Dexter, and Ithiel de Sola Pool. 1963. American
business and public policy: The politics of foreign trade. Atherton: New York, NY. 2nd
edition, 2007.

Bennedsen, Morten, and Sven E. Feldmann. 2006. “Informational Lobbying and Politi-
cal Contributions.” Journal of Public Economics, 90: 631-656.

Boleslavsky, Raphael, and Christopher Cotton. 20154. “Grading Standards and Educa-
tion Quality.” American Economic Journal: Microeconomics, 7(2): 248-279.

Boleslavsky, Raphael, and Christopher Cotton. 2015b. “Information and Extremism in
Elections.” American Economic Journal: Microeconomics, 7(1): 165-207.

Broockman, David E., and Christopher Skovronz. 2013. “What Politicians Believe
About Their Constituents: Asymmetric Misperceptions and Prospects for Con-
stituency Control.” Working paper.

Cama, Timothy. 2015. “GOP’s new refrain: ‘Not Scientists’.” retrieved from
http:/ /thehill.com/policy /energy-environment/228053-for-gop-a-new-refrain-im-
not-a-scientist [Online; posted 3-Jan-2015].

Coate, Stephen. 20044. “Pareto Improving Campaign Finance Policy.” American Economic
Review, 94(3): 628-655.

Coate, Stephen. 2004b. “Political Competition with Campaign Contributions and Infor-
mative Advertising.” Journal of the European Economic Association, 2(5): 772-804.

Colbert, Stephen.  2014. “We’re  Not  Scientists.”  retrieved  from
http:/ /www.huffingtonpost.com /2014 /11/07/ colbert-republicans-climate-
change_n_6122130.html [Online; posted 7-Nov-2014].



18 CLUELESS POLITICIANS

Cotton, Christopher. 2009. “Should We Tax or Cap Political Contributions? A Lobbying
Model with Policy Favors and Access.” Journal of Public Economics, 93: 831-842.

Cotton, Christopher. 2012. “Pay-to-play politics: Informational lobbying and cam-
paign finance reform when contributions buy access.” Journal of Public Economics,
96(3/4): 369-386.

Cotton, Christopher, and Arnaud Dellis. 2015. “Informational lobbying and agenda
distortion.” Working paper.

Dahm, Matthias, and Nicolas Porteiro. 2008a. “Informational lobbying under the
shadow of political pressure.” Social Choice and Welfare, 30: 531-559.

Dahm, Matthias, and Nicolas Porteiro. 2008b. “Side-Effects of Campaign Finance Re-
form.” Journal of the European Economic Association, 6: 1057-1077.

Drazen, Allan, Nuno Limao, and Thomas Stratmann. 2007. “Political Contribution Caps
and Lobby Formation: Theory and Evidence.” Journal of Public Economics, 91(723-751).

Ganuza, Juan-Jose, and Jose S. Penalva. 2010. “Signal Orderings Based on Dispersion
and the Supply of Private Information in Auctions.” Econometrica, 78(3): 1007-1030.

Grossman, Gene M., and Elhanan Helpman. 1994. “Protection for Sale.” American Eco-
nomic Review, 84(4): 833-850.

Hall, Richard L. 1996. Participation in Congress. New Haven, CT: Yale University Press.

Hansen, John Mark. 1991. Gaining access: Congress and the farm lobby, 1919-1981. Chicago,
IL: University of Chicago Press.

Hillman, Arye L., and John G. Riley. 1989. “Politically contestable rents and transfers.”
Economics & Politics, 1(1): 17-39.
Isquith, Elias. 2014. “Al Gore: Blame the Koch brothers for the GOP’s climate change
denial.” retrieved from http:/ /tinyurl.com/salongore [Online; posted 14-May-2014].
Kamenica, Emir, and Matthew Gentzkow. 2011. “Bayesian Persuasion.” American Eco-
nomic Review, 101(6): 2590-2615.

Kessler, Anke S. 1998. “The value of ignorance.” RAND Journal of Economics, 29: 339-354.

Li, Cheng. 2015. “Essays in Political Economics and Public Policy.” University of Miami,
Ph.D. Dissertation.

Lohmann, Susanne. 1995. “Information, access, and contributions: A signalling model
of lobbying.” Public Choice, 85(3/4): 267-84.

Milgrom, Paul, and John Roberts. 1986. “Relying on the information of interested par-
ties.” RAND Journal of Economics, 17(1): 18-32.

Moscarini, Giuseppi, and Marco Ottaviani. 2001. “Price Competition for An Informed
Buyer.” Journal of Economic Theory, 101: 457—493.

Prat, Andrea. 2002q. “Campaign Advertising and Voter Welfare.” Review of Economic
Studies, 69(4): 997-1017.



CLUELESS POLITICIANS 19

Prat, Andrea. 2002b. “Campaign Spending with Office-seeking Politicians, Rational Vot-
ers and Multiple Lobbies.” Journal of Economic Theory, 103: 162-189.

Riezman, Raymond, and John Douglas Wilson. 1997. “Political Reform and Trade Pol-
icy.” Journal of International Economics, 42(67-90).

Stratmann, Thomas. 1998. “The Market for Congressional Votes: Is Timing of Contribu-
tions Everything?” Journal of Law and Economics, 41(1): 85-114.

Stratmann, Thomas. 2005. “Some Talk: Money in Politics. A (partial) Review of the
Literature.” Public Choice, 124: 135-156.

Tullock, Gordon. 1980. “Efficient Rent-Seeking.” Toward a theory of the rent seeking society,
, ed. James M. Buchanan, Robert D. Tollison and Gordon Tullock, 97-112. College
Station: Texas A&M University Press.

APPENDIX A. MATHEMATICAL APPENDIX

Here, we walk through the analysis from Section 4 for the case where § > 0, and derive
additional results for the case where § = 0. An Online Appendix walks through the
proof for Lemma 1, which is a straightforward adaption from the Bayesian Persuasion
literature, Proposition 1, which is straightforward but tedious, and the analysis for the
case where § < 0, which is largely similar to the case presented here.

A.1. Analysis for the case where § > 0. If v/A > 1 — 6, then PM chooses Q to maximize

/r:ax{—e oy @)+ Ol_gf(q)(om +ov—qA)dg =
0 0
(1= Fmax{=e,— 3o+ [ F@)ada

subject to the constraint that EQ = 4.

Notice that A [ f(g)gdq is strictly negative when integrated over g < 0. Thus, PM
utility is maximized when Q puts no probability on realizations of g4 < 0. All distribu-
tions Q such that EQ = 4 and f(q) > 0 only if 4 > 0 are feasible and return the same
EUpy = v. Any such distribution is in the set of preferred distributions.

If6 <v/A <1-—86, then the PM chooses Q to maximize

0 v/A 1-6
[ @@+ aNdg+ [ fl@)arto—gdn+ [ ) gh)q =

0 1-6
oA [ f@adatA [ flg)g—o/a)dg = @
v/A
Flo/Mo+Aj =2 [ f(g)adg ®)

subject to EQ = 4.
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Choosing any Q such that such that f(q) > 0iff g € [0,v/A] results in fov/ A f(q)qdg =
4, and in the PM earning expected payoff of v.

From Eq. , we can see that the PM will do even better if he can shift probability
weight from realizations g € [0,v/A] to realizations greater than v/A while maintaining
EQ = 4. The PM will be better off shifting any probability mass from realizations
g € (0,v/A] to an alternative distribution that produces realizations g = 0 and g > v/A.
Concentrating probability mass on realizations on [0,v/A] on g = 0, allows for the
greatest shift in weight to values g > v/A while maintaining EQ = 4. By shifting to
a probability distribution with realizations 4 = 0 and 4 > v/A, the PM can achieve
expected utility v + A fvl /_AG f(g)(g —v/A)dqg > v. We can write the PM’s optimization
problem over such distributions in terms of expected g conditional on g4 > v/A, denoted
4 = E(qlg > 0), and the probability of g > v/A, denoted r:

max(1l —r)v+rAj st r§=4.
i

The problem is maximized when § =1 — 6 and r = §/(1 — 0). Thus, the PM prefers the
binary distribution where

Pr(q=0)=1-4/(1—06) and Pr(g=1-0)=4/(1-0) (6)

to all other distributions over g > 0.

Finally, the PM could shift probability mass to realizations of ¢ < 0 in order to increase
the mass he can put on values of g > § (including g4 = 1 — 0) while maintaining EQ = 4.
However, from Eq. we see that such a shift in probability distribution will decrease
the expected payoff, as it will reduce the probability mass under v/A without decreasing
the probability mass on (0,v/A).

Thus, when 6 < v/A < 1—6, Eq. (6) gives the preferred Q over all distributions of
g € [-0,1 — 0] conditional on EQ = 4. This results in expected payoff

v(l—wa)/(1—06)+ A(a—0).

If v/A < min{6,1 — 6}, then the PM chooses Q to maximize

0 1-6

v/
f@e+andg+ [ @ gr o - o+ [ @) ands =

—0
0 1-6
o(L—F(=o/A)+A [ flglgdg+A [ flg)(q—o/A)dg @)
—v/A v/A
subject to EQ = 4.
When choosing a distribution over g > —v/A, the PM faces the same incentives as he

did in the case where § < v/A < 1 — 6. The PM will still prefer a distribution over 4 =0
and g = 1 — 6 to all other distributions on this support. The difference in this case is that
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the PM may prefer to shift probability mass to some g < —v/A, which was not feasible
when v/A > 0.

From Eq. (7), it follows that the PM would never put probability mass on g €
[—v/A,0), as he could shift this mass to values of 4 > 0 while maintaining EQ = §
and improve his expected payoff. Additionally, it follows that the PM would prefer to
shift probability mass from g € (—6, —v/A) to ¢ = —60 and g = 1 — 6 while maintaining
EQ = g, as this will also increase the PM’s expected payoff. This, combined with the
analysis of g > 0 from the case where 8 < v/A < 1 — 6, implies that the PM chooses
between the distribution given by Eq. (), and a distribution that shifts probability mass
from g = 0to g = —60 and g = 1 — 0. If this later option is preferred, the PM engenges in
the collection of full information and earns expected payoff EUpp; = a(1 — 6)A. The PM
prefers to become fully informed when

2(1 9))\>1

90+A(zx—9) — v/A<6(1-9).

Notice that 6 € [0,1] means that v/A < (1 — 0) implies that v/A < min{6,1 — 6}.

A.2. When priors are unbiased. Here, we walk through the additional analysis for the

case analyzed in Section 4.4 where § = a« = 1/2. In this case, the PM’s expected equilib-

rium policy payoff is
1/2

E[max{q,0}] = A f(q )qdqul/zqf(q)dq / q—q+/1/ q)dq,

noting that the final transformation follows from integration by parts.

1/2

Suppose that the PM chooses a posterior belief random variable Q' with CDF F'(g),
and Q' is second order stochastic dominated by Q. By the definition of second order
stochastic dominance, we have [ 81 5 F(q)dg < f_ol /» F'(9)dq. This implies that the PM
expects higher policy payoff with Q'. Ganuza and Penalva (2010) establishes that for
the case of binary states, if two posterior belief random variables have the same mean
and one posterior belief random variable second order stochastic dominates the other,
then the dominated posterior belief random variable is more informative in the sense of
Blackwell. This implies that when the PM becomes more informed about the reform, he
expects a higher policy payoff.

Acquiring more information, however, also decreases political contributions. For ex-
ample, when v/A > 1/2, the expected political contributions equal

1/2 1/2

1/zf( q7)(v+qA)dq + ; f(q)(v—qA)dg = v+7t/0 f(q)qdg — A f(q)qdq

_ _m/ q)dq — Ad
v L, E@da=2q



22 CLUELESS POLITICIANS

Suppose that the PM chooses a posterior belief random variable Q' with CDF F'(g),
and Q’ is second order stochastic dominated by Q. By the definition of second order
stochastic dominance, we have [ 91 1 F(q)dg < f?l /» F'(9)dq. This implies that the PM
expects lower political contributions with Q'.

One can show that this analysis carries over for the case where v/A < 1/2. The
difference is that for realizations of g such that |g| € [v/A,1/2], revenue is 0.
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ONLINE SUPPLEMENTARY MATERIAL
FOR “CLUELESS PPOLITICIANS”

CHRISTOPHER COTTON AND CHENG L1

This document provides formal proofs to Lemma 1 and Proposition 1, and walks
through the main analysis for the case where § < 0. The proof to Lemma 1 is adapted
from Boleslavsky and Cotton| (20154), which itself is a binary state space adaption of
the related proof from Kamenica and Gentzkow| (2011). The proof to Proposition 1
is straightforward, but a bit tedious when comparing payoffs in different cases. The
analysis of the case where § < 0 is very similar to he analysis for the case where § > 0
that is found in the paper.

A.3. Proof of Lemma 1. Consider random variable Q, with support on the unit interval
and density f(x), and expected value § = —0(1 —a) + (1 — 0)a = a — 6. Consider also
two random variables S and S, with densities fg(x) and fp(x), where

x+0 x40 1—-60—x 1—-60—x
fol®) = Srgf ) =S (0, fol) = g/ () = g ()

for all x € [—6,1 — 6], and fg(x) = fg(x) = 0 for all other x. Furthermore, [ fg(x)dx =
[ fe(x)dx =1.

The posterior belief that T = G generated by realization x of joint distribution S =
(Sc, SB):

Pr(G]x) — ‘XfG(x) _ (x +9)f(x) = x40

afc(x) + (1 —a)fp(x)  (x+0)f(x)+(1-0—-x)f(x)

Therefore, the expectation that T = G given x is simply x + 6. The likelihood ratio is

11—«

monotone because Pr(G|x) is monotone in x. The density of Q is given by

f(x) = afe(x) + (1 —a)fp(x)

For the information collection strategy S, the posterior belief about the expected value
of reform has density f(x). Thus for the information collection strategy constructed, Q
is the ex ante distribution over posterior beliefs. Thus, for any Q, we can construct an
information collection strategy S which generates it.

Next, consider any valid random variable S = (Sg, Sp) with densities fg(x) and fp(x),
and supports X and Xp. For all x in Xg but not in Xp, Pr(G|x) = 1and E(g|x) =1 —6.
For all x in Xp but not in Xg, Pr(G|x) = 0 and E(g|x) = —6. For all x in both X5 and
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X,

B afc(x)
PGl = et o <O

and
E(gq|x) =Pr(G|x)(1 —0) — (1 — Pr(G|x))0 = Pr(G|x) — 6 € (—6,1—90).

Let Q be the distribution over all E(g|x) generated by S. It follows that
E[QIS] = /(och(x) + (1 —a)fp(x))(Pr(Glx) — 0)dx

— [ @el)+ 1= a)a(0) i P e ar =

= /ocfc(x)dx—G = a—0 = (1-0)a—06(1—a)

A

Hence, any valid S generates a posterior belief realization with support [—6,1 — 6] and
expected value 4.

A.4. Proof to Proposition 1. If the PM remains uninformed, he expects equilibrium
payoffs of:

A.vwheng>0and 4 <v/A.

B. \j=A(ae —0) whenj >0and § > v/A.
C.o+d=v—A(0—a)whenj<O0and 4 <v/A.
D. O when § < 0and —4 > v/A.

At A = 0, EUpyr = v. When 4§ > 0, the PM’s expected payoff is first constant at v and
eventually strictly increasing in issue importance A. When 4§ < 0, the PM’s expected
payoff is first decreasing in issue importance A falling from v to 0, and then it remains
constant at 0.

If the PM becomes fully informed, he implements the first best policy in equilibrium.
When 7 = 1, then his payoff is v if A(1 —6) < v (in which case he collects contributions),
or A(1—10) if A(1—0) > v (in which case he collects no contributions). When 7 = 0,
then his payoff is v — A8 if A8 < v (in which case he collects contributions), or 0 if A0 > v
(in which case he collects no contributions). He expects equilibrium payoffs of:

l.av+ (1—a)(v—A8) =v— (1 —a)A0 when v/A > max{6,1—6}.

2. kv whenv/A <f@and v/A >1-06.

3. aA(1-0)+(1—a)(v—A0) = (1—a)v+A(a—0) whenv/A > 0andv/A < 1—6.
4. aA(1—6) whenv/A <0 and v/A <1-—6.

Payoff 1. is strictly increasing in v and strictly decreasing in A. Payoff 2. is strictly
increasing in v and independent of A. Payoff 3. is strictly increasing in v and strictly
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increasing in A when 4 > 0, and strictly decreasing in A when § < 0. Payoff 4. is strictly
increasing in A and independent of v.

When 6 > 1 — 0, payoffs 1., 2. and 4. are relevant. In this case, the PM’s expected
payoff starts off at v when A = 0, and then falls to av as A increases from 0 to v/6. It
remains constant at v as A continues to increase until A = v/(1 — 0), after which the
PM’s expected payoff is strictly increasing in A. The payoffs are continuous in all A > 0.

When 6 < 1 — 6, payoffs 1., 3. and 4. are relevant. In this case, the PM’s expected
payoff starts off at v when A = 0, and is decreasing in A up until A = v/(1 —6). For
all A from v/(1—0) to v/6, the PM’s expected payoff is strictly increasing in A if § > 0
and strictly decreasing in A if § < 0. The PM’s expected payoff is strictly increasing in
all A > v/6. The payoffs are continuous in all A > 0.

When 6 = 1 — 6, only payoffs 1. and 4. are relevant, with the PM’s payoffs first
decreasing and then increasing in A.

Notice that the PM’s payoff 1. when fully informed is strictly less than either payoff
A. or C. when uninformed. This means that whenever A is close enough (but not equal
to) to 0, the PM prefers to remain uninformed.

Notice also that payoff 4. when fully informed is strictly higher than payoff B. or
D. when uninformed. This means that whenever A is high enough, the PM prefers to
become fully informed.

Next, we show that for A > 0 there is single crossing of the payoff functions in the
cases of full information and the case of no information.

Consider the case where § < 0. For this case, the PM’s payoff is strictly decreasing
in A and then 0 when uninformed, and first strictly decreasing in A and then strictly
increasing in A when fully informed. We know from the above analysis that payoff C.
is greater than payoff 1. for any A. Therefore, the payoff from remaining uninformed
starts off above the payoff from full information. Single crossing of the two functions
is guaranteed from the fact that the payoff from being uninformed starts out above and
ends up below the payoff function under full information, the fact that the payoff func-
tion when uninformed is linear in A, and the fact that the payoff from full information is
convex.

Next, consider the case where § > 0. When the PM is uninformed, his payoff is
constant at v until A = v/ max{6,1 — 6}. Payoff v is greater than his payoff from
full information when A is low, and below his payoff from full information when A =
v/ max{6,1 —6}. For all A > v/ max{60,1 — 6}, his payoff from being uninformed re-
mains below his payoff from full information. This implies that the payoff functions
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cross between A small and A = v/ max{6,1 — 0}. The constant utility from no informa-
tion and the concavity of the payoff function from full information on this range implies

single crossing.

A.5. Analysis for case where q < 0. If v/A > max{6,1 — 6}, then PM chooses Q to

maximize

0 1-6 0
[ f@+andg+ [ fl@)ar+o-aa)dg=v+2 [ flg)gdq =
1-0
vtAl— | f(9)qdq.
subject to the constraint that EQ = 4.
Given 4§ < 0, the PM earns v + Aj from any distribution Q such that f(g) > 0 only
if g < 0. Any such distribution is optimal for the PM when § < 0. Any distribution

putting probability on g > 0 reduces EUpy,.
Ifo <v/A <1-—06, then PM chooses Q to maximize

’ v/8 1-0
/Gf(Q)(UJrlM)qur/o f(Q)(qA‘i‘U—Q)L)dq—I— o f(Q)q)\dq:

v/A
G\ + oF(v/A) — A /O F(q)qdq.
subject to the constraint that EQ = .

For the above expression for EUpys, we see that the PM can earn v + 4 from any Q
such that f(g) > 0 only if g < 0. A distribution that puts positive mass on realizations
g > 0 results in a lower payoff. Thus, the PM prefers the concentrate all probability mass
on g <0.

If (1-6) <v/A <6, then the PM earns EUpp; = 0 for any realization g < —v/A,
EUpp = v+ gA < v for any realization g € [—v/A,0], and EUpp = v for any realization
g > 0.

In this case, the PM will never prefer a distribution with positive mass on g > 0.
If Q involves g > 0 with positive probability, then the PM could shift this mass some
probability mass from realizations g < 4 to 0, improving EUpy; while maintaining EQ =
4. Given this, the PM chooses a distribution Q with support [—6,0] to maximize

0 —v/A

_mf(q)(vﬂA)dq =otgri— | f(q)(v+qM)dg ®)

subject to EQ = 4.

From Eq. (8), we see that the PM will never prefer a distribution with a positive
probability of g € [—v/A,0). Suppose there is a realization 4’ with positive probaiblity
where —v/A < g’ < 0; then the PM can shift mass from g’ to g = 0 and g > —v/A to
increase EUpy; while maintinaing EQ = 4.
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Thus, the PM’s optimal distribution puts puts probability mass on 4 = 0 and q >
—v/A. WE can rewrite the PM’s optimization problem in terms of § = E(q\q < —v/A)
and r = Pr(qg < —v/A):

max(l —r)v s.t. gr =4,
q,r
which is maximized at § = —60 and r = —4/6. Thus, in the case where 1 — 6 < v/A <6,
the PM’s optimal distribution is

Pr(g=—60)=—4/6 and Pr(g=0)=1+4/6. )

which returns EUpy = (1+4/6)v.

If v/A < min{6,1 — 6}, then the PM earns EUp); = 0 for any realization g < —v/A,
EUpym = v+ gA < v for any realization g € [—v/A,0], EUppy = v for any realization
q € [0,v/A], and EUpp = gA for any g > v/A.

The analysis of the optimal 4 is unchanged from the previous case for realizations of
q < v/A. Here, however, there is the possibility of realizations ¢ > v/A, which was
not a possibility when v/A > 1 — 0. From the above analysis, we know that the PM
prefers Eq. (9) to any other distribution over [—6,v/A]. Here, the PM can choose that
distribution, or he can shift probability mass from realizations of g = 0 to put additional
weight on 4 = —60 and weight on g > v/A. Keeping the probability mass on 0 results in
EUppm = v from these realizations. Shifting it to g = —60 and g > v/A results in expected
payoffs equal to rjA, where we redefine § = E(q|qg > v/A) and v = Pr(q > v/A). The
shift in distribution must maintain the same expected value as the original realization
g =0, and thus r§j — (1 —r)0 = 0 or r(§+ 0) = 0. Payoff rjA is maximized with respect
to the constraint by a choice of § = 1 — 0 and r = 6. Therefore, the PM prefers a full
information strategy with g € {—6,1 — 6} to any distribution in which g € [v/A,1—0).
The full information strategy again returns expected payoff EUpp; = a(1 — 0)A.

The PM prefers full information when it yeilds a higher expected payoff than when Q
is defined by Eq. (9), which is the case when

a(l1-=0)A>(1+4/0)v <= a(1—-0)0 > (0+a(l—0)—0(1—«a))v/A —
v/A<6(1-89),

the same condition underwhich the PM preferred fully informative signals when § > 0.



