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Abstract

We build a new theory of populism in which a politician can persuade voters of a false
alternative reality that serves to discredit the intellectual elite. In the alternative reality, elite
members conspire to criticize the competence of a politician whose ideology they dislike. If
believed, the alternative reality reduces accountability; inverts the effect of the elite’s message,
so that elite criticism helps the politician; and leads to strengthening misbeliefs. Alternative
realities are often conspiracy theories which solve a collective action problem; resist evidence;
and invite bad policies that trigger elite criticism. These results explain previously unexplained

facts.
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1 Introduction

The supporters of populist leaders often harbor salient misbeliefs about politics and society. In the
Trump era, over 40% of Republicans believe that human activity does not contribute a great deal to
climate change, and that the 2020 U.S. presidential election was not conducted fairly.! Misbeliefs
persist despite being widely contradicted by experts in the news media. At the same time, populist
leaders often avoid political accountability for acts that would normally be extremely damaging.
Despite being convicted of a felony, Donald Trump won the 2024 presidential election. The presence
of misbeliefs and reduced accountability under populism is not well understood.

We propose a new theory of populism which explains both of these facts. In our theory, populist
leaders can use propaganda to persuade voters of a coherent system of misbeliefs—an alternative
reality—that protects them from accountability. As we argue below, politically supplied alternative
realities in the U.S., Hungary, and Israel share a common narrative: that a conspiracy of the
intellectual elite attacks the competence of a politician for purely ideological reasons. Such an
alternative reality can reduce accountability even in the presence of an independent media, because
it discredits the criticism coming from that media.

We formalize these ideas using a model, which contributes to prior work on misinformation
in politics—including Guriev and Treisman (2020) and Eliaz and Spiegler (2020)—by explicitly
incorporating the false alternative reality in which the elite can conspire. Beliefs in this alternative
reality generate strategic interaction between the (imagined) conspiring elite and the actors in the
objective reality. Through this interaction, the model explains the joint emergence of misbeliefs
and reduced accountability. It also predicts that beliefs in the alternative reality can invert the
effect of the elite’s message about the politician, so that elite criticism can increase voter support.
And it implies that alternative realities often feature conspiracy theories and resist evidence. These
and related predictions explain previously unexplained facts about populism.

In Section 2 we present our model: a principal-agent setting in which the incumbent politician

and the intellectual elite attempt to influence voters. The politician has a type dimension, e.g.,

! See Moessner and Berg (2023) and Murray (2022). People not only claim to hold these beliefs, they act on them,
as illustrated by the 2021 January 6 attack on the United States Capitol.



competence, along which she can be good or bad. Voters prefer a good politician but do not directly
observe the type. Both the politician and the elite send messages to influence voter beliefs. First
the politician chooses whether to send propaganda about the alternative reality. Then the elite,
having observed the politician’s choice of propaganda, and having received an informative signal
about the politician’s type, sends a message that reports on that signal.

Our key assumption is that a share a of voters are receptive to propaganda: the politician’s
message exogenously and counterfactually increases their prior belief in the alternative reality. We
formalize the alternative reality by introducing the notion of reality types. We assume that the
elite has an alternative reality (AR) type which does in fact conspire, and the politician also has
an AR type which believes in the conspiracy. These types have zero objective probability, but
receptive voters, if reached by propaganda, assign a non-negligible positive probability to them.
Our notion of perfect Bayesian equilibrium requires that the AR types—though they only exist
in the receptive voter’s mind—act strategically to maximize their own payoffs, creating a coherent
alternative reality which engages in strategic interaction with the voters.

The main difference between the reality and alternative reality types lies in the motives of the
elite. In reality, the elite consists of many small actors who individually cannot influence voters
and hence prefer to report about the politician’s type truthfully. But in the alternative reality
members of the elite can coordinate—effectively conspire—and thus the elite can send its message
strategically to influence voters. It follows that if the AR elite sufficiently dislikes the politician—
because they disagree about ideology—she will always report that politician bad to influence voters.
Intuitively, in the alternative reality the “liberal media” criticize Trump’s competence not because
he is incompetent, but because he is “anti-woke.” In turn, a voter persuaded by propaganda
partially believes this alternative reality and distrusts the criticism of the elite.

We analyze the model in Section 3. We characterize equilibrium under two main assumptions:
that the elite dislikes the politician’s ideology to a sufficient extent, and that propaganda can move
voter priors to a sufficient extent. The structure of the equilibrium is the following. (i) In the
objective reality the politician sends propaganda if and only if she is bad, and the elite always

reports truthfully. (ii) In the alternative reality the politician always sends propaganda, and the



elite always criticizes the politician. Intuitively, in reality the good politician has no reason to send
propaganda as she expects praise from the elite. The bad politician, who expects criticism from the
elite, wants to send propaganda if that succeeds in discrediting elite criticism. Discrediting criticism
requires an alternative explanation for that criticism, which is the elite conspiracy of the alternative
reality. That explanation is coherent because of our assumption that the elite sufficiently dislikes
the politician’s ideology that—if they could act collectively—they would want to criticise her. The
narrative of the alternative reality then is that the conspiring elite always criticizes, leaving the
politician no choice but to spread propaganda to counter those lies.

This equilibrium has a number of theoretical implications. First, by discrediting elite criticism,
propaganda enables bad politicians to remain in power. This is a new mechanism through which
populist propaganda can reduce political accountability.

Second, propaganda inverts the effect of the elite on the receptive voter. In the presence
of propaganda, elite criticism will increase receptive voters’ beliefs that the politician is good.
To see the logic, consider the receptive voter who has observed propaganda. He knows that in
the alternative reality the (conspiring) elite always criticizes, while in the objective reality the
(honest) elite only sometimes criticizes. Thus, observing elite criticism increases his posterior of
the alternative reality, and with it, his posterior that the politician is good. Observing praise
has the opposite effect. This inversion result overturns standard intuitions about the impact of
information in political economics.

Third, the politician’s choice of when to send propaganda amplifies receptive voters’ misbelief in
the alternative reality. Intuitively, the outcomes of propaganda and elite criticism are more likely
in the alternative reality than in the observed reality, and thus increase posterior beliefs in the
alternative reality.? The receptive voter does not “undo” this on-average belief drift because he fails
to account for the state-dependence of his prior. He ignores that his prior assigns positive probability
to the alternative reality precisely when events tend to be consistent with that alternative reality.
The resulting amplification implies that even propaganda that plants a small initial misbelief can

have a large effect on society.

2 This amplification parallels Schwartzstein and Sunderam’s (2021) result that models more consistent with the
data are more persuasive. Our contribution is showing that politically-supplied conspiracy beliefs are amplified.



These implications help explain previously unexplained facts. First, the implication that pro-
paganda reduces accountability is consistent with evidence that democratic populism is associated
with reduced accountability (Funke, Schularick and Trebesch 2023) and that propaganda is an
underlying channel (Guriev and Treisman 2022). These facts seem unexplained by prior models.
In leading models of populism, populist policies act as a positive signal, thus these models cannot
easily explain reduced accountability (Acemoglu, Egorov and Sonin 2013, Bellodi, Morelli, Nicolo
and Roberti 2023). In the leading theory of propaganda, Guriev and Treisman (2020), propaganda
reduces accountability by painting the politician in a misleading positive light. But that mechanism
only works in autocracies where the politician can censor or co-opt the elite: otherwise the elite’s
message would correct voter beliefs. Our model explains why propaganda reduces accountability
in democracies, and also explains that reduced accountability is associated with misbeliefs.

Second, the implication on inversion explains a key unexplained fact in contemporary U.S.
politics: that the four criminal indictments against Trump in 2023 were accompanied by an increase
in his support among Republican voters (Swan, Igielnik, Goldmacher and Haberman 2023). This
distrust in the legal system by the presumptive party of law and order is puzzling, especially
when compared to the case of Nixon, who lost Republican support after Watergate. Our inversion
result explains the increased support for Trump by predicting that it was the causal effect of the
indictments, i.e., elite criticism. This prediction is in line with survey evidence that Republicans
claimed to increase support for Trump as a result of the indictments. It is also in line with
new evidence we present that scandals by Republican House candidates caused an increase in
the donations they received from Trump-supporting Republicans. The model’s mechanism for
inversion, increased beliefs in the alternative reality, is also consistent with evidence: following the
indictments, Republicans sharply increased their beliefs in the conspiracy theory that the 2020
election was stolen. And our model explains the contrast between Trump and Nixon, through the
logic that only Trump was anti-elite. Nixon, representing the more educated party (Republicans
around 1970), could not credibly argue that the intellectual elite conspired to remove him.

Third, although we do not have direct evidence on amplification, we argue that in the U.S.,

Hungary, and Israel, the elite conspiracy alternative reality is supplied precisely in situations in



which it matches headline facts. This enables Bayesian updating to amplify misbeliefs.

In Section 4 we develop two applications. In each application, we incorporate novel features of
the environment without changing the core assumptions concerning alternative realities. First, we
investigate the reason that alternative realities are often conspiracy theories. In our basic model,
the conspiracy was purely by assumption. We now allow the politician to choose between two types
of alternative realities: one in which elite members have a low lying cost but cannot conspire, and
another in which they can also conspire. Sending propaganda about the latter is more expensive.
We show that the conspiracy theory alternative reality often dominates, because it solves a collective
action problem of the elite. Intuitively, each elite member’s lie about the politician benefits all other
elite members, resulting in a within-elite externality which the conspiracy internalizes. As a result,
the ability to conspire creates higher-powered incentives for the elite to lie, making them more
powerful. This makes the conspiracy alternative reality more attractive to the politician, because
it can explain away more credible critical evidence through the more powerful elite fabricating that
evidence. We believe that this is the first formal explanation for the widespread nature of political
conspiracy theories.

Our explanation predicts that alternate realities are often resistant to evidence. This follows
because in response to more credible critical evidence, the politician can “upgrade” the alternative
reality: from a lying elite to a conspiring elite. Upgrading is socially harmful, because it increases
distrust in the elite beyond politics. Once the voter contemplates an elite conspiracy, he fears that
the elite’s messages may be driven by its interests even in domains where individual-level lying is
not incentive compatible. This logic helps explain why misbeliefs under populism are wide-ranging,
including Republicans’ general distrust in science.

In our second application, we investigate the effect of alternative realities on the quality of
government policy. We find that propaganda-spreading politicians will not adopt policies supported
by the intellectual elite (e.g., vaccination), even if they know that non-adoption reduces welfare. The
intuition follows from the inversion result. Since elite criticism increases the support of receptive
voters, the politician chooses policies that invite elite criticism. This prediction highlights an

important social cost of propaganda, and is consistent with new evidence we present that Republican



governors were less likely than Democrats to introduce mask mandates or vaccinate publicly.

Our paper builds on overlapping literatures in political, behavioral, and information economics.
Most directly, we build on work studying the supply of misinformation in politics. Early contribu-
tions include Glaeser (2005) on the supply of hatred and Besley and Prat (2006) on media capture.
More recently, Guriev and Treisman (2020) model the supply of positive propaganda while Ash,
Mukand and Rodrik (2021) model the supply of “worldview politics.” A conceptual framework
underlying much of the work on political misinformation is Bayesian persuasion (Kamenica and
Gentzkow 2011).> We contribute to this work by modeling misinformation as a strategic alternative
reality, an approach potentially portable to other settings; and with new implications, including
reduced accountability in democracies, inversion, and the emergence of conspiracy theories.

We also build on theories of populism and identity politics (Acemoglu et al. 2013, Bonomi,
Gennaioli and Tabellini 2021, Besley and Persson 2021, Agranov, Eilat and Sonin 2023, Bellodi
et al. 2023). Our contribution is a new model of populism which explains the unexplained facts
of misbeliefs and reduced accountability through the logic that populist propaganda discredits the
elite. In this model, distrust in the elite is the consequence rather than the cause of populism.

Our modelling approach builds on theories of learning and interaction under model misspec-
ification (Berk 1966, Jehiel 2005, Esponda and Pouzo 2016). Model misspecification has been
applied in political economics to study groupthink (Bénabou 2013); persuasion (Bénabou, Falk
and Tirole 2018, Galperti 2019, Schwartzstein and Sunderam 2021, Aina 2023); political narratives
(Eliaz and Spiegler 2020, Eliaz, Galperti and Spiegler 2022); and political dynamics (Levy, Razin
and Young 2022). We contribute to this work with a model-misspecification-based approach to
model the elite conspiracy alternative reality and with its new implications.

Finally, we build on a multidisciplinary literature studying misinformation and conspiracy the-
ories, especially in political science and psychology, reviewed for example by Nyhan (2020) and
Douglas, Uscinski, Sutton, Cichocka, Nefes, Ang and Deravi (2019). Our main contribution to this

research is a formal model of the elite conspiracy alternative reality.

3 Egorov and Sonin (2020) provide a useful review of Bayesian models of political persuasion.



Trump Orban Netanyahu

A. Supplied narrative

Politician attacked about Criminality Authoritarianism Corruption
By conspirators Deep state and media Soros network Judiciary and media
Ideological issue Cultural values Immigration Palestinian conflict

B. Misbeliefs

Supporters’ beliefs 2020 Election stolen Soros-plan Corruption charges false

Table 1: Alternative reality narratives and voter misbeliefs

2 Model

2.1 Motivation

Our model is motivated by two observations. First, in several populist democracies, politicians
supply alternative realities that share the following common narrative. The politician is the victim
of a coordinated attack about his competence, by a group of conspirators who are members of the
intellectual elite, because these conspirators disagree with the politician about an ideological issue.

Three examples of this narrative, summarized in Panel A of Table 1, are as follows.

e In the United States, Trump claims to be the victim of a coordinated attack about his crimi-
nality, by the deep state and the media, because they find his cultural values too conservative.
Trump talks about the conspiracy explicitly, ” Either the deep state destroys America, or we
destroy the deep state” (Allen 2023); ties the incentives of the conspiracy to cultural values,
“they won’t hesitate to ramp up their persecution of Christians, pro-life activists, parents
attending school board meetings”; and suggests that the goal of the conspiracy is to limit the
influence of conservative values in America “they want to silence me because I will never let

them silence you” (Corasaniti and Gabriel 2023).

e In Hungary, Orban claims to be the victim of a coordinated attack about his dismantling
of checks and balances, by the Soros network—which includes Brussels and the media—

because they find him too anti-immigration. Orban is explicit about this narrative. ” And we



understand what is happening. George Soros has bought people, he has bought organisations,
he is feeding them out of the palm of his hand, Brussels is under his influence, and it is his
plan that the Brussels machine is implementing in the case of immigration. They want to
remove the fence, they want to let in millions of immigrants and they want to divide them

up on a compulsory basis. And they want to punish those who do not obey.” (Kocsis 2017).

e In Israel, Netanyahu claims to be the victim of a coordinated attack about his corruption by
the judiciary and the media, because they find him too anti-Palestinian. As Horovitz (2020)
explains, Netanyahu’s core thesis is that “a strong, pro-annexation, right-wing prime minister
is facing an illicit attempt — perpetrated by a vast, leftist alliance of politicians, media, cops

and state prosecutors — to oust him because of his ideology and policies”.

Our second observation is that in the same democracies, supporters of the populist leader tend

to hold misbeliefs consistent with these alternative realities (summarized in Panel B of the Table).

e In the US, the majority of Republicans believe that Biden did not win the 2020 election
legitimately (Murray 2022). Since large-scale election fraud requires a conspiracy, these beliefs

reflect beliefs in the deep state conspiracy.

e In Hungary, the majority of Orban’s supporters believe in the existence of a Soros-plan

(hvg.hu 2017), i.e., the conspiracy that the Soros network is bringing migrants into Europe.

e In Israel, a large fraction of Netanyahu’s supporters doubt the corruption charges against him

(Navot 2022), suggesting beliefs in a conspiracy of the justice system.

Although we lack direct evidence that these misbeliefs are supply-driven, there is clear overlap
between the content of the supply and the content of the misbelief.* More broadly, there is much
evidence that the political supply of misinformation changes beliefs (Yanagizawa-Drott 2014, Adena,
Enikolopov, Petrova, Santarosa and Zhuravskaya 2015, Blouin and Mukand 2019, Barrera, Guriev,

Henry and Zhuravskaya 2020, Ajzenman, Cavalcanti and Da Mata 2023) and that populists value

4 A concern with the evidence on misbeliefs may be “expressive responding:” that survey measures of beliefs
reflect political identity rather than true beliefs. But although incentives help correct beliefs about directly verifiable
statements (Bullock, Gerber, Hill and Huber 2013), incentives have null effects on beliefs about statements only
verifiable via expert opinion (Berinsky 2018), suggesting that the conspiracy beliefs we discuss here are genuine.



the supply sufficiently to capture media (Mcmillan and Zoido 2004, Szeidl and Szucs 2021). These

observations motivate our model of the supply of alternative realities that shape voter beliefs.

2.2 Setup

We consider a principal-agent model in which two principals, the intellectual elite and the politician,
attempt to influence the average beliefs of voters.? There are three classes of actors, the politician,
the intellectual elite, and the voters, where we say classes of actors because both the elite and
the voters consist of a unit mass of members. We think about the elite as the news media. Each
elite member has an audience of voters which is representative of the population of voters but has
measure zero. This ensures that individual elite members cannot influence average voter beliefs.
Every voter has access to exactly one elite member, i.e., consumes exactly one news media.%

At the beginning of the game the politician’s type 0. € {0,1} is realized, where 6. = 1 with
probability ¢.. . = 1 means that the politician is “good” and 6. = 0 means that the politician is
“bad.” Good politicians are valued by both elite members and voters. We refer to 8, as competence,
but it could represent some other broadly valued attribute such as being honest (as opposed to
corrupt), lawful (as opposed to criminal), or democratic (as opposed to authoritarian). We assume
that 6. is observed only by the politician. After observing her type, with probability 1 — 3 the
politician has an opportunity to send propaganda p. We assume that 0 < S < 1. Only the politician
knows whether she has the opportunity to send propaganda. p = 1 means that the politician sends
propaganda; p = 0 means that she does not, either because she did not have the opportunity or
because she chose not to. The role of 3 is to ensure that the absence of propaganda does not fully
reveal the politician’s type.

Members of the elite observe the propaganda realization and receive a signal 6. about the
politician’s type. This signal is correct with probability 0.5 < w < 1. Every elite member receives
the same signal; voters do not receive a signal. We think of 7 as relatively high. Each member of

the elite j then sends a message s; € {0,1} about the signal to its zero measure of voters, where

> We depart from standard political economic theories which treat the voter as the principal and the politician as
the agent, because our focus is to understand how the politician influences the voter.
5 We present a formal construction of the elite and the voters in Appendix A.1.



Stage 0 1 2
Politician 0. D S
Media b, 0, |3
Receptive voter p ]
Unreceptive voter s

Table 2: Timing and allocation of information

sj = 1 means the signal is good. We sometimes refer to s; = 1 as praise and s; = 0 as criticism.

There are two kinds of voters. A share « are receptive to propaganda: they observe both the
elite’s message and propaganda. The remaining share 1 — « are unreceptive: they only observe the
elite’s message, but not propaganda. Intuitively, unreceptive voters cannot distinguish propaganda
from “politics as usual.” By assumption, each elite member j has an audience consisting of a share
« receptive and a share 1 — o unreceptive voters.

Trembles. We assume that the elite’s message s; and propaganda p are subject to vanishing
noise. This ensures that beliefs are well-defined off the equilibrium path. With probability e,
perfectly correlated across elite members, every elite member’s realized message 5; is the opposite
of the message s; sent; and with independent probability ¢, realized propaganda p is the opposite
of the propaganda p sent. We let ¢, and €, go to zero and characterize the equilibrium in the limit.

Table 2 summarizes the timing and allocation of information in the model.

Alternative reality. To model alternative realities, we allow receptive voters to entertain two
theories of the world, denoted by R (reality) and AR (alternative reality). These theories differ
in the beliefs and motives of the principals. R describes the true reality while AR describes a
counterfactual reality. Beliefs in the AR will be triggered by propaganda. To formalize these ideas,
we introduce (i) types for the principals that represent their beliefs and motives in the R and the
AR, and (ii) types for the receptive voters that represent the probability they assign to the AR.

Regarding the principals, we assume that the politician and all members of the elite have the
same reality type 6, € ©, = {R, AR}. The true prior probability of 6, = AR is zero. Each R

principal believes that the other principals are R, and each AR principal believes that the other

10



Type Values (probabilities) Interpretation

A. Politician

Competence (6.) 1 (), 0 (1 —qc) 1=Good
B. Elite
Signal (6. 0. (m),1—0. (1 —m) 1=Probably good

C. Politician and Elite
Reality (6,) R (¢), AR (¢ar) AR=Alternative reality

D. Receptive voter

Mind (6,,) N (ifp=0), P (if p=1) P=Persuaded by propaganda

Table 3: Types and interpretations

principals are AR. Other than these beliefs about 6,, the AR principals’ priors are correct. We
introduce the differences in motives between the R and AR principals below.

Turning to receptive voters, we assume that each such voter 7 has a mind type 6,,; € {N, P}
where N represents normal and P represents persuaded. A normal receptive voter thinks that the
prior probability of 8, = AR is zero. A persuaded receptive voter thinks that the prior probability
of 0. = AR is qqr > 0. We let ¢, = 1 — qqr. Receptive voter 4’s initial mind type at the beginning of
the game is ng- = N. His eventual mind type remains IV if he does not encounter propaganda, and
switches to P if he does. A receptive voter forms his posterior, based on the messages his observes,
from the prior encoded by his mind type. Since either all receptive voters encounter propaganda
or none of them, their mind types are the same, and we will denote it by 6,,. Finally, unreceptive
voters never observe propaganda and will never believe in the alternative reality. Thus, the model’s
type vector is (6., éc, 0y, 0.) = 0. We summarize the types in Table 3.

Motives. We assume that voters’ average posterior belief about 6. determines the payoffs of
both principals. We do this for presentational purposes only, to avoid specifying voters’ preferences
and actions in the main text. In Appendix A.2 we provide microfoundations based on the idea

that voters’ beliefs govern the probability that the politician stays in power, which is the true
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determinant of payoffs. We define voters’ average posterior belief about 6. as
la(ec = 1|I37 é) = Q- Nrec,i(ac = 1|Z§7 §j(z))9mz) + (1 - Oé) ’ Mun,z(96|§j(z))

The average posterior depends both on realized propaganda p and the full collection of realized elite
messages 8 = (3j)jeclite- In the fist term on the right-hand-side, pireci(6c = 1[p, 33, Om) stands
for the belief of receptive voter ¢ who observes realized propaganda p, belongs to the audience of
elite member j(i) and thus observes elite message 5;(i)» and has mind type 0y, (which in turn is
pinned down by p). The bar means that this belief is averaged across all receptive voters i. In
the second term, fiuni(0c|3;(;)) is the average belief over unreceptive voters i, who only observe the
elite’s message §;(;), not propaganda.”

Having defined voter beliefs, we can define the preferences of the elite. In both the R and the

AR, each elite member j has preferences
Uej = (0c — k) - i(0c = 1|p, 8). (1)

Here 6. — k reflects the elite’s valuation of the incumbent politician. The elite likes competence
0. but dislikes the incumbent by x. Intuitively, x measures the degree of ideological disagreement
between the incumbent and the elite. These terms are multiplied by voters’ average posterior belief,
which, intuitively, governs the probability that the incumbent stays in power. We further assume
that each elite member j has a small preference for sending a truthful message s;, thus if otherwise
indifferent tells the truth.

The key difference between the R and the AR elite is that members of the R elite cannot,
but members of the AR elite can coordinate. Formally, each R elite member sends her message
independently, but the AR elite acts as a single decision maker which chooses an identical message
for all of its members to maximize the sum of their utilities.® These assumptions imply that (i)
members of the R elite, because they influence a zero measure of voters and do not impact the
average belief, always send a truthful message; while (ii) members of the AR elite, because they

internalize the effect they have on each other and can impact the average belief, send a message to

7 We use i to denote both receptive and unreceptive individual voters.
8 In our microfoundation in Appendix A.2, sending an identical message will be the optimal strategy for a
coordinating elite.
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influence voters. In both cases, members of the elite send the same message which we denote by
s. Thus, for the purposes of characterizing behavior, we can represent the elite as a single player

which maximizes
Ue =19,=AR} (0c — k)0 = 1[p, 3) + 1{9r:R}1{5:éc}- (2)

The first term, active when reality is AR, represents the collective interests of the AR elite. The
second term, active when reality is R, represents that each elite member acts to tell the truth. Note
that because §; = 5 for all elite members j, we can represent the second argument of ji with 5.

Since all elite members send the same message, all receptive voters, and all unreceptive voters,
form the same beliefs. Thus, we can represent them with a representative receptive voter and a
representative unreceptive voter, respectively.

The preferences of the politician, independently of her type, are given by
Up = p(0c = 11p, 8) — f - p. (3)

The first term captures the politician’s preference to get reelected, which is governed by voters’
belief about her type. The second term captures the cost f of sending propaganda. This cost
represents both the material cost of designing and disseminating the alternative reality and the
opportunity cost of having less time for policy making.

Timing. In summary, the timing of events is organized into the following stages.
0. The politician’s type is realized and observed by the politician.

1. With probability £ the politician cannot send propaganda; with probability 1 — 3 she decides
on propaganda p € {0, 1}. Propaganda is subject to trembles. The elite observes the realized

propaganda p and receives a signal on the politician’s type (correct with probability ).

2. The elite sends message s € {0, 1}, which is subject to trembles. Voters observe the realized
message §. Receptive voters (share «) also observe the realized propaganda message p. If

p = 1 then receptive voters’ mind type changes to 6, = P. Voters form posterior beliefs.
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2.3 Equilibrium

Our equilibrium concept is a version of perfect Bayesian equilibrium that recognizes our framework’s
departure from common priors and rationality. We assume that actors in both the objective and
the alternative reality correctly anticipate each others’ strategies, compute expected utilities using
their subjective beliefs, and choose strategies to maximize these expected utilities. We also assume
that actors update in a Bayesian fashion. The trembles ensure that these updates are well defined.

The key novelty in this equilibrium is the Bayesian updating of the receptive voter who may
be persuaded by propaganda. We assume that in stage 2, the posterior of each receptive voter
with mind type 6,, = N, P is computed from the prior associated with that mind type. Thus,
if the voter is persuaded by propaganda, his posterior is computed from the prior which assigns
probability g4, > 0 to the AR. This definition allows the persuaded voter to make Bayesian inference
from the elite’s message and propaganda; but the order of updating is that first propaganda changes
his prior, and then he makes the inference. Because aside from this novelty our equilibrium concept
is standard, we relegate the formal definition to the Appendix.

Equilibrium selection. Our game has four players and in total 11 player types.” Given this
complexity we expect multiple equilibria, and introduce the following criteria for equilibrium selec-
tion. First, we focus on equilibria which are politician-pure: in which all politician types use pure
strategies. Second, among these equilibria, we focus on politician-optimal equilibria, which maxi-
mize the ex ante expected utility of the incumbent R politician. We refer to equilibria satisfying

these conditions as PPO equilibria.

2.4 Discussion of model assumptions

We already discussed our assumptions about the supply of and the form of the alternative reality
in Section 2.1. Here we discuss some more specific modeling choices and interpretations.
Modeling alternative realities. Our approach is to take seriously voters’ misbeliefs and explicitly

model the false alternative reality they believe in. A key feature of the alternative reality we study

9 Specifically, 8. € {0,1} and 0, € {R, AR} for the politician, 6. € {0,1} and 6, € {R, AR} for the elite,
0 € {N, P} for the receptive voter, and the unreceptive voter.
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is that it contains optimizing agents. These agents impose constraints on real-world outcomes that
parallel the out-of equilibrium constraints of perfect Bayesian equilibrium. Perfection requires that
agents, even at information sets never reached, must behave optimally; whereas we require that
agents, even if they are imaginary, must behave optimally. This approach of explicitly modeling a
strategic alternative reality—also used by Bénabou (2013) in a different setting—may be portable
to study other systems of misbeliefs in economics.

Elite conspiracy. The results of our baseline model would follow in a framework that does not
feature a conspiracy, in which the key difference between the R and the AR elite is that the latter has
a lower lying cost. We chose to model the conspiracy both because it is realistic (Douglas et al. 2019)
and because it highlights that allowing for coordination fundamentally alters the equilibrium. But
we endogenize the conspiracy in Section 4.1 by showing that when the politician can choose between
a lying cost and a conspiracy narrative, she will often prefer the latter. Intuitively, by solving their
collective action problem, the conspiracy makes the AR elite more powerful. This leads to a formal
explanation for the emergence of political conspiracy theories.

Propaganda is only observed by part of the electorate. In our model unreceptive voters do not
observe propaganda, implying that they are neither manipulated by it nor learn from it about
the politician’s type. Intuitively, unreceptive voters do not follow politics closely and thus cannot
distinguish propaganda from “politics as usual.” For example, in April 2024, 42% of Americans
claimed that they were not following election news about the 2024 election closely, and 57% claimed
that they mostly got political news because they happened to come across it (Eddy 2024). Given
their limited news consumption, these voters may not put together the conspiracy narrative of the
politician, and thus remain protected from both its manipulative and information effects. In the
conspiracy narratives of Section 2.1, unreceptive voters are the “gullible masses” who do not see
through the conspiracy and are thus persuaded by the elite’s lies. In the model, these voters—since
they are not influenced by propaganda—follow the elite’s message, and thus can be mislead by it,

providing the incentives for the AR elite to criticize.!”

10" Assuming that the voters who are not manipulated by propaganda do not observe propaganda at all is for
tractability. The key is that they do not fully infer from propaganda that the politician is bad. As a result, elite
criticism continues to reduce their valuation of the politician, incentivizing the conspiring elite to criticize.
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Although in the main text we assume that a < 0.5, i.e., receptive voters are a minority, in
Appendix A.4 we show that our main results hold for > 0.5 as well, albeit may require mixed
strategies. Further, for the pure strategy equilibrium we only need that receptive voters believe
a < 0.5, i.e., that only a minority see through the conspiracy, even if the true « is larger. Real-
world conspiracy theories often assume that believers are a minority (Douglas et al. 2019).

Belief changes. We assume that propaganda can exogenously change the prior beliefs of recep-
tive voters. At a high level, this assumption is supported by the evidence in Section 2.1 about the
impact of misinformation. However, the completely exogenous nature of the supply-induced belief
change is somewhat unsatisfactory, as one expects beliefs to be also shaped by demand. To address
this issue, in Appendix A.6 we develop a simple model of the demand for misbeliefs based on the
idea of motivated beliefs. This model provides microfoundations for the reduced-form framework
presented here and yields novel comparative statics we discuss below.

AR type for the politician. Our model has an AR type not only for the elite but also for the
politician, and the AR politician believes that 6, = AR. This is simply a coherence assumption for
the alternative reality, which states that if the true state of the world is AR then both principals
know this. As we explain below, this assumption is necessary for propaganda to work, because it

allows the voter to believe that even good politicians (in the AR) send propaganda.

3 Results

3.1 Equilibrium

We will characterize the equilibrium for 7 < 1 large. Empirically, this is the right parameter range,
as the signal of the elite is plausibly fairly informative but imperfect. From the perspective of the
analysis, assuming that 7 is large means that we can simplify some derivations by working them

out for 7 = 1 and then using arguments based on continuity.

Assumption 1. The elite wants to remove the politician irrespective of her type:

k> 1.
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This assumption captures that the ideological disagreement between the politician and the
elite is large. Recalling from (1) that the utility of the elite is (6. — k) - (6. = 1|p, §), since the
assumption implies that . — k < 0 always, it implies that the elite—if it can influence voters—
wants to minimize voters’ average belief that the politician is good. This assumption will be used

to ensure the incentive compatibility of the AR elite’s equilibrium strategy.

Assumption 2. For 7 approaching 1, the cost of propaganda is smaller then its gain:
f < age.

Here, as we will explain in detail below, ¢ = qarqc/(qar + ¢ (1 — qc)) is the persuaded voter’s
equilibrium posterior belief, after observing propaganda and criticism, that the politician is good, in
the limit when 7 converges to one. Assumption 2 then captures that propaganda has the potential
to improve outcomes for the politician. The left-hand side is the cost of propaganda, while the right-
hand side is the limit of the gain from propaganda as 7 approaches one. This gain derives from
increasing the beliefs about the politician for the share a of receptive voters from (approximately)
zero to (approximately) ¢.. As we explain after stating the result, this assumption ensures the

incentive compatibility of the politician’s equilibrium strategy.

Proposition 1. If Assumptions 1 and 2 hold, and o < 0.5, there exists T < 1 such that for m > &

in the unique PPO equilibrium
1. In the reality (R):

e The elite reports the common type truthfully,

e The politician sends propaganda if she can and is bad.
2. In the alternative reality (AR):

o The elite always reports that the politician is bad,

e The politician sends propaganda if she can.

All proofs are in the Appendix. At a high level, the intuition for the result is as follows. In

reality (part 1 of the result), the good politician has no reason to send propaganda as she will most
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likely be praised by the elite. The bad politician, who will likely be criticized by the elite, does have
an incentive, and will do so by Assumption 2 if propaganda succeeds in discrediting criticism. But
discrediting elite criticism requires a persuasive alternative explanation for that criticism: here an
elite conspiracy (part 2 of the result). For this conspiracy theory to be persuasive, it is necessary
that members of the elite, if they could, would in fact conspire to act against the politician. This is
ensured by Assumption 1 which states that members of the elite sufficiently dislike the politician.
The narrative then is that conspiring elite members always criticize, leaving the politician no choice
but to spread propaganda to counter the elite’s lies.

We now turn to more fully flesh out the workings of the equilibrium. We first derive voter
beliefs and then explain how these ensure the incentive compatibility of the principals’ strategies.

Voter beliefs. We derive voters’ posterior beliefs in the proposed equilibrium. The receptive
voter’s posterior, absent propaganda (p = 0), can be written as a function of the elite’s message $
as

(1 - 7T)Qc
(1= m)ge+7(1—qe)B

Tqc
Tqc + (1 - 77)(1 - QC)B

urec(ec:1|ﬁ20,§,9m:N):§ +(1_§) (4)

On the left-hand side, note the receptive voter’s mind type: because p = 0, he is normal (6,, = N)
and retains his prior that reality is R. On the right-hand side, the first term is active when the voter
receives a good message from the elite (§ = 1). Such a message typically comes when the politician
is good, but may also come when the politician is bad if the elite’s signal is incorrect. However,
in the latter case, the politician must not be able to send propaganda, otherwise in the proposed
profile we would observe p = 1. The formula then follows via Bayes’ rule. The numerator is the
probability that the politician is good (g.) and the signal is correct (7); while the denominator
also includes the probability that the politician is bad (1 — g.), the signal is incorrect (1 — 7) and
the politician cannot send propaganda (). The second term, active when the elite sends a bad
message (§ = 0), follows analogous logic. Observe that as m approaches one, these beliefs converge
to 4: for large 7 the elite’s report almost fully reveals the politician’s type.!!

The receptive voter’s posterior, in the presence of propaganda, can be written as a function of

1 When taking the limit in the second term, we used that 8 < 1.
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the elite’s message § as

A~ A N QaTQC
trec(0c =1p=1,5,0,, =P)=(1—-35 . 5
( | ) ( )Qar + QTT‘-(l - QC) ( )

On the left-hand side, note that because p = 1, the receptive voter becomes persuaded (6,, = P)
and assigns prior ¢, > 0 to the alternative reality. To understand the right-hand side, consider
first the event when the elite sends criticism (§ = 0) so that the 1 — § term is one. Beliefs are
given by the voter’s subjective probability that the politician is good conditional on propaganda
and criticism. The numerator measures the joint probability that (i) the politician is good (g.), (ii)
propaganda, which because the politician is good only happens in the AR (g4, ), and (iii) criticism,
which is automatic in the AR.'? The denominator measures the probability of propaganda and
criticism. In the AR (g4,) the politician always sends propaganda (if she can) and the elite always
criticizes, explaining the first term. In the R (g,), the bad politician sends propaganda (1 — ¢.) and
the elite criticizes when it receives a correct signal (7), explaining the second term. Consider next
the event when the elite sends praise (§ = 1). The expression is equal zero: in the AR the elite
never sends praise, and in the R only the bad politician sends propaganda.

Finally, the beliefs of the unreceptive voter are similar to those of the receptive voter absent
propaganda (4), except that the unreceptive voter does not observe propaganda and hence does
not infer from its absence, so that we do not have the 8 factors in the denominator.

Implications of voter beliefs. A key lesson from these belief expressions is that for 7 high,
propaganda deflects elite criticism: receptive voters’ beliefs after criticism are higher with than
without propaganda. Indeed, taking 7 to one, (5) implies that beliefs after criticism with propaganda

converge to

~ Gardc
e = 6
‘ qar + QT(l - QC) ( )

which is bounded away from zero, while, as noted after (4), beliefs after criticism without propaganda
converge to zero. Intuitively, after propaganda the voter updates from criticism about the politician

only partially, because when reality is AR, he expects criticism even when the politician is good.

12 These terms should also be multiplied by 1 — A to reflect that the politician can send propaganda, but all terms
in the denominator should also be multiplied by 1 — 8 so we divided through with it.
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Note that the . defined in (6)—posterior beliefs after propaganda and criticism—is the term in
Assumption 2. This term is a natural measure of the extent to which propaganda deflects criticism.

A second lesson from the belief expressions is that propaganda not only alters the effect of elite
criticism, it also alters the effect of elite praise, so that among receptive voters it ends up inverting
the effect of the elite’s message: elite criticism becomes good news. This follows directly from (5):
with elite criticism (§ = 0) beliefs are positive, while with elite praise (§ = 1) beliefs are zero.
Intuitively, because in the AR the elite always criticizes, whereas in the R (since 7 < 1) it only
sometimes criticizes, observing criticism increases the receptive voter’s belief in the AR, and with
it, his belief that the politician is good. Conversely, observing praise reduces the receptive voter’s
belief that reality is AR, and with it, his belief that the politician is good.

Incentive compatibility of the elite. Having characterized beliefs, we turn to explain why the
principals are willing to follow the proposed equilibrium. We begin with the elite. The behavior of
the R elite is straightforward: because its members are atomistic and cannot influence voter beliefs,
they prefer to report truthfully. For the AR elite, which acts as a single actor and wants to lower

voter beliefs, sending criticism is incentive compatible if

(1 . a) T(qc (1 - 77)‘]0 dar{c (7)

mqc + (]— _77)(1 _QC) (]— _W)QC+W(1 _QC) Qar +QT7T(1 _QC).

The left-hand side is the AR elite’s gain from criticism: the reduced beliefs of the 1 — o unreceptive

voters. Inside the brackets, we have the difference between unreceptive voters’ belief after praise
versus criticism. As noted above, these expressions are similar to those of the receptive voter
absent propaganda (4), with the difference that the denominators do not have the 8 factors. The
right-hand side is the AR elite’s loss from criticism: the increased beliefs of the « receptive voters
who “see through” the conspiracy. This loss is computed by differencing (5) between § = 1 and
§$ = 0. This loss is a reflection of the inversion effect: in the presence of propaganda, elite criticism
actually helps the politician among receptive voters.

If 7 is large, then the left hand side of (7) is close to 1 — a while the right-hand side is close to
aq.. Therefore, if a < 0.5, which is assumed in Proposition 1, then for 7w large the inequality holds.
Intuitively, unreceptive voters—who do not entertain the alternative reality—are manipulable by

the AR elite; and if there are enough of them, then their impact dominates the inversion effect on
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receptive voters and incentivizes the AR elite to criticize.
Incentive compatibility of the politician. Finally, we turn to the politician. In R, as noted above,
the good politician who expects praise from the elite has no reason to send propaganda. For the

bad politician, sending propaganda is incentive compatible if

dorde (L= ™. . — T4
’ [W (qar +aor(l—q) (1-mg+r(1l- qc)g) +(1-m) Py s g 1o ] g [ (®)

The left hand side measures the expected gain from propaganda. Propaganda only has an effect on

receptive voters («). For them, propaganda changes expected beliefs about competence 6., from
the expected value of beliefs absent propaganda (4) to the expected value of beliefs in the presence
of propaganda (5). These expectations are computed over the distribution of the elite’s message
that § = 0 with probability = and § = 1 with probability 1 — 7. The formula then follows by direct
substitution. For the politician to prefer propaganda, this expected gain has to exceed the cost of
propaganda f. As 7 approaches one, the second and third fractions on the left-hand side vanish
and the remaining terms converge to ag.. By Assumption 2, ag. > f, thus for 7 sufficiently large
the bad R politician’s incentive compatibility constraint holds.

Next consider AR politician’s incentive compatibility constraint. Both the good and the bad
AR politician types believe that the elite is AR and always sends criticism. This means that their
incentive compatibility constraint is implied by (8) because they expect more criticism. Formally,
on the left-hand side the weight on the first two terms increases from 7 to 1 while the weight on the
third term decreases to zero. It follows that for large m, the AR politicians also send propaganda.

Note that the AR politicians’choice of propaganda is key for the updating of the voter, who, if
propaganda is to be effective, should not be able to infer from observing it that the politician is
bad. That holds here, because in the AR, even the good politician sends propaganda. This logic
underlies equation (5) and prevents the full revelation of the bad R politician’s type.

The arguments so far establish that the proposed profile is an equilibrium. We show that it is
the unique PPO equilibrium in Appendix A.4, exploiting that PPO requires the politician to use a
pure strategy, by checking each possible pure strategy of all politician types.

Relaxing the constraint on receptive voters. Proposition 1 focuses on the case when only a share

a < 0.5 of voters are receptive. However, as we show Appendix A.4, the model has a unique
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PPO equilibrium which features propaganda even when « > 0.5. This profile is identical to the
equilibrium of Proposition 1 in the behavior of all politician types. But for « high, the behavior
of the AR elite is more complex: they now mix between criticizing and praising the politician.
The logic follows from the inversion result, combined with the fact that for « high the beliefs of
receptive voters dominate the incentives of the elite. If the AR elite were to always criticize, then—
by inversion—receptive voters would interpret praise as proof that the politician is bad. Since
receptive voters dominate, the AR elite could profitably deviate to praise. Conversely, if the AR
elite were to always praise, then receptive voters would interpret criticism as proof that reality is
R and conclude that the politician is likely bad. Thus, the AR elite could profitably deviate to
criticize. It follows that there is no pure strategy equilibrium. In the Appendix we show that the
unique PPO equilibrium is the same as that of Proposition 1 except that it involves mixing by the
AR elite. The voter beliefs implied by mixing make the AR elite indifferent.

The core intuition here is that for « high, the conspiracy theory has to address an internal
consistency problem: why should elites lie once they know that most people see through their lies?
They should instead praise the politician and thus disprove the conspiracy theory. In our model,
the alternative reality evolves to address this problem by making the elites more cunning. Elites
now sometimes tell the truth to confuse voters, so that any elite message is consistent with the
conspiracy theory. These complex narratives emerge as the conspiracy theory becomes widespread.
Importantly, our main qualitative predictions, including that propaganda deflects criticism and
generates an inversion effect, continue to hold in this more complex equilibrium.

In a way, the mixed equilibrium resembles the Russian “firehose of falsehood” propaganda
technique characterized by the simultaneous broadcasting of contradictory messages (Paul and
Matthews 2016). Here the contradictory messages are that the elite is truthful and that the elite is
lying. Of course, conspiracy theories could resolve the internal consistency problem in other ways

too, such as by falsely claiming that « is low, i.e., that only a minority are aware of the conspiracy.

22



3.2 Theoretical implications of equilibrium

We develop several theoretical implications of the model’s equilibrium. These implications shed
light on the workings of the model and lead to new testable predictions.
Deflection. An immediate implication of the result that propaganda is used in equilibrium is

that propaganda succeeds in deflecting elite criticism.'?

Corollary 1. Suppose that Assumptions 1 and 2 hold, m > 7, and o < 0.5. In the PPO equilibrium,

the bad politician’s choice to send propaganda improves voter beliefs:
Bl(6. = 1p = 1,3)/6. = 0] > E[a(0, = 15 = 0,5)|6. = 0].

Note that E[.] represents objectively correct expectations. Thus, propaganda enables bad politi-
cians to remain in power, and by doing so, reduces accountability. Importantly, this result applies
in a democratic context, in the presence of uncensored independent media that provides reliable
information on the politician’s type. It follows that our model can be interpreted as a new theory
of democratic populism, in which ideological disagreement with the elite can be used to reduce
accountability. This new theory leads to new implications, as we now describe.

Inversion. Perhaps the most surprising new implication is that among receptive voters, propa-

ganda inverts the effect of the elite’s message. We now state this point formally.

Corollary 2. Suppose that Assumptions 1 and 2 hold, 1 > w > 7, and o < 0.5. In the PPO
equilibrium, in the presence of propaganda, elite criticism strictly increases the receptive voter’s

support for the politician: prec(fe = 1p=1,8=1) < prec(0c. = 1|p = 1,5 = 0).

As noted above, inversion is a consequence of equation (5). It follows through two steps. First,
because in the AR (but not in the R) the elite always criticizes, elite criticism increases beliefs in
the AR. Second, because in the AR (but not in the R) propaganda may also come from a good
politician, the increased belief in the AR increases support for the politician. As this logic makes
it clear, m < 1 is necessary for inversion, because it relies on the elite criticizing more often in the

AR (with probability 1) than in the R (with probability 7). We also note that inversion can be

13 For consistency with the Proposition we focus on the o < 0.5 case in stating our corollaries, but we show in the
Appendix that Corollaries 1, 2 and 3 hold for all values of a.
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broken down into two predictions: that the receptive voter’s beliefs after propaganda (i) increase
in response to elite criticism, and (ii) decrease in response to elite praise. Note that (i) cannot hold
without (ii): since the receptive voter, given his subjective beliefs, updates as a Bayesian, his prior
must be a convex combination of his posteriors.

Although in our model inversion is driven by beliefs about the politician’s competence, in
practice there can be an alternative mechanism driven by beliefs about the politician’s anti-elite
nature. That is, persuaded voters may infer from elite criticism not that the politician is (relatively)
competent, but that she is anti-elite. Conversely, they may infer from elite praise not that the
politician is incompetent, but that she is pro-elite. Although we find this alternative mechanism
empirically plausible (and discuss it further in Section 3.3), to keep our model simple we did not
incorporate the additional type dimension necessary to model it. Both mechanisms seem to predict
that elite criticism increases receptive voters’ beliefs in the AR and support for the politician.

Amplification. The previous result explored how beliefs in the presence of propaganda vary
with the elite’s message. We next characterize beliefs in the presence of propaganda on average,
i.e., not conditional on the elite’s message. The key result is that propaganda-induced AR beliefs

are amplified by Bayesian updating.

Corollary 3. Suppose that Assumptions 1 and 2 hold, m > 7, and o < 0.5. In the PPO equilibrium,
even though signals are generated by R, the receptive voter’s expected posterior, relative to his

(propaganda-induced) prior, moves towards the AR: Elprec(AR|D,$)|p = 1] > qar-

This result seems counterintuitive from a Bayesian perspective. A standard Bayesian with the
wrong prior, as long as his prior assigns positive probability to the truth, should form posteriors
that on average drift towards the truth. Corollary 3 says that here, even though R is always
included in the receptive voter’s prior, he forms beliefs that on average drift away from the truth.

To understand the result, recall that experiencing propaganda increases the receptive voter’s
prior about the AR to ¢,.. He then uses this new prior to interpret the sequence of messages he

receives. For 7 large, this sequence is very likely to be propaganda and criticism, which leads him
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to increase his posterior belief about the AR to (approximately)

Gar
— > Qar- 9
1 —grqc “ ( )

ar =
This increase is non-standard: the sequence of propaganda and criticism contains (for 7 large)
essentially no new information beyond the fact that the voter’s prior changed. It emerges because
the voter with the new prior still entertains the state of the world that reality is R and the politician
is good (which has probability ¢,q.) even though the fact that his prior changed already ruled it
out. Updating eliminates that state from the voter’s mind, increasing his beliefs in the AR (for =
large) by a factor 1/(1—¢,q.). Intuitively, the voter neglects the correlation between the state of the
world and his prior, i.e., that his prior is large precisely when the likely outcomes are propaganda
and criticism. The reason correlation neglect amplifies AR beliefs is that these likely outcomes are
more consistent with the AR than with the R.

The key lesson here is that the success of propaganda is determined by two factors: (i) planting
initial misbeliefs; (ii) a plausible narrative that amplifies misbeliefs by explaining the observed
reality better than the true narrative. We note that these two factors are already reflected in
Assumption 2. The assumption requires that the posterior belief about the politician’s quality ¢,

is large enough, and we can express that posterior, normalized by the prior ¢., as

qc Qar
_ = 10
qc 1—qrqc ( )

Here qq, is the initial false belief, while 1/(1 — ¢,q.), as discussed above, is the amplification.!4
The mechanisms identified here are related to mechanisms studied in recent work on misbeliefs.
Our timing assumption that first propaganda changes the prior and then the voter updates from
the new prior is related to the sequential updating assumption of Cheng and Hsiaw (2022) and
Kogak (2018) that a person first updates about the credibility of a source and then about the
information provided by that source. A key difference is that in our setting the change in the
prior is driven by the supply side, leading to predictions about when misbeliefs arise. The logic

of amplification is related to the effect identified in the research on persuasion with models that

models more consistent with the data are more persuasive (Schwartzstein and Sunderam 2021,

14 As the formula shows, amplification increases in g.. We discuss this point in Corollary 5 below.
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Aina 2023). Our formal approach is different from that of these papers because the persuaded
voter simultaneously accounts for both realities and reasons about the incentives of the sender.
Nevertheless, the main contribution of Corollary 3 is the applied lesson that beliefs in politically-
supplied conspiracy theories are amplified by observed outcomes.

Comparative statics of presence of propaganda. Proposition 1 shows that bad politicians always
choose propaganda, but focuses on the case when the elite strongly dislikes the incumbent politician:

Kk > 1 by Assumption 1. We now relax that assumption.

Corollary 4. Suppose that Assumption 2 holds, 1 > 7, and o < 0.5. If 1 — 7 < k <, there is a

unique PPO equilibrium, and in that equilibrium no politician sends propaganda.

The point here is that when « is (somewhat) lower than 1, propaganda is no longer used. This
is because when k is in the specified range, the elite wants to keep the politician if and only if
she is good. But then the narrative in which the elite conspires to remove a good politician is not
plausible and will not be believed by voters. The politician then has no reason to send propaganda.
It follows that successful propaganda requires the ideological disagreement x between the politician
and the elite to be sufficiently large.

Comparative statics of effectiveness of propaganda. We turn to explore the conditions under
which propaganda is more or less effective. Motivated by equations (9) and (10) we focus on
the effect of ¢., the prior probability that the politician is good, which may be reflected in the

politician’s baseline popularity.
Corollary 5. Suppose that Assumptions 1 and 2 hold, m > 7, and o < 0.5. In the PPO equilibrium,

1. The receptive voter’s belief in the AR after propaganda and criticism, pre.(AR|p=1,8=1),

1S 1NCreasing in qc.
2. The bad R politician’s expected gain from propaganda
Elji(6. = 11 = 1) — (6. = 1[p = 0|0, = 0]

18 1ncreasing in qe.

26



The first result is a comparative static of the amplification in Corollary 3 and follows essentially
from equation (9). Intuitively, when the politician is expected to be good (g, high), propaganda and
criticism are unlikely in the R but likely in the AR. Thus, the AR is a relatively better explanation
for that message profile and hence will have a higher posterior. In economic terms, when the
politician is more likely to be good, a conspiracy is a more plausible explanation for elite criticism.

The second result, that propaganda is more valuable for the politician when g, is higher, follows
essentially from equation (10). There are two forces. First, as just noted, with ¢, higher, propaganda
induces a larger belief amplification towards the AR. Second, belief in the AR is better for the
politician, because in that state she is perceived to be good with a higher ¢. probability.

An interesting implication of the second result is that as a politician looses popularity, propa-
ganda becomes less effective in shoring up support. When perceived competence falls, the conspir-
acy becomes a relatively less plausible explanation for elite criticism; and even if it does discredit
elite criticism, it does not undo voters’ direct perception of the politician’s incompetence.

Demand for misbeliefs. A weakness of our theoretical model is that we take the demand for
misbeliefs as given. To address this, in Appendix A.6 we develop a microfounded model of the
demand side, which is based on the idea of motivated beliefs in political economics (Brunnermeier
and Parker 2005, Levy 2014). In this model, a voter who experiences propaganda becomes aware
of the elite conspiracy alternative reality, and chooses his prior belief ¢, in that alternative reality.
This choice is made before the voter updates from propaganda and the elite’s message. The voter
chooses ¢, by trading off his subjective expected utility from the election outcome against a cost of
changing his prior. The utility from the election outcome comes from our microfoundation of voter
behavior (Appendix A.2). The cost of changing the prior is a function of the expected posterior
belief in the AR, capturing the idea that beliefs in the AR may impair decisions in other domains.

We show in Proposition 4 in the Appendix that our equilibrium is robust to incorporating the
demand for misbeliefs, but features an endogenously chosen ¢q > 0.> Moreover, we establish
new comparative static results: that g is increasing in g. and in the extent to which the voter

likes the incumbent politician (a parameter \). The intuition is that both ¢. and X increase the

15 We no longer show that the equilibrium is unique.
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probability that the incumbent is reelected, and thus increase the incentive for the voter to believe
that the incumbent is competent, which is made possible by believing in the AR. These results also
imply that in the equilibrium with the endogenous g, the predictions of Corollaries 2, 3, and 4
are unchanged; while the comparative statics of Corollary 5 are strengthened because a higher g,

also increases ¢, through the demand side, acting to further amplify the belief in the AR.

3.3 Evidence

We turn to discuss evidence on the model’s implications, focusing on Corollaries 1-4.

Propaganda lowers accountability in democracies. The result of Corollary 1, that propaganda
reduces accountability, is consistent with evidence that (i) in democracies, populism is associated
with reduced accountability (Funke et al. 2023) and (ii) even in democracies and hybrid regimes,
propaganda is a channel to reduce accountability (Guriev and Treisman 2022). To our knowledge,
existing theories do not explain these facts. In the leading models of populism, including Acemoglu
et al. (2013) and Bellodi et al. (2023), populist policies are a positive signal about the politician,
thus these models cannot easily explain reduced accountability. The leading theory of propaganda,
Guriev and Treisman (2020), explains reduced accountability through the logic that propaganda
paints the politician in a misleading positive light. However, that mechanism is only operational in
autocracies, because it requires that the politician censors or co-opts the intellectual elite: otherwise
elite criticism would correct beliefs and undo the effects of propaganda.

Our model features a mechanism—discrediting elite criticism—which is operational even in
democracies and hybrid regimes where part of the media is free. Thus, our model can explain the
above facts. In particular, our model can explain why propaganda appears to lower accountability
in our example settings of the U.S., Hungary, and Israel (Ott and Dickinson 2020, Siikésd 2022,
Rogenhofer and Panievsky 2020). Moreover, our model predicts that this reduced accountability
should be accompanied by misbeliefs, consistent with the motivating evidence of Section 2.1.

Propaganda inverts the elite’s effect on receptive voters. A key fact in contemporary U.S.
politics is that during 2023, the growing body of critical evidence against Donald Trump, including

four criminal indictments, was accompanied by an increase in popular support for Trump among
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All  Moderate Conservative

More likely to vote for him 41% 24% 44%
Less likely to vote for him 4% 13% 3%
Not affect whether you vote for him  55% 63% 53%
Observations 488 80 408

Table 4: Impact of indictment on Trump’s support by Republicans intending to vote in primary

Republican voters (Swan et al. 2023). Since the indictments were produced by the U.S. legal
system, the apparent distrust in them among supporters of the presumptive party of law and
order is puzzling. The increase in support for Trump is even more puzzling when compared to
two other salient legal cases against leading politicians. President Richard Nixon, following the
Watergate scandal, and New York mayor Eric Adams, following his 2024 criminal indictment,
both experienced large reductions in popular support even among supporters of their own party
(Franklin 2018, McFadden and Mays 2024). We not aware of other formal models that explain
these facts.

Our model can explain these facts through its inversion and comparative statics predictions.
We first describe how inversion explains the effects of the Trump indictments and present evidence
in support of this explanation; and then describe how the comparative statics explain why we do
not observe the same patterns for Nixon and Adams. The explanation for Trump builds on our
argument in Section 2.1 that Trump disseminated the elite conspiracy alternative reality. Given
this, and assuming Republicans correspond to the model’s receptive voters, Corollary 2 explains
the evidence by predicting a causal effect: that the indictments—elite criticism—causally increased
Republican support for Trump.

We now present two pieces of evidence that support this causality. First, in Table 4 we show
results from a 2023 poll investigating the impact of the indictments on Trump’s political support
(YouGov 2023). Among registered Republicans intending to vote in the primaries, 41% claimed
that they would be more likely, and only 4% claimed that they would be less likely, to vote for

Trump if he is indicted in the matter of handling classified documents. The effects were large
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even among moderate Republicans. Thus, Republicans anticipated that their own support would
increase in response to critical evidence.

But this evidence is about hypothetical behavior. For evidence on actual behavior, we turn to
the impact of scandals on campaign contributions. We take Wikipedia’s list of political scandals of
Republican House candidates during 2017-2022, and select the 11 scandals that are related to sexual
misconduct, financial misconduct, election fraud, or violence. These are issues on which probably
most voters and elite members agree, thus they correspond to 6.. Moreover, since scandals are
disseminated by the news media, they correspond to the model’s notion of elite criticism. We
combine these data with donation data from the Federal Election Commission.'6

We estimate difference-in-differences regressions of the effect of a scandal on donations that
come from Trump supporters and other donors. We define Trump supporters as individuals who
donated to the Make America Great Again PAC in the 2020 election campaign. Our control group
includes donations to other Republican House candidates in the same period. Table 5 reports the
results. Column 1 shows that relative to a control mean of 6.5 percent, the share of donations
coming from Trump-supporter donors increased after the scandal by a significant 7.5 percentage
points. Columns 2 and 3 show that this increase was largely driven by a significant increase in
Trump-supporters’ donations of about $20,000 per quarter, with no significant change in other
donors’ donations. We conclude that scandals, plausibly diffused by the news media, seemed to
generate an increase in political support among Trump-supporter voters. Since these voters are
most likely to be receptive to the alternative reality, the evidence supports the causal link between
elite criticism and political views predicted by our model.

A possible alternative explanation for these results is that the scandal increased the competitive-
ness of the election, and competitiveness made Republicans donate more. Two pieces of evidence
speak against this explanation. First, as Table 5 shows, the effect is concentrated among Trump-
supporter Republicans, and it is not clear why they should care more about the election outcome.
Second, in Appendix A.9 we show that when the election of Republican candidates becomes more

competitive because of redistricting, there is no analogous impact on donations. Thus, the effect

16 We use quarterly data on contributions made by private individuals to the election committees of congressional
candidates.
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Trump donors Trump donors Other donors

Share Amount (1000 dollars)
Scandal effect 0.075%** 20.33%* -9.80

(0.009) (9.88) (16.59)
Representative and quarter f.e. yes yes yes
Control mean 0.065 16.12 119.0
Observations 3,397 4,387 4,387

Note: Observations are representative-quarter cells. The treatment group is observations
of treated representatives in a one-year window around the scandal; the control group is
observations of non-treated representatives in the 2017-2022 period. Column 1 is restricted
to observations with non-zero total donations. The dependent variable in column 1 is the
share of donations from Trump-supporters; in columns 2 and 3 the total volume of donations
from Trump-supporters and from other Republican donors, respectively. Standard errors
clustered by state in parentheses.

Table 5: Impact of scandals on contributions from Trump-supporter and other donors

we document seems to be driven by elite criticism rather than increased competition.

Beyond predicting that elite criticism should increase Republicans’ support for Trump, the
model also predicts the underlying mechanism: that elite criticism should increase Republicans’
beliefs in the alternative reality. This prediction is consistent with survey evidence we present in
Figure 1, which plots, over time, the share of Republican-leaning voters who believe that Biden
legitimately won the 2020 presidential election. The share steadily increases during 2021 and
2022, but sharply drops in the summer of 2023, exactly around the time of the first three Trump
indictments. That is, as predicted by the mechanism of the model, beliefs in the conspiracy theory
that the 2020 election was stolen (AR beliefs) increased precisely at the time of the indictments
(elite criticism). Although this evidence does not conclusively prove that the indictments caused
the increase in misbeliefs, the sharp change in the absence of other salient events is suggestive of
causality, and journalists interpreted the relationship as causal (Agiesta and Edwards-Levy 2023).

Inversion predicts not only an increase in receptive voters’ support in response to elite criticism,

but also a decrease in their support in response to elite praise. Since elite praise in the presence
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Figure 1: Share of Republican-leaning voters who believe that Biden legitimately won in 2020

40

35
Il

Share believe that Biden legitimately won (%)
25 30
1 1
—

20

2021
2022
2023

Falsify records
Classified doc.
Election interf.

Source: Nine CNN opinion polls conducted by SSRS between January 2021 and August 2023 (SSRS
2023a, 2023b, 2023c). Vertical lines indicate dates of indictments against Donald Trump in 2023:
(1) in March 30 for falsifying business records; (2) in June 8 for mishandling of classified documents;
(3) in August 1 for attempting to overturn the 2020 US presidential election.

of propaganda is rare, we could not find systematic evidence for this prediction. But one piece of
anecdotal evidence comes from Governor Ron DeSantis’ presidential campaign. In 2022, DeSantis
was considered a real contender for the Republican presidential candidacy (Flegenheimer 2022).
But then he received positive reception, at least in comparison to Trump, from academics and the
news media (Gift 2023, Zelizer 2022), and even George Soros expressed preference for a scenario
in which DeSantis wins the Republican nomination (Soros 2023). Our model suggests that this
“relative praise” from the intellectual elite should have led to reduced support from Republican
voters. DeSantis indeed experienced reduced support and dropped out of the campaign in early
2024. Importantly, elite endorsements and conspiracy beliefs may have played a role: in this
period, conspiracy theories that “Ron DeSoros” was “a tool of the Deep State” became widespread

in far-right circles (Thompson 2023).17

17 In this example the plausible mechanism through which elite praise hurt DeSantis was not beliefs about his
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Why did receptive voters respond differently to the elite criticism of Trump than they did to the
elite criticism of Nixon or Adams? The answer suggested by the model is propaganda. Corollary 2
only predicts inversion when the politician sends propaganda about the elite conspiracy. We are not
aware of evidence that either Nixon or Adams spread such propaganda. Our model also explains
why they did not do so. Corollary 4 says that propaganda emerges in equilibrium only when the
cleavage between the politician and the intellectual elite is sufficiently large. But both Nixon and
Adams represented the more educated party—Republicans in the early 1970s, Democrats today
(Kuziemko, Marx and Naidu 2022)—making it implausible that the intellectual elite conspired to
remove them from power. We conclude that the model is consistent with the presence of inversion
for Trump and its absence for Nixon and Adams.

Finally, we relate our results on inversion to the research on the “backfire effect” that corrective
information can sometimes lead individuals to more strongly endorse a misbelief. Early work showed
evidence for this backfire effect, but more recent research suggests that corrective information is
usually somewhat effective in correcting beliefs (Nyhan 2021). Our inversion prediction is different
from the backfire effect: it is not about the impact of corrective information but about the impact
of elite criticism of the politician. Although corrective information can sometimes be interpreted
as such criticism, often that is not the natural interpretation. For example, corrective information
about the false claim that “Donald Trump Sent His Own Plane to Transport 200 Stranded Marines”
is not elite criticism of Trump, since Trump could well be an excellent president despite not taking
the claimed action.'® In fact, our model suggests a comparative static in the backfiring effect: that
corrective information backfires when the salient interpretation of that information is elite criticism.

Politically supplied misbeliefs are amplified by outcomes. Corollary 3 predicts that outcomes
amplify beliefs in the alternative reality. We do not have direct evidence for amplification. But
we note that its key ingredient—that outcomes should be relatively more likely in the alternative
reality—is consistent with the conditions in which the elite conspiracy narrative was supplied in

the contexts of Section 2.1. In the US, the deep state conspiracy was supplied around the time

competence but beliefs about his anti-elite status. As we noted after Corollary 2, that is an alternative mechanism
for the inverted effect of elite praise.

18 This is one of the claims corrected in the study by Clayton, Blair, Busam, Forstner, Glance, Green, Kawata,
Kovvuri, Martin, Morgan et al. (2020).
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of the Trump indictments; in Hungary, the Soros-Brussels conspiracy to import immigrants was
supplied around the time of the European migrant crisis; in Israel, the judiciary-media conspiracy
was supplied around the time of the legal cases against Netanyahu. In each of these cases, observed
outcomes—indictments, immigration, court cases—were almost inevitable in the alternative reality
and hence should have strengthened beliefs in that alternative reality. More broadly, these examples
suggest that by constructing an alternative reality that matches the evidence, the politician can
take advantage of Bayesian updating to do the heavy lifting in creating misbeliefs. This logic may
help explain why misbeliefs in alternative realities are so widespread.

Propaganda is only used in divided societies by anti-elite politicians. Corollary 4, in combination
with Proposition 1, show that propaganda is only used if disagreement between the politician and
the elite is large, that is, if (i) there is large division in society, and (ii) the politician is on the
other side of the elite in that division. Part (i) highlights a new mechanism that links societal
cleavages to populism (Acemoglu et al. 2013, Engler and Weisstanner 2021, Stoetzer, Giesecke and
Kliiver 2023). The main novelty relative to prior work is that our model emphasizes disagreement
with the intellectual, rather than the political or business elite. As we discussed in Section 2.1,
the cleavage with the intellectual elite is indeed a key feature of the populist narratives in the
U.S., Hungary, and Israel. Part (ii), as we noted above, helps explain the presence of inversion
with Trump and its absence with Nixon and Adams, through the logic that the latter politicians

represented pro-elite parties.

4 Applications

We turn to develop two applications of our model: endogenizing the nature of the alternative
reality, and studying the impact of propaganda on government policy. In each application, we
introduce additional assumptions to capture new features of the environment but do not change

our fundamental assumptions concerning the alternative realities.
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4.1 Endogenous alternative reality

In our model, the AR features a conspiracy only by assumption. Moreover, for our qualitative
results, this assumption is not strictly necessary: we could obtain our main results in a model
without a conspiracy, in which in the AR the elite has a lower cost of lying. Thus, incorporating
a conspiracy into the model may seem superfluous. In this application we argue that conspiracy
theories are a natural implication of our framework, justifying our modeling approach and helping
to explain why real-world alternative realities often feature conspiracies.

Our basic insight is that the elite conspiracy solves a collective action problem. This problem
arises because a lie about the politician’s competence by any given elite member benefits every
other elite member, since they all benefit from reducing support for the politician. The ability to
coordinate allows these externalities to be internalized, strengthening the incentives to lie. As a
result, the conspiracy-based alternative reality can explain away a wider range of criticism: even
credible evidence like an indictment that individual elite members would not, but collectively the
“deep state” might have the incentive to manufacture.

To explore these issues formally, we extend the model to allow for two different types of al-
ternative realities. In the first, the elite has a lower lying cost but does not have the ability to
coordinate; in the second, the elite also has the ability to coordinate. We also introduce a variable
that measures the credibility of the evidence the elite provides in support of its message: a publicly
known fabrication cost that each elite member has to pay in order to send a false message.

Model. Modeling the lying-cost alternative reality requires that each elite member has some
individual-level incentives to manipulate. We thus assume that the elite consists of a finite number
of members N, and each of them accesses a mass 1/N of voters. We further assume that there
is a non-infinitesimal lying cost x which can be written as the sum of a fabrication cost x; and
an integrity or honor cost x;. The fabrication cost x is the cost of manufacturing the evidence
presented in the elite’s message—such as videos of intensive care units during Covid—which we
assume is known by the voter and cannot be changed by the alternative reality. The honor cost xj
is the private cost to an elite member for telling a lie. In addition, there is an organizing cost x,

which each elite member has to pay if they conspire. In the objective reality both x, and x; are
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prohibitively high, so that elite members do not conspire and tell the truth.

We entertain two types of alternative realities.

1. Lying cost AR. In this AR, x, continues to be prohibitively high but x; = 0. The cost of

sending propaganda to make the voter believe in this AR is f' < f.

2. Conspiracy AR. In this AR both x, = 0 and x5, = 0. The cost of sending propaganda to
make the voter believe in this AR is f. Since x, = 0, we assume that in this AR the elite

always coordinates if it is in their joint interest, i.e., there are no coordination problems.

If the receptive voter receives lying cost (conspiracy) propaganda, his prior puts g, weight on the
lying cost (conspiracy) AR, 1 — g4 weight on R, and zero weight on the other possible AR. The
politician in the R and in both types of the AR can send either type of propaganda. This is the
natural generalization of our basic model to the setting with multiple alternative realities. We will
denote the lying-cost AR by AR1 and the conspiracy AR by AR2.

Given the non-infinitesimal lying costs, elite member j’s utility becomes

Uej = (0 = K) A= X5 Ly, 20,y = Xn - Lio=Ry Ly, 4.} — Xo* Lip.#aroylorganize;- (1)

The first term involves the average voter belief

N _ .
Zj:l 15 (D, 35)

H= N

where i;(p, §;) is the average belief among the mass of voters influenced by elite member j. We
assume N > 1. The cost terms in (11) reflect that the elite must pay a fabrication cost x; for
fabricating a lie in all realities, an honor cost xj for not telling the truth in R, and an organizing
cost x, for attempting to organize in R and AR1. Since x, and xp are prohibitively high, in

equilibrium the last two costs are never paid.

Proposition 2. Under Assumptions 1-2, if a < 0.5 then, in the following ranges for xy, for

large enough, in the unique PPO equilibrium
1. If xy < (1 =2a)/N, then the bad R politician sends lying cost propaganda;
2. If 1/N < x5 < (1 —2a), then the bad R politician sends conspiracy propaganda;
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Figure 2: Endogenous AR
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3. If 1 < xy, then no politician sends propaganda.

members, and the vertical axis is xr, the publicly known fabrication cost. The first part of the
Proposition says that for x; low, i.e., when the evidence supporting the elite’s message is easy to
fabricate, lying cost propaganda is sufficient. In this case, the narrative that elite members have “no
honor” is sufficient to explain away the weak evidence. More precisely, because each elite member
influences a share 1/N of voters, each has a non-negligible gain from manipulating these voters.
Hence, absent an honor cost and given the low fabrication cost, each is willing to fabricate a fake
message. This range corresponds to the blue (solid) region in the Figure.

The second part of the Proposition says that for x in the middle range, the equilibrium uses
conspiracy propaganda. In this range lying cost propaganda no longer works: the individual-level
gain to each elite member no longer covers the fabrication cost. But conspiracy propaganda works,

because if elite members act collectively, then the individual-level gains increase by a factor of V.
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Intuitively, each elite member now internalizes that her action benefits all other elite members, and
thus has higher-powered incentives to fabricate her message. This is the equilibrium in the red
(vertical stripes) region in the Figure. Observe that the higher NV, i.e., the more fragmented the
elite, the wider the range of the conspiracy equilibrium. Since in practice N is likely to be large,
the Proposition suggests that the conspiracy AR is a likely outcome.

The third part of the Proposition says that for x s high, corresponding to the green (horizontal
stripes) region, propaganda is not used. At such a high cost, even a collectively acting elite does
not have sufficient incentives to fabricate lies.

As illustrated by the white areas between the three regions in the Figure, the Proposition does
not cover the full range of possible x; values. In the intermediate ranges mixed equilibria are
possible. Since these mixed equilibria did not seem central to our message, we chose to focus on
the ranges where the equilibrium is in pure strategies.

Implications and evidence. The Proposition has three main implications. First, it predicts that
misbeliefs should often feature conspiracy theories. Conspiracy theories indeed appear common
(Douglas et al. 2019) and we are not aware of other formal theories that explain their emergence.

Second, the Proposition predicts that increasing the credibility of evidence need not improve
beliefs. This is because the politician can respond to an increase in the fabrication cost x; by
escalating the alternative reality. Intuitively, in response to more credible evidence, the politician
can upgrade from a lying cost AR to a conspiracy AR, and explain away the more credible evidence
with the narrative of a more powerful elite.? Through this logic, alternative realities can resist
evidence. Thus, we formalize the argument of Sunstein and Vermeule (2009) that maintaining a
conspiracy theory in the face of contradictory evidence requires an ever-widening conspiracy.

Third, the proposition implies that propaganda—because it often has to build a conspiracy
theory—can lead to distrust in science and the non-adoption of best practices. This is because
the conspiracy narrative makes the elite more powerful in other domains too, which affects the

behavior of the voter in those domains. Once the voter believes that the elite can conspire, he will

19 We also note that the = large condition in the Proposition is required by x ¢, rather than uniformly.
20 More generally, and outside our current model, the politician could escalate the scale of the conspiracy theory
by claiming that it involves more actors.
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suspect that even seemingly credible elite messages in the health or climate domains may be driven
by the elite’s private interest. For example, reports about climate change by scientists, which seem
prohibitively expensive to fabricate individually, may be driven by their collective desire to control
the population (Uscinski, Douglas and Lewandowsky 2017).

This last point helps explain the evidence that misbeliefs under populism go beyond politics,
including Republicans’ attitudes in the health and climate domains. For example, Allcott, Boxell,
Conway, Gentzkow, Thaler and Yang (2020) show that under Covid Republicans were less likely
to engage in social distancing; Wallace, Goldsmith-Pinkham and Schwartz (2022) show that they
had higher excess death rates attributable to Covid; and Hotez (2023) shows the persistence of
Covid-denialism in the face of credible evidence. Our model explains these facts through the logic
that populism causes distrust in the elites. This is in contrast to prior work that emphasized the
causality from distrust to populism (Bellodi et al. 2023, Guiso, Helios, Morelli and Sonno 2023).

Our chain of causality suggests that eliminating propaganda should improve trust in science.

4.2 Government policy in the shadow of propaganda

In our final application we explore the question of how spreading alternative realities shapes the
quality of governance. The new insight our model offers is that maintaining beliefs in the alternative
reality constrains government policy. In particular, the politician has an incentive to follow harmful
policies that trigger elite criticism and thus strengthen beliefs in the alternative reality.

To incorporate government policy to the model, we assume that the bad politician can take
a policy action that makes her bad type more visible to the elite. This action captures the key
aspect of a “bad policy” for our purposes that it invites elite criticism.?! Formally, in stage 1, the
bad politician, simultaneously with her propaganda decision, can take an action e € {0, 1} that has
vanishingly small cost and increases the probability that the elite’s signal about her type is correct
to ' > m. Neither the elite nor the voters observe this action.

We make one other substantive departure from the basic model: we assume that the politician

21 A microfoundation that makes the role of the policy action explicit is to assume that the politician’s common
type measures the frequency with which she knows the right policy. With a low probability a bad politician knows
it too, but even if she does, she can choose not to follow it.
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cares more than the elite about the beliefs of receptive voters. Formally, the politician maximizes

Up = (0 = 11p, 8) — f - p, (12)

where [i is the weighted average of receptive and unreceptive voters’ beliefs with a new weight o/
(0. = 11p,3) = o - (0 = 11p5,0m) + (1 = ') - p(0c]3, 0 = N),

and we will assume that o/ > « by a sufficiently large margin. This assumption creates a wedge
between the incentives of the politician (who weight receptive voters with o’) and those of the AR
elite (who weight receptive voters with «). One interpretation of this wedge, already suggested
before, is that receptive voters incorrectly perceive that a < 0.5, even though the true « is larger.
Since the perceived a governs the incentives of the AR elite, this misperception creates the desired
wedge. Another interpretation is that the politician also cares about winning a primary election,
and hence overweights the beliefs of her core (receptive) supporters. And a third interpretation is
that the AR elite cares disproportionately about some part of the audience, such as foreigners or
donors, who are plausibly less receptive to propaganda. Under all three interpretations, the wedge

allows both the politician and the AR elite to gain from elite criticism.

Proposition 3. Under Assumptions 1 and 2, if « < 0.5, and & > 1/(1+ §.), then for © large

enough and 7 > 7, in the unique PPO equilibrium
1. All propaganda and message choices are as in Proposition 1.

2. The bad politician chooses to increase the precision of the elite’s signal if and only if reality

is R and she can send propaganda.

To see the intuition, first note that because o < 0.5 we are in the parameter range of Proposition
1. In this range, by equation (7) it is a dominant strategy for the AR elite to always criticize the
pro-voter politician, because among the majority 1 — « of unreceptive voters elite criticism reduces
voter beliefs. In contrast, as Corollary 2 demonstrated, among the minority « of receptive voters,
elite criticism increases voter beliefs. Thus, for a politician who puts a sufficiently large weight on

receptive voters, elite criticism is beneficial. This force induces the politician to take the bad policy
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Figure 3: Impact on policy
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action and trigger criticism, without upsetting the narrative that the conspiring elite is incentivized
to send that criticism.

FEvidence. The key empirical prediction is that propaganda-spreading politicians will set policies
that invite elite criticism. It is not just that these politicians ignore expert opinion: they actively
contradict it. Since major societal issues, e.g., in the health and environmental domain, often
require government action, the prediction highlights an important cost of propaganda.

Figure 3 presents evidence on this prediction in the Covid context. The left panel shows that
across U.S. states and over time, controlling for the severity of the epidemic, Republican gover-
nors introduced indoor mask mandates 12 percentage points less often than Democratic governors.
The right panel shows that in the cross-section of states, controlling for the severity of the epi-
demic, Republican governors vaccinated themselves publicly 21 percentage points less often than

Democratic governors.?? A possible alternative explanation for these facts is pandering to voters’

22 In the left panel we use monthly data for U.S. states in 2020-21 and control for the number of Covid related
cases, hospitalizations and deaths per 100,000 inhabitants in each state-month cell. In the right panel we control for
the cumulative—up to October 2021—mnumber of Covid related hospitalizations and deaths per 100,000 inhabitants
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demand: Republican governors may avoid indoor masks mandates because these violate personal
freedoms important to their voters. Although we cannot conclusively rule out that explanation, we
find it implausible. Republican voters often prioritize the sanctity of life over personal freedom, as
demonstrated by their opposition to abortion; indoor mask mandates are actually pro-business and
thus align with that component of Republican values (Zhao, Yao, Thomadsen and Wang 2023); and
public vaccination is hardly a violation of personal freedoms. Thus, in our opinion, the most likely

explanation for Figure 3 is that Republican governors preferred not to follow the expert consensus.

5 Conclusion

In this paper we built a new model of populism in which a politician can supply an alternative
reality to discredit the criticism of the intellectual elite. The alternative reality is a conspiracy
theory in which members of the intellectual elite jointly attack the politician to advance their own
interests. This model leads to several new predictions that help explain previously unexplained
facts. We summarize the eight main predictions in Table 6. Seven of these predictions are to our
knowledge are new, while one parallels an existing prediction but features a new mechanism. As
we described in the body of the paper, six of the predictions are supported by consistent evidence,
and one by causal evidence. This also means that for most predictions we lack causal evidence.
Future work could evaluate the validity of these predictions.

Our approach of explicitly modeling a false alternative reality may be portable to other systems
of misbeliefs. One possible example, in the context of international conflict, is misbeliefs about
the intentions of an other country. Aiming to deflect criticism or initiate collective action, political
leaders may demonize the citizens of the other country, as contemporary Russian propaganda
demonizes “the West.” This threatening enemy alternative reality may be modeled using the tools
developed in this paper. Such a model may lead to predictions about the escalation of conflict,
through the logic that persuaded citizens may misinterpret defensive measures of the other country
as offensive. Exploring the implications of alternative realities for conflict and other settings is an

interesting avenue for future work.

in each state.
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Prediction New result New mechanism Evidence

Basic model

1. AR propaganda lowers democratic accountability yes yes consistent
2. Elite’s effect inverted with propaganda yes yes causal

3. AR beliefs amplified by subsequent events yes no consistent
4. Societal division causes propaganda no yes consistent

Endogenous alternative reality

5. Alternative realities feature conspiracy theories yes yes consistent
6. Credible evidence makes AR conspiratorial yes yes none
7. Propaganda creates distrust and non-adoption yes yes consistent

Government policy

8. Propaganda causes harmful policies yes yes consistent

Table 6: New predictions

Perhaps the main limitation of our approach is that the demand side of misbeliefs is underde-
veloped. Building a fuller theory of why voters adopt alternative realities, and linking the demand

side to economic and social conditions, is another interesting topic for future research.
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Appendix for Online Publication

A Definitions and proofs

A.1 Formal model of audiences

Figure 4: Media audiences
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As it is shown in Figure 4, the first a share of voter along dimension w—a = 0.3 in the figure—are

index voters by i = (j,w), thus

receptive to propaganda, while the rest are unreceptive. We index media—both elite and new—Dby

j and its audience is given by

Audience of media j = {(z,w) € [0,1]? : z = j}
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A.2 Microfoundation of principals’ objectives

In the main model we assume that the AR elite and the incumbent politician care about the average
voter belief about the politician’s type. Here we provide microfoundations for this assumption using
a probabilitic voting model, in which after stage 2 of the game an election takes place between the
incumbent and a challenger. The challenger is good with probability gS. Voter i chooses between

the incumbent and a challenger to maximize utility
Uv,i = Céc +A- 1{Incumbent} + €+, (Al)

where v € {rec,un}; 0. is the competence of the elected politician; A is an additional preference
component of the voter about the incumbent, which reflects ideological alignment; and € and n; are
mean-zero, independent, uniformly distributed common and individual preference shocks, which
have supports [—g, g] and [—h, h], constant densities g = 1/(2g) and h = 1/(2h). We assume that
h>c+X+gand g > c+ A to avoid corner outcomes.

Elite members’ preferences are given by
0€7j = Céc - A 1{Incumbent} (A2)

reflecting that their ideology is the opposite of the voters’. Thus, A > 0 corresponds to the incum-
bent being ideologically pro-voter, while A < 0 corresponds to the incumbent being ideologically
pro-elite.

The incumbent politician’s preferences are given by

U;D =E- 1{In office} — f D (AS)

where E is an ego rent and f is the cost of propaganda.
The following Lemma shows that the preferences in this microfounded model are equivalent to

those in the model in the main text, implying that the two models have the same equilibria.

Lemma 1. In this model, the expected utilities of the elite and the politician, conditional on the

politician’s type 0. and the message profile (8,p), are positive affine transformations of the utility

o1



functions introduced in the main text
Ug,j(ecaﬁa §) = (90 - K’)ﬁ(ec = 1’[37 é)

Up(967ﬁ7 <§) = ﬂ(ec = 1|ﬁ7 '§) - f 2

where kK = qﬁ—i—% is the cost of reelecting the incumbent for the elite, and f = E.J;-c s the normalized

cost of propaganda.

Proof of Lemma 1. The probability, conditional on a fixed common shock e, that voter @

votes for the incumbent is

Pr [c(qf — pro,i(0clp, 8j())) — A — € < mile] = 0.5 — h [e(qf — po,i(0c]ps 85())) — X — €]

because 7; has a uniform distribution with a density h. The incumbent wins the election if she gets

the majority of votes:
/ {0.5 = h [e(qf — pi(0c = 11D, 8())) — A — €]} di > 0.5

C(qg - la(ec = 1‘}37 §)) —A< €,

where voters’ average posterior belief of the politician’s type is given by
(0 =119,8) = [ (0 = 11p,550)di = [ [ i (6 = 115.55)duds

— [ @trae O = 1165 + (1 = @)pan 0 = 115,5)] .

In the second line we use the notation that pi . j and jiyy j is the average belief of all receptive voters
and all unreceptive voters, respectively, in the audience of elite member j. Because voters within
the audience of elite member j and voter type (receptive/unreceptive) access the same signals, their
beliefs are the same, so both of these averages are averaging a constant. Moreover, since functions
frec,j(0c = 1|-) and fiyn j(0c = 1|-) are the same for each elite member j, the integral is maximized
by the same value of 5; for all j. Thus, the optimal behavior of the AR elite is to choose the same
message s for all members, and therefore below simply denote 5; by 5.

The incumbent’s probability of winning is thus

P =Prle(q; — (0 = 1|p,3)) — A < ¢
(Ad)
=g-c-j(0.=1|p,3) + g(A—c-q;) +0.5.
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Now consider the AR elite. Her conditional expected utility is

E[Ue|fc,p, 8] = P(ch — A) + (1 — P)cqs
=g- (0 — r)i(0. = 1|p, 3)
+[9(A = egc) +0.5][c(0c — ¢¢) — Al + cqg
= Le[(6c — r)a(0c = 1]p, 3)]
where k = ¢S + % and L. is a positive affine transformation, as claimed. Note that L. depends on

the state 0., but this is not a problem because the state is exogenous from the perspective of all

actors.

Next consider the politician. Her expected utility is

E(Up’ﬁ, 3)

=

P—f.p

E
Elg-c (0. =1]p,8) + g(A —c-qc) +0.5] — f-p
E

L

g
-g-clip(0e =11p,8) — f-pl + E[g(A —c- q2) +0.5]

pli(0c = 1|p,8) — f - pl,

where L, is a positive affine transformation, as claimed.

A.3 Definition of equilibrium

We start with introducing notation. We define the politician’s type to be 6, = (0., 6,). We define
the elite’s type to be 0, = (éc,ﬁr), which differs from the politician’s type only because the elite
does not observe 6. directly, only a signal 0. on it. We define the receptive voter’s type to be
0rec = 0,, because his priors depend on #,,. Note that the types of different actors are correlated.
We denote the action of actor k in stage ¢t € {1,2} by a. We let a}, stand for the realized action
after Nature’s tremble, and a' for the realized action profile. The history at stage t is denoted by
ht = (al, ... ab).

We define strategies as probability distributions over actions at the stages where an actor gets
to move. Because the politician and the elite only move in stage 1, their strategies only depend

on their type, and are denoted by op(all)|0p) respectively o¢(al|f.). As the receptive voter moves in
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stage 2 after observing a! = (3, p), his strategy depends on a! and is denoted by o,ec(aZ.|0rec, @t).
The unreceptive also moves in stage 2 but only observes §, not p. Thus, his strategy only depends
on 3, but for ease of notation we will denote it by oy, (a2, |0un, @'). We let & denote perturbed
strategies that incorporate Nature’s trembles. We denote the prior belief of actor k of type 6 by
12(6|6%), and the posterior belief after history ht by (0], ht). We allow beliefs to depend on
types, both because the types of different actors are correlated so that the type of £ has information
about the types of —k, and because different types can have different priors.

Our equilibrium concept is a version of perfect Bayesian equilibrium that recognizes our frame-
work’s departure from common priors and full rationality. As usual, equilibrium requires that actors
best respond and form consistent beliefs. We begin with beliefs. We first note that because of the
trembles beliefs will be always well defined. Belief consistency does not impose any condition on
principals, because they move only at stage 1 where they know only their priors. Belief consistency

for the receptive voter requires that he follows Bayesian updating at the end of stage 1:

Mgec(e—recwmc) ’ &lrec(dlw—rec)
Do Hec(0peclOrec) - 0L pee(@l0 )

where 110, .(0_rcc|0rec) is the prior of the receptive voter of type 6,... about the types of the other

M%ec(e—recwrem &1) = (A5)

actors 0_,ec = (0., éc, 0,). This definition accounts for the model’s deviation from rationality that
the receptive voter’s mind type and beliefs may change in stage 1, by computing the posterior for
each mind type 0,, = N, P using the prior associated with that mind type. In particular, if the
receptive voter is reached by propaganda and becomes persuaded, (A5) computes his posterior from
the prior of the persuaded voter ul,.(.|0,, = P). Intuitively, because the persuaded voter uses Bayes
rule, he infers from the presence of propaganda about the politician’s type; but because propaganda
also influences his type, this inference is based on the prior modified by propaganda. Implicit in
this is that when the receptive voter receives messages a' = (3, p), first propaganda p changes his
mind type and prior, and then he updates from his new prior based on the information content of
a'. Finally, the unreceptive voter performs standard Bayesian updating based on observing 3.

We next formulate the best-response condition. To do so, we introduce subjective expected

utility. In the model presented in the main text only the principals derive utility, while in the

microfoundation presented above the voters also derive utility. In both cases, each actor who
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maximizes utility, at each stage where it moves, has a subjective probability distribution over final
outcomes, where the final outcome is mean voter beliefs in the model presented in the main text.
This distribution can differ from the objectively correct distribution because the persuaded voter
has an incorrect prior about 6. Actor k at stage t uses its subjective probability distribution over
outcomes to compute its subjective expected utility, denoted Uk(amt,@k,uk(ﬁwk,ﬁt)). For the
unreceptive voter who does not observe the full history, we use the same notation to represent his
expected utility conditional on only the part of history ht that he does observe. Then the best-
response property of equilibrium is that at each stage ¢ at which k has a move, for all actions oy,
available to k,

Ui (a|ht, 0, (|0, BY)) = Up((0hs 1) | A, O, e (| 0rs hY)).

Finally, we need to define what we mean by a mixed equilibrium in this model with an infinites-
imal lying cost. We say a mixed equilibrium respects the lying cost if (a) it is a mixed equilibrium;
and (b) for any £ > 0 there exists 6 > 0 such that for a lying cost x below ¢ there exists an equi-
librium in which all mixing probabilities are within € of the original equilibrium. We only consider
equilibria that respect the lying cost.

A.4 Proof of Proposition 1

Going beyond the result stated in the main text, we characterize the unique PPO equilibrium for

all values of . We start with the definitions of two equilibrium profiles.
Definition 1. A strategy profile has the simple propaganda form if

1. In the reality (R):

e The elite reports the common type truthfully,

e The politician sends propaganda if she can and she is bad.
2. In the alternative reality (AR):

e The elite always reports that the politician is bad,

e The politician sends propaganda if she can.
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Definition 2. A strategy profile has the complex propaganda form if the AR elite, when the signal
is good, randomizes between the good and the bad message, while all other principal types behave

as in the simple propaganda profile.
We now prove the following generalization of Proposition 1.

Proposition 1°. Under Assumptions 1 and 2 there exists @ < 1 such that for m > T there exists

a(m) > 0.5 such that
1. For a < a(m) the unique PPO equilibrium has the simple propaganda form.
2. For a > «a(m) the unique PPO equilibrium has the complex propaganda form.

Proof. Because the proof is long, we have broken it into several numbered steps.

1. Voter beliefs in the simple propaganda profile

We first derive voters’ posterior beliefs assuming that play follows the simple propaganda profile.
These formulas will be key for the analysis. The 1— « share of unreceptive voters have the following
posterior beliefs, irrespective of propaganda, as a function of the elite’s message:

(1 — 7T)Qc
(1 - 7T)qc + 7T(1 - QC) .

Tqc
mqe + (1 —m)(1 — qc)

Mun(ac = l‘é) =3 + (1 - ‘§) (AG)

This expression follows by straightforward Bayesian updating from the elite’s message, under the
assumption (made by these voters) that the elite’s message equals her signal and hence is correct
with probability .

Consider next the share a of receptive voters. In the absence of propaganda, their beliefs are

given by (4), which we repeat here for convenience

e
ge + (1 —m)(1 —q.)B

(1 B W)Qc
(1 - 7"')qc + 7(1 - QC)B'

(1 8)

,Urec(ec = 1’15 =0,s, Om = N) 5 (A7)

This equation is also the result of straightforward Bayesian updating. The difference relative to
(A6) is that these voters, since they are capable of observing it, learn from the fact that there is
no propaganda. This mechanism explains the terms involving 5 in the denominators, since [ is the

probability with which the bad politician is unable to send propaganda. Thus, a good message,

56



absent propaganda, can reflect a bad politician, an incorrect elite signal, and the inability to send
propaganda, captured in the denominator in the first term; and a bad message, absent propaganda,
can reflect a bad politician, a correct elite signal, and the inability to send propaganda, captured
in the denominator of the second term.

An implication is that because 8 > 0, the voter does not fully infer from the absence of propa-
ganda that the politician is good, so that the elite’s message is still informative for his updating. In
fact, (A7) implies that for 7 large (holding fixed /) beliefs are primarily determined by the elite’s
message §, so that they are near one when § = 1 and near zero when § = 0. Intuitively, even though
the absence of propaganda is informative, the elite’s message is a more informative signal.

Finally, the beliefs of the receptive voter in the presence of propaganda are given by (5), which

we repeat here for convenience

. ) R Garqc
0 =115 =1,5,0, = P) = (15 ' A
ﬂrec( c ’ m ) ( )Qar + qﬂr(l - QC) ( )

This formula too follows from Bayesian updating. Consider first a bad elite message. Since propa-
ganda changed the voter’s prior, he thinks that the politician may be good in the AR, explaining
the numerator. However, propaganda and a bad signal can also emerge in the AR if the politician is
bad, and in R if the politician is bad and the elite’s message is correct, explaining the denominator.
Consider next a good elite message. The profile of praise and propaganda is only possible in R and

proves that the politician is bad.

2. Cutoff o value

We turn to characterize the condition on « under which the simple propaganda equilibrium
exists. This will turn on whether, in the simple propaganda profile, the AR elite finds it optimal
to criticize after propaganda. Since the goal of the AR elite is to minimize voter beliefs, it follows

from the above expressions that she chooses to criticize if and only if

(1 B O{) Tqc (1 - 7T)QC > Gardc (A9)

et (-m(1-q) (-matr1-0)] "o +ar(—qo)

The left-hand side is the gain from worsening the beliefs of non-receptive voters, and is obtained

by differencing (A6) between § = 1 and § = 0. The right-hand side is the loss from improving
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the beliefs of receptive voters, and is obtained by differencing (A8) between § =1 and § = 0. It
is straightforward to check that this inequality yields a threshold a(7), such that for a < a(w)
the AR elite strictly prefers to criticize the politician. Moreover, for m approaching 1, the term
multiplying 1 — a on the left hand side approaches 1, while the term multiplying « on the right
hand side approaches ¢, < 1, implying that for 7 large enough, a(w) > 0.5. As a result, when 7 is
large, for oo < 0.5 we are always in the range corresponding to the simple propaganda equilibrium.

We now turn to show that the proposed equilibrium exists, separately in the ranges below and

above a(m).

3. Equilibrium existence for a < a(m)

We establish that the simple propaganda profile is an equilibrium using backward induction.
The R elite always reports truthfully after any history to minimize the lying cost. The AR elite,
absent propaganda, will (for 7 large) always send a bad message, because that minimizes the
posterior of both the non-receptive voter by (A6) and the receptive voter by (A7). The AR elite,
following propaganda, will send a bad message because o < a(7) means that (A9) holds. Thus, all
elite types find it optimal to follow the strategies in the proposed profile.

We next consider the politician types. Start with the good R politician. For 7 high, she expects
to be praised by the R elite, and is thus getting a payoff close to the highest possible in the game.
Since the cost of propaganda f is bounded away from zero, for 7 high she does not send propaganda.

Consider the bad R politician. She will prefer to send propaganda if and only if

Qarqc o (1 - 77)‘]0 — ). —Tqc
« [” (qar Ter(i—a) G-matr(- qcm) Sy e v e v ] IR
(A10)

The left hand side measures the expected gain from propaganda. Propaganda only has an effect on
the share of voters a who observe propaganda. For these voters, if the elite sends a bad message
(with probability ), then propaganda changes beliefs to the value given in (A8) for s = 0, from the
value given in (A7) for s = 0. This explains the first term. If the elite sends a good message (with
probability 1 — 7), then propaganda changes beliefs to the value given in (A8) for s = 1, which is

zero, from the value given in (A7) for s = 1. This explains the second term.
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Observe that the limit of the left-hand side, as m goes to one, is

o Garqc
dar + QT(l - QC)

= Qqc.

Thus, Assumption 2 implies that for 7 sufficiently large the bad R politician will prefer to send
propaganda.

Consider next the good and the bad AR politicians. They prefer to send propaganda if

dardc (1 - W)QC > f (All)

Qar + ¢rm(1 — qc) (1—=m)ge+7(1 —qc)B

This is slightly different from condition (A10), because while in the R the elite sends a bad message
only with probability «, in the AR it sends a bad message with probability 1. However, it remains
true that in the limit as 7 goes to one, the left-hand side converges to ag., so that Assumption 2

implies that the AR politicians too will prefer to send propaganda.

4. Equilibrium existence for a > a(m)

We prove that there exists an equilibrium that has the complex propaganda profile: following
propaganda, the AR elite sends a bad message after a bad signal and plays a mixed action after a
good signal, while all other players follow the simple propaganda profile. We proceed by backward
induction. As before, the R elite reports truthfully to avoid the lying cost.

Now consider the condition for the AR elite’s indifference after propaganda. Suppose that the
mixing probability of sending a good report after a good signal is r. Voters’ average belief after a

good report is given by

a) Tqe
e+ (1= 7)(1 = qe)

+(1-

a QarqcTT
QarqcTr + Qar(l - QC)(l - 7T)T + %”(1 - QC)(l - 7I')

The first term follows from Bayesian updating by a receptive voter influenced by propaganda, who
accounts for the fact that the AR elite randomizes after a good signal. This means that a good
politician can be consistent with a good report and propaganda, if reality is AR, the elite’s signal

was good, and the elite randomized to follow that signal, explaining the numerator. However, the
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profile of propaganda and a good signal can also emerge in the AR if the politician is bad, the elite’s
signal was incorrect (good), and the elite randomized to follow it; and in the R if the politician is
bad and the elite’s signal was incorrect. This explains the denominator. The second term is the
belief of the unreceptive voter and comes from (A6).

Voters’ average belief after a bad report is given by

= afirec(fe = 1[p=1,8=0,0m = P) + (1 — &) ptun(6c = 1[5 = 0)

B QarTqe(1 — 1) 4 gar (1 — ) qc
=
Qar™qe(1 = 7) + qar(1 — m)ge + qarm(1 — ) + qar (1 — ) (1 — ¢o)(1 — 7) + g7 (1 — qc)

(1 - ﬂ)Qc
T e T — a0

The first term is the update of the receptive voter after propaganda and a bad message. This profile
can be consistent with a good politician if reality is AR, and either the elite’s signal was good and
she randomized not to follow it, or was bad in which case she always follows it, explaining the
numerator. However, this profile can also arise: in the AR if the politician is bad and the elite’s
signal was correct (bad); in the AR if the politician is bad, the elite’s signal was incorrect (good)
but she randomized to send a bad message; and in R if the politician is bad and the elite’s signal
was correct. This explains the denominator. The second term is the update of the unreceptive
voter and comes from (A6).

It is tedious but straightforward to compute the partial derivatives of these beliefs with respect

to r, and to sign them for r € [0, 1]:

8/;(96 = 1| 1,5 = 1) _ 71'(1 - W)qC(l - QC)QaTQT >0

p=
ar [QaTQCT"T"i_Q(M’(l _QC)(l —77)7“+qr(1 —qc)(l —7T)]2

B QaTQC(l - QC)[WZQT + Qar(277 - 1)] <0.

[Qarﬂ-(k(l - T) + Qar(l - 7"-)(]c + Qarﬂ'(l - QC) + Qar(l - 71—)(1 - QC)(l - 7") + QTW(l - QC)P

Thus, for r € [0, 1] the mean belief after praise is strictly increasing, while the mean belief after
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criticism is strictly decreasing in .23 Direct substitution implies that for 7 = 0 the former mean

belief is smaller than or equal than the latter mean belief if and only if

Gardc > ( . ) Tqc (1 - 7T)Qc

Yo + (1 —q0) et (1-m(1—q) (1—m)ge+m(1—q0)

which is the opposite of (7), implying that it holds since we assume a > @(7). For r = 1 the former

mean belief is larger than the latter mean belief if and only if

GarqcT™ qeT
R e [ S [ R P s PR [y
S Qar(ZC(l - 77)
anq0(1 - 77) + Qar(l - QC)W + (1 - Qar)(l - QC)W
+ (11—« 41— )

qe(1—7) + (1 —go)m
To evaluate this inequality, note that (i) the left-hand side is increasing in 7 and (ii) we obtain the
right-hand side from the left-hand side by replacing m with 1 — 7. Thus, the inequality follows from
m > 1 — 7 which holds since m > 0.5. It follows that there is a unique mixing probability r that
makes the AR elite indifferent after propaganda between praise and criticism. This establishes the
optimality of the AR elite’s behavior.

To establish optimality for the politician, we first need to characterize r for m approaching one.

To do this, consider the indifference condition

aﬂrec(eczup: 17'§:1a‘9m: )+(1_a)uun(0021“§: )

Combining this condition with the fact that pyec(0. = 1|p = 1,8 = 0,0,,

P) <1 allows us to

derive the inequality

QarqcTT
Qarqcmr + Qar(l - QC)(l - W)T + (1 - Q(u‘)(l - QC)(l - 71-)
11—« ( gqcT qC(l B 7T) )

a gem+ (1 —gqe)(1 —m) B @Gl —7m)+ (1 —qo)m

<1-

23 In fact, these expressions also show that as m approaches 1, the first partial derivative approaches zero, while
the second remains bounded away from zero, which is a property we will use later.
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which can be further rewritten as

ar(1 — gc)(1 —m)r + ¢, (1 — gc)(1 — m)
QarqcTT + Qar(l - QC)(l - W)T + (1 - Qar‘)(l - QC)(l - 71—)

>1—a< ger 3 qe(1 — ) >
T« gr+(1—g)(1—m) q(l—m)4+(1—gq)7m
and, increasing the left-hand-side, as
(1-4q.)(1—m) S 1—« ( qem B qe(1 — ) )
GarQeTT T« gr+(1—g)(1—=7) q(1—7)+(1—gq)7m

This implies

GardcT -« .

Z(l_qC)(l_W) « <q677+(1_QC)(1_7r) Ge(l = 7) + (1 —qo)m

1 g qc(1 —m) ) '
r
This expression implies that, uniformly in o > @(7), as m goes to one r goes to zero.
With this result in hand, we can establish the optimality of the politician’s proposed behavior
for 7 large. Consider the limit, as m approaches one, of the mean voter belief after a bad report

and propaganda. Given that r goes to zero uniformly in «, the limit, uniformly in o > @(7), is

o Garqc — of
Qar+QT(1 _CIC) ¢

It follows that under Assumption 2, for 7 sufficiently large (independently of o > a(w)) the R
politician and both AR politicians will find it optimal to send propaganda. And the good R politi-
cian still prefers not to, because absent propaganda her payoff approaches the possible maximum
(as 7 goes to one), while with propaganda she pays a non-negligible cost f. We conclude that the
mixed equilibrium exists for 7 sufficiently high and o > a(m).

We conclude this existence proof by showing that this mixed equilibrium respects the lying cost.
For any small lying cost x, the indifference condition is distorted by a small additive constant. The
argument for the mean beliefs after praise and propaganda are strictly increasing and decreasing,
respectively, continues to be valid. Thus, it remains true that for any a > a(w), for a lying cost
small enough there exists a mixing probability that ensures indifference. Moreover, as the lying
cost approaches zero, the implied mixing probability approaches that corresponding to a zero lying

cost. This follows from the observation made in footnote 23 that the slope in r of the belief after
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criticism remains bounded away from zero (while that after praise approaches zero), which implies
that a small wedge between the two beliefs can be compensated for by a small change in r. It
follows that for any given 7, when the lying cost is sufficiently small, the payoffs of all parties are
going to be close to those in the original equilibrium. Now in the original equilibrium the AR elite
after a good signal is indifferent and mixes, the AR elite after a bad signal is indifferent but sends
a bad message, and all other parties strictly prefer their equilibrium action. In the new profile of
the game with lying cost the AR elite after a good signal is indifferent by construction; therefore
the AR elite after a bad signal—given the lying cost—strictly prefers to send a bad message and
does so, generating the same action as in the original game. By continuity all other parties have a
strict preference to take their prescribed action. Thus this new profile is indeed close to the original

profile and is an equilibrium of the game with a small lying cost.

5. Equilibrium selection for a < &(m)

We use the politician pure refinement, that is, we only consider equilibria in which all politician
types play pure strategies. Our goal is to identify the politician pure equilibrium which is optimal
for the R politician. Our proof strategy is to check for all possible pure strategy profiles of all
politician types. We go through the politician types one-by-one.

[Good R politician.] In any equilibrium, for 7 sufficiently high, the good R politician never
sends propaganda. This is because with a high 7 probability her good type is revealed, in which
case her utility is maximized, and propaganda has cost f bounded away from zero.

[Bad R politician.] Any equilibrium in which the bad R politician does not send propaganda,
or is indifferent to not sending propaganda, is dominated by our preferred equilibrium. This is
because payoffs absent propaganda would be the same for the bad R politician in all equilibria;
and in our preferred equilibrium the bad R politician strictly prefers to send propaganda, implying
that she earns a higher payoff from doing so. Thus, it suffices to consider equilibria in which the R
politician strictly prefers to send propaganda if she is bad.

[Good AR politician.] Suppose that the good AR politician does not send propaganda. This
means that propaganda reveals that the politician is bad. Hence, propaganda cannot be worthwhile

for the bad R politician, a contradiction. Thus, the good AR politician must send propaganda.

63



[Bad AR politician.] This is the last step in the proof, but it is a complicated step. It will be
useful to start this step by considering the behavior of the AR elite. It is immediate that after
no propaganda, the AR elite always sends a bad message. After propaganda, we need to consider

what the AR elite does as a function of the signal she receives.

e Propaganda and a good signal. Then, the AR elite must send a bad message with positive
probability. Otherwise, a bad message after propaganda will prove that the elite received a
bad signal (both in the R and the AR), implying that (for = high) the bad R politician will

not want to send propaganda.

e Propaganda and a bad signal. Then, the AR elite must send a bad message with probability
one. This follows because of the infinitesimal lying cost: since she weakly prefers a bad
message after a good signal, when it is a lie, she must strictly prefer it after a bad signal,

when it is not a lie.

It follows that the AR elite always sends a bad message after a bad signal, but has two quali-
tatively different strategies after a good signal: she either randomizes or sends a good message.

We now return to the strategy of the bad AR politician. We have four subcases: whether the
bad AR politician does not or does send propaganda, and whether the AR elite after a good signal
randomizes or always sends a bad message.

Subcase (1i): The bad AR politician does not send propaganda, and conditional on propaganda,
after both signal realizations (good or bad) the AR elite criticizes. Since in this profile the bad
AR politician is always criticized, she has even stronger incentives than the bad R politician to
send propaganda. Indeed, the latter can sometimes get a good message, which reduces the payoff
of propaganda and increases the payoff of no propaganda. Since the bad R politician prefers
propaganda, so should the bad AR politician, a contradiction.

Subcase (1ii): The bad AR politician does not send propaganda, and conditional on propa-
ganda, the AR elite mixes after a good signal and sends a bad message after a bad signal. In this
subcase, ignoring the infinitesimal lying cost, the AR elite must be indifferent between the two

messages, implying that the voters’ mean beliefs after propaganda and a good message must be the
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same as after propaganda and a bad message. But then any politician type has the same payoff
from propaganda: they may face a different distribution of elite messages, but mean beliefs after
propaganda and any elite message at the same. Moreover, not sending propaganda is worse for the
bad AR politician than for the bad R politician, since the latter sometimes gets a good message.
Thus, propaganda should generate a strictly higher payoff gain for the bad AR politician than for
the bad R politician, and since the latter prefers it, so should the former. This is a contradiction.

Subcase (2i): Both the good and the bad AR politician sends propaganda, and conditional
on propaganda, after both signal realizations (good or bad) the AR elite criticizes. This is the
structure of our preferred equilibrium, and the existence proof shows that given a < «(m) this is
an equilibrium.

Subcase (2ii): Both the good and the bad AR politician sends propaganda, and conditional on
propaganda, the AR elite mixes after a good signal and sends a bad message after a bad signal. In
this candidate equilibrium, relative to our preferred equilibrium, propaganda and a bad message
are worse while propaganda and a good message are better for the politician. Indeed, in this
candidate equilibrium propaganda and a bad message are stronger evidence that the politician is
bad (because they arise with a lower probability when the AR politician is good) while propaganda
and a good message are weaker evidence that the politician is bad (because they arise with a higher
probability when the AR politician is good). Since o < «(m) ensures that the AR elite prefers
to criticize in our preferred equilibrium, it follows that she will strictly prefer to criticize in this

candidate equilibrium, a contradiction.

6. Equilibrium selection for o > a(m)

Since in the proof for a < «(m) we used that o < «a(7) only in subcases (2i) and (2ii), the
previous steps continue to hold. It follows that in any equilibrium meeting our selection criteria,
both the good and the bad AR politicians send propaganda, the elite after a bad signal sends a bad
message, and the elite after a good signal either mixes or sends a bad message. Since a > «a(m),
the elite after a good signal cannot be sending a bad message. Thus, she must be mixing. The

existence proof characterizes the unique mixing probability that makes this profile an equilibrium.
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A.5 Proofs of Corollaries

Proof of Corollary 1. Under Assumptions 1 and 2, Proposition 1’ implies that for = > 7 the

bad R politician strictly prefers to send propaganda, which implies that
E[p(0. = 1|p = 1,5)|0. = 0] — E[a(6. = 1|p = 0, 5)0. = 0] > f
and hence that the left-hand-side is positive.

Proof of Corollary 2. Under Assumptions 1 and 2, Proposition 1’ implies that depending
on the value of a the unique PPO equilibrium takes either the simple or the complex propaganda
form. In the simple propaganda equilibrium, after a history of propaganda, the beliefs of the
receptive voter are given by equation (5), which immediately implies that a bad message improves
the perception of the politician among receptive voters. In the complex propaganda equilibrium,
the AR elite, after observing a good signal, is indifferent between reporting good and reporting
bad. Since sending a bad message (relative to a good message) harms the politician’s perceived
competence among non-receptive voters, to make the elite indifferent, that bad message must

improve the politician’s perceived competence among receptive voters.

Proof of Corollary 3. Under Assumptions 1 and 2, by Proposition 1’, the unique PPO
equilibrium takes either the simple or the complex propaganda form. In either equilibrium, the
receptive voter’s posterior about the AR, after updating from propaganda, but before updating
from the elite’s message, is

pree(ARID = 1,6m = P) = 127
This follows because the receptive voter has a new prior g, and from this prior and the observation
of propaganda, he infers that the state (6,,0.) is either (R,bad), or (AR, bad), or (AR, good). The
unconditional joint probability of the AR states is qq,, but the total probability of these three states
is just 1 — ¢rq.. Observe that this expression is larger than ¢,;.

Now consider the voter’s posterior after observing the elite’s message as well. In a normal

Bayesian setting, the expected value of that posterior would equal the belief we just computed.
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That is not the case here, because the voter misunderstands the distribution of the elite’s signals.
Nevertheless, for m approaching one the expected posterior will equal the above expression. This is
because for 7 approaching one, the voter expects that message to be almost always negative (since
even in the complex propaganda equilibrium r approaches zero) and hence his posterior after a
bad message will be close to his posterior after propaganda. Moreover, it is also the case in the
objective reality that the elite’s message is almost always negative, implying that the objective

expected posterior of the receptive voter will also be close to his post-propaganda posterior.

Proof of Corollary 4. The proof is organized in numbered steps.

1. Voter beliefs in the no propaganda profile

We say that a strategy profile has the no propaganda form if no politician type sends propaganda
and all elite types report truthfully. We start by computing voter beliefs in this profile. First
consider the history of no propaganda. Since no politician type sends propaganda in the equilibrium
profile, then neither the attentive nor the inattentive voters update form the absence of propaganda.
Therefore, both voters have the same posterior as the inattentive voter in Proposition 1 given by
equation (A6). Next, consider the off-equilibrium history of propaganda. The attentive voter
attributes propaganda to a tremble, and since he knows that all elite types are trustworthy he

forms the same beliefs as the inattentive voter in equation (A6).

2. Equilibrium existence

We establish that the no propaganda profile is an equilibrium using backward induction. The R
elite reports truthfully after any history to minimize lying cost. The AR elite will report truthfully
after any history too. This is because in the proposed equilibrium voters form beliefs according to
equation (A6), increases in § for large m, and the AR elite wants to maximize the average voter’s
posterior after a good signal and minimize it after a bad signal. In stage 1, no politician types
chooses to send propaganda, since propaganda is costly but does not change any voter’s posterior

beliefs about the politician’s type.

3. Equilibrium selection

Here we prove that the no propaganda equilibrium is the unique PPO equilibrium. The good
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R politician does not send propaganda in any equilibrium, since propaganda is costly and, as =
approaches one, her good type is almost completely revealed by the elite message.

The good AR politician does not send propaganda either. To see why, suppose she does, and
consider a history without propaganda in the AR. Since there was no propaganda, the voter remains
normal and follows the elite’s signal.2* Given this, the AR elite, who prefers to keep the good AR
politician, will send a good message after a good signal. Thus, the AR politician will get a payoff
near her first best for 7 close to one. As a result, she does not engage in costly propaganda.

Finally, since no good politician type uses propaganda, no bad type uses it either to avoid

revealing their type.

Proof of Corollary 5. We focus on the a@ < 0.5 case in which we have the simple propaganda
equilibrium. Begin with claim 1. In this equilibrium, the persuaded voter’s posterior after observing
propaganda and criticism is

dar

AR|p=1,5=1,0,, = P) = .
HT@C( |p " ) dar + QTTI—(l - QC)

This follows because in the AR the voter expects propaganda and criticism explaining the numer-
ator; and in addition in the R he expects it if the politician is bad and the elite’s signal is correct,
explaining the denominator. This expression is clearly increasing in g..

Now consider claim 2. The difference between the unreceptive voter’s beliefs with versus without
propaganda is zero. To express the difference between the receptive voter’s beliefs with versus
without propaganda, note that his expected belief, absent propaganda, when the politician is bad,

is

(1 B 7-‘-)qc ( . 7_[_) Tqc
(1 _W)QC+7T(1 _QC) 7qu+(1 —7[')(1 _QC)'

The receptive voter’s expected belief, with propaganda, when the politician is bad, is

Eluy,(0.=1p=0,0, = N)|.=0] ==

dardc
Qar + %‘7{'(1 - QC)

Elpy,(0.=1p=1,0,, = P)|6.=0] ==

24 We can compute the receptive voter’s belief explicitly. Denoting by y whether in the candidate profile the bad
R politician sends propaganda, it has the following form, which is increasing in § for 7 large

Tqc ( _ §) (1 - ﬂ-)qc

recec: p = 7A,€m:N =35 .
pree lp=0.3 ) Sﬂqc+(1—ﬂ)(1—qc)(1—y+y/@)+1 (1—m)ge+m(1—qe)(1 —y+yp)
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It is straightforward to verify that for 7 large enough the difference is increasing in ¢.. For a more
direct argument, note that for m converging to 1 the difference converges to ¢. = ¢. - Gar, which is
strictly increasing in g. because both terms are increasing in g.. Since all of the functions here are
complex analytic, convergence of the function implies convergence of the derivative, implying that

for 7 large the difference is increasing in g.

A.6 Microfundation of demand for alternative reality

Model setup. We present a simple model in which the receptive voter’s propaganda-induced prior
misbelief is endogenized. This model extends the probabilistic voting model presented in Appendix
A.2. We assume that the receptive voter can only entertain the alternative reality proposed to him
by the politician through propaganda, but—in the spirit of the idea of motivated beliefs—he can
decide whether and to what extent to believe in it. More specifically, we assume that the receptive
voter after observing propaganda, in stage 1, chooses how much prior belief ¢, € [0,1] to put on

the AR presented by the politician. Receptive voter i’s objective function at this stage is
‘/;‘ec,i — Eqar [Urec,ikﬁ = 1] - E[C(,UJTec,i(AR‘ﬁa ‘§a Qar))m = 1] (A]-Q)

We use the notation that Eqar[.] computes the receptive voter’s subjective expectation given his
choice of prior belief g4,. while E[.] computes the objectively correct expectation. The first term
is the receptive voter’s subjective expectation of his utility defined by equation (Al). The second
term represents the cost of holding incorrect posterior beliefs about the nature of reality in terms
of subsequent outcomes. As common in the literature on motivated beliefs, this term is computed
using the objectively correct expectations (Brunnermeier and Parker 2005). We condition on p = 1
in both terms because we assume that the receptive voter chooses beliefs only when he receives
propaganda, so that the expectations are taken over the realization of §. As in Levy (2014), the
cost is modeled in a reduced-form fashion; here it is a function of the voter’s subjective posterior
belief in the AR, pireci(AR|P, 5, ¢ar), which depends on the voter’s choice of prior ¢,,. Assuming
that the cost is a function of beliefs in the AR reflects that the cost is the result of taking bad
personal decisions, such as not taking up vaccinations. The cost does not depend on beliefs about

the politician’s quality: voter 7 understands that being infinitesimal he does not have an impact
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on the election outcome. This formulation is similar to Brunnermeier and Parker (2005) in that
voters choose their optimal beliefs balancing between the benefit of optimism and the cost of worse
decision making, but differs in that—for simplicity—we do not model the latter explicitly. We
assume that C’(+) is convex, C’(0) = 0, and lim, 1 C'(z) = oc.

Analysis. We assume that the conditions stated in Proposition 1 hold, and we will study the
equilibrium identified in that Proposition when g, is endogenously chosen. We leave the question
of whether other equilibria emerge for future work. Thus, in the derivations that follow we assume
that strategies are as specified in our preferred equilibrium, and we will later confirm that those
strategies continue to constitute an equilibrium.

Substituting in from (A1), the receptive voter’s utility can be written as
Urec,i = P(§,]§) tC :U’Tec,i(ec = 1‘]37 ‘§a Qar) + (1 - P(§,f)))c : qg + P(é,ﬁ) A (Alg)

Here P(8,p) is the probability that the incumbent wins the election, defined by equation (A4),
except that here we made explicit its dependence on p and §. Note that P(8,p) is exogenous
from the individual voter’s perspective, because it is determined by other voters’ beliefs about
the AR. Since ¢S denotes the probability that the challenger is good, the first two terms measure
the subjective expected value of the politician being good. The last term measures the subjective
expected value of the politician being ideologically pro-voter.

We now turn to compute the subjective expected utility of voter ¢, that is, the subjective
expected value of (A13). This requires some preliminaries. First, we note that although the
maximization problem of voter i is with respect to ¢4, we will find it convenient to treat it as a
maximization problem with respect t0 §ar = qar/(qar + ¢-7(1 — q.)) which is the receptive voter’s
posterior belief in the AR after propaganda and criticism. This is an equivalent reformulation
because ¢, is a strictly monotone transformation of ¢,-. A consequence of this approach is that
we will express terms of interest as functions of G,

Second, because the last two terms in (A13) will not contribute to the economics of the results,

we introduce the notation
(1—-P(5,1))c-qgc+ P(5,1) - A= k(3).
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Third, to compute the subjective expected value of (A13), note that m + g.r(1 — 7) is voter
1’s subjective probability of observing elite criticism conditional on propaganda. We introduce the

notation
T+ Qar (1 — )
T

P(qar) =

so that the subjective probability of observing criticism is mp(qqr). We note for future reference
that (i) with a slight abuse of notation we will often treat p as a function of §,,, which is valid
since qqr is a strictly monotonic transformation of §,,; (ii) as m converges to one, p(Gs) converges
to one uniformly in §qp; (iii) p(Gar) is a ratio of polynomials in g, and hence is (more precisely,
can be extended into) a complex analytic function of g4, which implies that as m goes to one, all
derivatives of p with respect to ¢, converge to zero uniformly.

With these preliminaries, we can write the subjective expected value of (A13) as

EgoUrecilp = 1] = 7p(dar) - P(0,1) - ¢ dar - g + 7p(dar) - [£(0) = K(1)] + k(1) (A14)
Substituting back into the receptive voter’s objective (A12) and noting that the cost is a function

of the posterior AR belief g, yields

Vrec,i = Wp(dar) : P((), 1) “C qar e + Wp(QaT) : [k(O) - k(l)] + k(l) - WC(QQT)-
We maximize this with respect to g, by taking the first order condition, which yields
P(0,1)ege - p(dar) + p'(dGar) - [P(0,1)cgeqar + £(0) = k(1)] = C'(qar)- (A15)

This condition characterizes the equilibrium §,.. There are two important points to note. First,
as mentioned above, when 7 approaches one p converges to one and p’ converges to zero, so
that the first order condition converges to the much simpler form P(0,1)cq. = C'({qr). With that
“approximate first-order condition” all the remaining analysis would follow easily. Much of the work
below is showing that the results also obtain just before the limit. The second point to note is that
the P(0, 1) on the left-hand-side also depends on §,, in equilibrium (even if it was exogenous to voter
i), because we know from equation (A4) that P(0,1) is an increasing linear function of receptive

voters’ average posterior about the politician’s type, that is pirec(fe = 1|15 =0, = 1) = Garqe-
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We now analyze this first-order condition, first under the (false) assumption that p = 1 (which
implies p’ = 0), and then properly. If p = 1 were true, then we could directly trace the two sides
of the approximate first-order-condition P(0,1)cqg. = C’(Gar) as a function of . For §u = 0,
the left-hand-side is positive given the definition of P(0,1), while the right-hand-size is zero by
assumption. As g, increases, the left-hand-side traces out an increasing linear function, while the
right-hand-side an increasing convex function which asymptotes to infinity. Thus, there is a unique
point of equilibrium.

Relaxing the false assumption, but taking 7 large so that the deviations from the approximate
first-order condition are small, it is still the case that the left-hand-side starts from a positive value
while the right-hand-side starts from zero. Moreover, given the properties of p highlighted above,
the left-hand side remains arbitrarily close to a increasing linear function, and its derivative remains
arbitrarily close to the positive constant slope of that function. The right-hand-side is still a smooth
convex function, thus there is at least one point of intersection. Since the intersection requires that
the right-hand-side “catches up” to the left-hand-side, in its neighborhood the slope of the right-
hand-side must be strictly higher than the constant slope of P(0,1)cq.. Thus, for 7 sufficiently
large, the slope of the right-hand-side will be strictly higher than the slope of the left-hand-side
(which is arbitrarily close to the aforementioned constant). It follows that there cannot be a second
intersection. We conclude that for 7 large there is a unique ¢,.. Moreover, the arguments also
imply that as 7w converges to 1, that ¢, converges to the solution of the approximate first-order
condition P(0,1)cq. = C'(qar)-

Assumption 3. Assumption 2 holds with the unique solution ¢, of P(0,1)cqg. = C'(Gar)-
Proposition 4. Suppose that Assumptions 1 and 3 hold and o < 0.5. For 7 sufficiently large,
the equilibrium of Proposition 1 remains an equilibrium with a unique endogenously chosen qq.

Moreover, qqr is increasing in the voter’s preference for an incumbent government \ and in the

voter’s prior probability of a good politician q..

Proof of Proposition 4. Consider the proposed equilibrium profile. In that profile, for =
large, the unique optimal ¢, will satisfy Assumption 2. As a result, Proposition 1 shows that the

profile is an equilibrium.
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To establish the comparative statics, we need two preliminary steps. First, (A4) implies that the

probability the incumbent politician remains in power, conditional on propaganda and criticism, is

(1 — 7T)Qc

P0,1)=q-c- a(jarqc—l—(l—oz)(l_ﬂ)q +7r(1—q)
C C

+g(A—c-q5)+0.5,

where §urq. is the receptive and (1 —m)q./[(1—7)g.+7(1—¢.)] is the non-receptive voter’s posterior

belief. Second, if we rearrange equation (A15) and define
F = p(Gar) - P(0,1)cqe + pl(cjar) [P0, 1)cqedar + k(0) — k(1)] — Cl(dar)

then

aaq{:n = P/(Cjar) ’ P(07 1)6(1 + qc) + p,/(qAar) : [P(Ov 1)CquAm, + I{Z(O) - k(l)] - C”(qa'r)v

and because when 7 approaches one both p/(gar) and p”(Gsr) converge uniformly to zero, while
C"(Gar) is by definition positive, we have that for = large 9F /0Ga, < 0.

Given these preliminaries, we can apply the Implicit Function Theorem to obtain

04ar  OF/ON  pldar) 0 - cge + 0 (Gar) - Z[P(0,1) - cqedar + k(0) — k(1))

ON  OF/0Ga, —0F/9qar

L OPOD) »
unif. ~gx c _ §-Cq4c

T—1 C”((jar) B Cw((jar)

which implies that for 7 large enough g, is increasing in A. And then g¢,, is also increasing in A

>0

because ¢, is an increasing transformation of G,

The intuition for the result is that A increases the probability P(0, 1) that the incumbent remains
in power. Intuitively, the voter, who enjoys being optimistic, want to protect his positive belief
about the politician who is likely to win the election.

The second comparative static also follows from the implicit function theorem:

Oar 0F/q,  P(dar) o [P(0,1)cge] + p' (dar) 5o [P(0, 1)cgedar + K(0) — k(1))

0q. B _aF/aqgr B —GF/&}M
wit, 3z PO Vea] _ clg-c- agorqe+ POD] _
71 C"(Gar) C"(Gar)

which proves the result. The intuition here operates through two channels. First, ¢. directly

increases the benefit of believing in the alternative reality, since the AR allows the voter to maintain
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the pleasurable prior belief g. that the politician is good. Second, ¢. increases the incumbent’s
probability of reelection; and the voter prefer to maintain a favorable opinion about the likely

winner of the election.

A.7 Proof of Proposition 2

Denote the lying cost AR by AR1 and the conspiracy AR by AR2.
Case 1: x¢ < (1 —2a)/N.

Behavior in any equilibrium. We begin by characterizing the behavior of some actors in any
large-m equilibrium. Since the R elite’s reputation costs are prohibitively large, the R elite is truthful
in any profile. Given this, for 7 large enough, the good R politician does not send propaganda.

Fix an equilibrium and consider a member j of the AR1 elite after some history of propaganda
p. The impact on [i of reporting good rather than bad after a good signal is

(1-a)
N

N N o A A
’ [/Lun,i(j) (Sj = 1) — Hun,i(j) (Sj = 0)] + N : [:U'rec,i(j) (pa S5 = 1) = Hun,i(5) (p7 §j = O)]

In the limit as m approaches one the elite signal becomes perfectly informative and the first term
approaches (1 — a)/N. The second term, since beliefs are always between zero and one, is always

bounded from below by —a/N. Thus, as long as

11—« «

N N X

holds, for 7 large enough elite member j—who cares about reducing fi but has a cost x; from
lying—will report bad after a good signal. Since we are in Case 1, this condition holds. Thus, the
ARL1 elite always criticizes after a good signal. Since after a bad signal the gain from criticism is
the same and the cost of criticism (relative to praise) becomes —x ¢, the ARI elite always criticizes
after a bad signal as well.

Consider the AR2 elite. Since N > 1, we have 1 — 2a > ), and an analogous argument shows
that the AR2 elite (as 7 approaches 1), when reporting bad rather than good after a good signal,
gains 1 — o from unreceptive voters but loses at most « from receptive voters. Thus, the AR2 elite

always criticizes after a good signal; and then it always criticizes after a bad signal as well.
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Existence of candidate equilibrium. We now show that the following strategy profile is an
equilibrium: the R elite is truthful; the good R politician does not send any propaganda; the bad
R politician sends AR1; both AR politicians send AR1; and the elite in both ARs always criticizes.
We have already established that the R elite is truthful, that the good R politician does not send
propaganda, and that the elite in both ARs criticizes. It remains to characterize the behavior of
the bad R politician and the AR politicians.

To do this, note that in the proposed equilibrium the belief of the voter who observed no
propaganda continues to be given by (A7), while the belief of the voter who observed AR1 is

A A ~ qarqc
(08,0 =AR1)=(1—-35 Al6
. ( | b ) ( )Qar+QT(1_QC)7T ( )

This expression is derived analogously to our basic model. Propaganda and praise (§ = 1) conclu-
sively prove that the politician is bad. For propaganda and criticism, the numerator reflects that
in the AR a good politician always sends propaganda and gets criticism, while the denominator
reflects that propaganda and criticism can also arise in the R if the politician is bad.

The belief of the voter who observed AR2 is

qcT ( _ 3 Qarqc + %‘(1 - W)QC

(00159 = ARD) = 3 + .
M( ’ P ) QC7T+(1_QC)(1_7T) Q(zr"i_QT[(l_ﬂ')QC"i_(l_QC)ﬂ']

(A17)

The first term represents beliefs after observing AR2 propaganda and praise by the elite. This term
is no longer zero because the outcome is attributed to a tremble. More precisely, propaganda shifts
the prior to put a positive weight on AR2, but, because AR2-propaganda is not observed on the
equilibrium path, it is attributed to a tremble and does not generate updating. Since praise never
occurs in AR2, given praise the voter updates that reality is R, thinks that the AR2 propaganda
was a tremble, and forms beliefs based on the signal only. The second term represents beliefs after
observing AR2 propaganda and criticism from the elite. As in the first term, the voter puts a
positive weight on the AR2, but since AR2 propaganda never happens on the equilibrium path, it
is attributed to a tremble and does not generate updating. Therefore, the numerator reflects that
in the AR2 a ¢, share of politicians are good and in the R a good politician is only criticized if the
elite receives a bad signal (which happens with probability 1 — 7). The denominator reflects that

the elite always sends a bad message in AR2, while in reality she criticizes the incumbent if the
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politician is good but she received an incorrect signal or if the politician is bad and she received a
correct signal.

Similarly to the basic model, (A16) implies that on the proposed equilibrium path, as 7 con-
verges to one, the R politician’s return to successful AR1 propaganda is governed by ¢.. Hence, by
Assumption 2, for the bad R politician AR1 propaganda is better than no propaganda. Moreover,
ARI1 propaganda is better than AR2 propaganda because in the limit as m goes to one, (A16) and
(A17) imply that the return to AR1 is the same as that to AR2, but AR1 has a lower cost. The same
logic implies that the AR politicians—in both AR1 and AR2—choose to send AR1 propaganda.
This confirms that the proposed profile is an equilibrium.

Equilibrium selection. We show that for m large the proposed equilibrium is the unique PPO
equilibrium. Recall that PPO implies that the politician uses pure strategies. We already char-
acterized the behavior in any equilibrium of the R and AR elites and the good R politician. Our
preferred equilibrium is better than any equilibrium in which the bad R politician refrains from
propaganda, because here she strictly prefers to send AR1 propaganda and thus doing so improves
her payoff. Thus, in any PPO equilibrium, the bad R politician must send either AR1 or AR2
propaganda. We consider these cases in turn.

[Bad R politician sends AR1 propaganda.] Then the AR1 politician must also send AR1 propa-
ganda, because otherwise observing AR1 would lead the persuaded voter, who now has a positive
prior on R and AR1 (but not on AR2) to conclude that reality is R, which cannot be profitable for
the bad R politician. This already shows that the equilibrium path is the same as in our preferred
equilibrium. We now show that for 7 large enough the equilibrium is also the same. It is not
optimal for the AR2 politician to send no propaganda, since the R politician, who gets criticized
less often, sends propaganda. Suppose that the AR2 politician sends AR2 propaganda. Then the
persuaded voter’s beliefs after AR2 propaganda are that reality is AR2 and the politician is good
with probability ¢.. Deviating to AR1 propaganda would instead generate beliefs that are identical
to those that emerge after the AR1 politician sends AR1 propaganda, as given by (A16). Thus,
except for the knife-edge case of indifference, which can only happen for one value of 7 < 1 given

the strict monotonicity of (A16) in , if the AR2 politician prefers to send AR2 propaganda, then so
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does the AR1 politician, a contradiction. It follows that for 7 large enough in any PPO equilibrium
the AR2 politician sends AR1 propaganda. This is our preferred equilibrium.

[Bad R politician sends AR2 propaganda.] Then the AR2 politician must also send AR2 pro-
paganda. Consider the AR1 politician. No propaganda cannot be optimal for her, since the R
politician, who gets criticized less often, sends AR2 propaganda. If she sends AR1 propaganda, the
voter will conclude that reality is AR1 and she is good with probability g.. This is better than AR2
propaganda, which is more expensive and leads to worse beliefs, so she sends AR1. Given this, the

AR2 politician also prefers to send AR1, a contradiction.

Case 2: 1/N < xr < (1 —20a).

Behavior in any equilibrium. We begin by characterizing the behavior of some actors in any
equilibrium. As in Case 1, the assumption that yj is prohibitively large implies that the R elite is
truthful. Therefore, for 7 large the good R politician does not send propaganda. For m large the
ARLI elite is also truthful. This is because, in the limit as 7 goes to one, the maximal gain from
changing the perception of her audience is 1/N, which, since we are in Case 2, is smaller than her
lying cost of x y. However, for 7 large the AR2 elite always sends a bad message after a good signal,
because doing so generates a gain of 1 — « in the limit from unreceptive voters, and a loss of at
most « from persuaded voters, and in Case 2 we have that 1 — 2a > x .

Existence of candidate equilibrium. We now show that the following strategy profile is an
equilibrium. The R and the ARI1 elite are truthful; the AR2 elite always criticizes; the good R
politician does not send any propaganda; the bad R politician sends AR2; both AR politicians send
AR2. Given the results above, we only need to verify the optimality of the behavior of the bad R
and the AR politicians.

Observe that no politician sends AR1 propaganda. This follows from the fact that the AR1
elite is truthful, which implies that AR1 propaganda has no effect on the voter’s interpretation of
the elite’s message, while having a positive cost. However, sending AR2 propaganda is optimal for
the bad R politician, for the same reason that propaganda is optimal in the basic model. Indeed,
since AR1 is off the table, the setup is identical to that of the basic model, and by Assumption

2, for 7 sufficiently high the benefit of propaganda exceeds the cost. The same logic implies that
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sending AR2 propaganda is optimal for the AR1 and the AR2 politician.

FEquilibrium selection. In any equilibrium weakly better for the bad R politician that the one
proposed here, she has to send AR2 propaganda. This is because the proposed equilibrium yields a
higher payoff than that of not sending propaganda, and sending AR1 propaganda—as established
in the previous paragraph—is not useful given that the ARI1 elite is truthful. Since the bad R
politician is sending AR2, the AR2 politician must also be sending AR2, otherwise the voter learns
from observing AR2 (and having a positive prior on R and AR2) that reality must be R. Finally,
the AR1 politician must also prefer to send AR2 propaganda, since doing so is more attractive
than sending no propaganda, and sending AR1, as established above, is even worse than sending

no propaganda.

Case 3: 1 < ;.

We prove that in the unique equilibrium the elites in all realities are always truthful and the
politicians never send propaganda. As before, the R elite is truthful. The assumption that 1 < x
implies that the gain to any AR elite from fully influencing the entire electorate is smaller than
the fabrication cost. It follows that telling the truth is optimal for them as well. Since neither

propaganda changes the interpretation of the elite’s message, no politician chooses propaganda.

A.8 Proof of Proposition 3

Key to the proof is that for 7 large, both when e = 0 and when e = 1, the elite’s signal is almost
perfectly informative. As a result, the large-m arguments used in the proof of the main result also
apply here.

Behavior in any equilibrium. We begin by characterizing the behavior of some actors in any
large-m equilibrium. Begin with the elite. As in the basic model, since its members have no impact
on the outcome, the R elite is always truthful. Consider the AR elite. In the absence of propaganda
they always send a bad message. In the presence of propaganda, the gain from sending a bad rather
than a good message, as m approaches one, approaches 1 — «, because the 1 — « share of unreceptive
types believe (for m large) that the elite’s message is almost perfectly informative. The loss from

sending a bad rather than a good message is at most « because in the worst case the share o of
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receptive voters react in the exact opposite way to her message. Since o < 0.5, for 7 large enough
the AR elite always sends a bad message.

Now consider the good R politician. For 7 large enough, she earns close to the maximal payoff
absent propaganda, and hence refrains from costly propaganda.

FExistence. We turn to establish that the proposed profile constitutes an equilibrium. Given
the above results, to prove existence, we only need to focus on the bad R politician and the good
and bad AR politicians. First consider their decisions about propaganda. For 7 large, the bad R
politician, and the good and bad AR politician all prefer to send propaganda by Assumption 2.
This is for the same logic as in the main result. Absent propaganda the elite (i) almost certainly
sends a bad message (both when e = 0 and when e = 1), and (ii) is perceived by all voters to be
almost fully informative. Hence expected average beliefs about competence become approximately
zero. In the presence of propaganda, because the elite almost always sends a bad message, the
expected weighted average belief i/ approximates o’q., since receptive voters’ belief approximates
e (for the same reason as in our main setting) while unreceptive voters’ beliefs approximate zero.
Since o/ > a, the result follows from Assumption 2.

Now consider the bad politician’ decision about e. The bad AR politician, since she expects
to be criticized no matter what she does, is indifferent between more or less precise elite signals
and chooses e = 0. The bad R politician who can not send propaganda (which happens with a
probability ) expects, for 7 large, that voter beliefs will be close to zero after a bad elite message
and close to one after a good elite message. Thus, she would like to minimize the probability of a
bad elite message and chooses e = 0.

Finally, consider the bad R politician who can send propaganda. At this step we need to
explicitly calculate voters’ beliefs after propaganda. In the proposed equilibrium the politician
chooses e = 1, making the elite’s signal correct with probability n/. Therefore the belief of the

receptive voter after propaganda, as a function of the elite’s message, is

Gardc
Qar + qrﬂ'/(l - QC)

prec(@e =1p=1,5) = (1 —8)

As in the basic model, when the elite praises the politician (§ = 1), posterior beliefs are that the

politician is bad. When the elite criticizes, posterior beliefs are a function of the probability of
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criticism when the politician is good, which can only happen in the AR (gq4rqc), relative to the
probability of criticism, which always happens in the AR (¢,-) and happens in R for the bad
politician if the elite’s message is bad (¢,(1 — g.)7"). Note that the last term accounts for the fact
that the bad R politician chooses a more precise signal.

To compute the belief of the unreceptive voter about the politician, we introduce 7 = 7 +
(1 —B)n’, which is the unreceptive voter’s belief about the precision of the elite’s signal. This holds
because in the proposed path the bad R politician sets e = 1, implying precision 7', precisely in the
[ probability event in which she can send propaganda. The beliefs of the unreceptive voter after
propaganda are given by

(1 B ﬂ-)QC
(1 - W)Qc + 7%(1 - QC) ‘

Tqc
Tqc + (1 - 7})(1 - QC)

+(1—3)

:uun(ec = 1|ﬁ = 17<§) =35

The first term says that when observing a good signal, posterior beliefs are governed by the prob-
ability of that good signal under a good politician, mq., relative to the probability of a good signal
under a good or a bad politician 7¢. + (1 — 7)(1 — ¢.), where the 7 reflects the probability of a
correct signal under a bad politician. The intuition for the second term, which expresses posterior
beliefs after a bad signal, is similar.

The condition that the bad R politician prefers e = 1 is

o - [rec(0c = 1|p = 1,5 = 0) — pirec(0c = 1|p = 1,5 = 1)]

+(1 =) [pun(@e =1p=1,8=0) — pun(@. = 1jp=1,5 =1)] > 0.

(A18)

Indeed, the left-hand-side is a weighted average of the belief changes of the unreceptive and receptive
voter in response to improving the precision of the signal, which here means that a positive signal
is turned into a negative signal. The weights are those that the politician assigns to the two classes

of voters. Substituting in the above expressions for the beliefs, we obtain

1 - c c
+(1-d) (1= m)q - 4 > 0.

o Garqc
(1_77)(10‘1‘7?(1_@[0) 7qu+(]' _ﬁ-)(l _QC)

Qar ‘I' %“77/(1 - QC)

It is straightforward to check that as m and «’ approach one, the condition collapses to o’ >

1/(1+ gc). Thus, for any such o/, we can find 7 large enough that the result holds.

80



FEquilibrium selection. We show that for w large the proposed equilibrium is the unique PPO
equilibrium. We already characterized in any equilibrium the behavior of the R and AR elites
and the good R politician. Our preferred equilibrium is better than any equilibrium in which the
bad R politician refrains from propaganda, because here she strictly prefers to send propaganda
and thus doing so improves her payoff. Thus, in any PPO equilibrium, the bad R politician must
send propaganda. But then the good AR politician must also send propaganda, since otherwise
propaganda would reveal that the politician is bad, in which case it would not be worth it for the
bad R politician. At this step we used the fact that we are looking for a PPO equilibrium, so that
the good AR politician is not mixing. And then the bad AR politician must also send propaganda,
since she faces a worse portfolio of elite messages (always criticism) than the bad R politician (often
criticism). Thus, the propaganda decisions are uniquely pinned down.

We now turn to the policy decision. The AR politician, since she is always criticized anyway,
chooses e = 0. The bad R politician who cannot send propaganda, since she would like to minimize
the probability that the elite sends a bad message, chooses e = 0. Finally, consider the bad R
politician who can send propaganda. Consider a candidate equilibrium in which this politician
sets e = 0. Then the equilibrium path, including actions and beliefs, is exactly identical to the
simple propaganda equilibrium of the basic model. Thus, we can evaluate the condition that the
bad R politician prefers e = 1 by substituting in the beliefs from (A6) and (5) into (A18). It is
straightforward to check that as m approaches one, the condition approaches o’ > 1/(1+ ¢.), which
holds by assumption. Thus, setting e = 1 is optimal, a contradiction. The only remaining case is

our preferred equilibrium.

A.9 Evidence

A possible alternative explanation for the scandal effects documented by Table 5 is that scan-
dals increase donations because they intensify electoral competition. We provide evidence gainst
this explanation by exploiting the redistricting of congressional districts before the 2022 midterm
elections. We combine data on predicted Democratic vote margins for both the old and the new

districts of Republican representatives from FiveThirtyEight with donations data from the Federal
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Trump donors Trump donors Other donors

Share Amount (1000 dollars)
A predicted Dem margin 0.001 -1.07 1.43
(0.001) (1.60) (3.57)
Old predicted Dem margin 0.001 0.402 5.36%**
(0.0006) (0.454) (1.05)
Constant 0.109*** 49.7F** 346.4***
(0.017) (14.1) (38.2)
Observations 266 296 296

Table A1l: Impact of redistricting on contributions from Trump-supporter and other donors

Elections Commission. We estimate
y; = const + BADV M; + yDV M + ¢;, (A19)

where y; measures donations received by candidate ¢ in the quarter of the 2022 midterm elections;
DVMi"ld is the predicted Democratic vote margin of candidate ¢ in their electoral district in the
period 2011-2020; and ADV M; = DV M — DVMfld is the change in predicted Democratic vote
margin between the new and the old district.

Table A1l reports the results. Column 1 shows that a reduction in the chance of winning—
induced by an unfavorable change in the electoral map—has a small and insignificant effect on the
Trump-supporter share, while columns 2 and 3 document small impacts on the volume of donations.
Thus, a decline in the electoral prospects of Republican house candidates changes neither the volume

nor the composition of donations.
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