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I. Introduction

Politicians are responsible for making decisions in the benefit of the country. It is not always possible for a politician to know what would be the right decision to make for himself and for the people. To cover this problem, a politician can hire an advisor that has the expertise to know what would be the right decision. However, an advice from this advisor might not always be in the interest of the politician, especially when the advisor has a strong opinion on a topic, different from the politician. If this advisor is the most likely person to be consulted, due to his knowledge, is it possible for the politician to discipline him in offering an honest advice? Even though this advice may be not in the interest of the advisor? This paper will deal with this problem.
In his Praise of Folly, Desiderius Erasmus stated that the one who takes a sceptre in his hand should serve the public and not his private interest and that he shall study nothing but the common good. Politicians are elected to make decisions on behalf of the people, and therefore have the duty to trace problems and come up with a solution that is in the best interest of the nation.

Unfortunately, politicians do not always behave as Erasmus prescribes. The reasons for this are multiple. First of all, politicians are expected to be rational ands selfish, like every homo economicus. This means that only if his interests coincide with the interest of the people, his decisions will benefit the nation.
But even when we loosen this assumption, the politician might not be able to make all his decisions to benefit of the people. The people are not a homogenous group, or, as Schumpeter (1979) explains, the so called ‘will of the people’ does not exist. Every single person still has his own interests that he or she likes to be fulfilled. Nobel Prize laureate Myrdal (1953) mentioned that not only harmony in interests does not exist within the society, but that the peoples attitudes also change over time and the opinion stated by an individual might not even be the opinion that is in the real interest of that person. It is therefore hardly possible to use a simple economic theory to base policy upon, since the assumptions used change over time and amongst groups of people.

Studying this common good, as Erasmus calls for, requires research skills and time. A politician lacks this time and skills. This is a second reason that a politician is not always able to make the right decisions. It is impossible for a politician to research every topic he has to decide on and find the best solution.

On top of this, even when a politician knows what the people want, he might not know what would be the best project to implement and how this project works out in reality. This may occur when the decision is in a field of expertise where he lacks in-depth knowledge, when the reality is complex or when additional research is needed to come to a correct decision. Politicians are elected for many other reasons than their expertise in a specific subject. They are, at least partly, elected because of their ideology. According to these ideologies, opinions on the optimal solution differ. Thereby, in modern democracies the politician is elected by the voters that agree on this ideology. To be re-elected, the politician might deviate from the optimal solution. A policy decision is therefore driven by ideological and electoral motives. 

A politician is expected to be in favour of the policy he carries out. But, this does not have to be the case. A politician is sometimes forced to seriously consider policies due to the public opinion or political pressure, even when he does not favour them at first. Nevertheless, he is expected to make the right decision and wants it to be in is best interest.
Whether it is due to a lack of expertise, a lack of time or because of other motives, the politician is may not able to make a sound decision to the problem. In order to supply himself with the necessary information, he can consult an advisor who is able to provide him with the required information.

The advisor is expected to have time, expertise and the skills to investigate what the best decision would be. However, this knowledge comes at a cost. Not only the costs in exchange for the advice itself, but also the risk that the report by the advisor is not in the interest of the politician. The report by the advisor does not always have to be in the interest of the politician. Because the advisor has more information, it increases his power over the politician. Max Weber (1972) stated that, in a bureaucratic system, the expert on a topic (the advisor) has the power over the politician if the politician is elected instead of being appointed due to his expertise. It is because of this dissimilarity in expertise that the politician is only able to gain control over the system up to a certain level.
The advisor can report according to his own preferences and the politician has no expertise to check if this advice was honest, since it takes considerable time for a project to be implemented and for the effects to show. On the other hand, if a project is not implemented, it remains unknown what the effects would have been.

There seems to be not much of a problem if the advisor does not care about the effect of his advice, if he is only advising the politician in exchange for a payment. The problem arises if the advisor has his own preferences concerning the project.

Especially in governmental issues it is not far-fetched that an advisor has an own opinion about the topic he is asked to research. Next to that, there are pressure groups or other interested parties that can take the role of advisor, to make sure that their favoured policy is carried out. For the politician it is optimal if the advisor has the same preferences concerning a project. The intuition behind this is simple: When both the politician and the advisor prefer the same outcome, there is no incentive to be dishonest with each other. The optimal solution for the advisor is the optimal solution for the politician and vice versa. Kirchgässner (1998) argued that even scientists differ in their opinions when asked for an advice. This can be positive for the politician, as he can now hire an advisor that is skilled and has the same preferences as he does.
However, it is not always possible to consult someone who has the same preferences. Sometimes the highest expertise is found when an advisor is involved in a specific subject. Unfortunately, due to this involvement, an advisor is usually biased towards implementing a project or not. A well known example is that of the investment in artillery supplies. An advisor with the most knowledge on this topic is likely to be found in the army, but from his perspective, it is likely that investments are needed. The same holds for an ecologist who is asked to advise on the extraction of oil from a natural reserve, only now his bias is due to be negative. These advices do not have to be in the politicians or nations interest, but the expertise is nevertheless needed.

In this paper it is shown that this bias does not have to be a problem for the politician to hire an advisor and receive an honest advice, according to his own preferences.
The lay-out of this paper is as follows: In section II we describe some related literature on this topic to support the assumptions made. Section III presents the model and derives the optimal solutions. Finally, section IV concludes.

II. Literature

Erasmus disapproved of politicians taking advantage of their position for personal benefit, but this is tempting. Elections are used to hold politicians responsible for their actions and ought to discipline them in behaving in the voters’ interest. Persson and Tabellini (2000) model this trade off between politicians extracting personal rents on the one hand and providing public goods on the other. They show that in order to be re-elected (the rewards from re-election are high enough), rent extraction for personal benefit diminishes, but is still present.  This is due to the fact that voters care for more than optimal supply of public goods. The people also take into account the competence of the politician. This lets the politician extract rents, as long as he is considered to be competent. Beniers and Dur (2006) show that this is the reason that some politicians do not reverse projects that turns out to be wrong. The politician is assumed to be the only one to see the effects of his policy. Therefore, when a politician reverses a policy, voters update their beliefs on the capability of the politician and do not re-elect him. Beniers and Dur divide politicians into 2 groups; the normal politicians who care about the public interest and holding office, and the unselfish politicians who only care about the public interest. They are driven only by their ideology. 

Persson and Tabellini (2000) also acknowledge these so called partisan motives. A politician does not have to be solely motivated by personal rents or rents from holding office, politicians can also be driven by the policy outcomes itself. Persson and Tabellini show that this also affects election outcomes. When there is a leftist and a rightist politician running for office, Hotelling (1929) showed that both candidates move to the centre of the political field, in order to gain the vote of the median voter, who is pivotal. But, Persson and Tabellini (2000) argue, after the elections, both candidates will set policy according to their initial (partisan) standpoint. This is known by the voters, so the median voter will vote for the politician whose original standpoint is closest to his own. This means that even though the politician is elected by majority, he will not implement the centrist policy, which would have been Pareto optimal because it is closest to every voters’ opinion, but the policy of his initial ideology.
Politicians are driven by multiple motives from which they make a decision. This determines what their preferences towards a project would be. However, to make the decision if a project should be implemented, the politician wants to find out if this would be in his interest. The politician might lack the ability to do this. To cover this problem, a politician can hire an advisor.

When the politician decides to consult the advisor, he looses power over the decision, as Weber (1973) already pointed out. Aghion and Tirole (1997) call this the difference between real and formal authority. The politician has the formal authority, whereas the real authority is held by the (expert) advisor. This means that although the politician is the decision maker, the actual decision is made by the advisor. Aghion and Tirole present a principal-agent model where the principal (she) has to decide on implementing one out of more projects. To know which project to choose, she has to exert costly effort in finding out what payoffs are about to spring from each project. The agent advises the principal on which project to choose. His payoff differs from the payoff the principal receives. To know the payoffs of the projects, the advisor has to exert costly effort too. Aghion and Tirole found that, when the principal is unable to exert much effort, for instance because of overload, she looses real authority and therefore risks to implement a less beneficial project on the agents advice. But, since the agent now has the power to choose his preferred project, he will exert more effort in finding the optimal project. This project might be not in the best interest of the principal, but she does not make cost on effort herself and still expects to gain some positive payoff from the project.

This is only profitable if the preferences of the politician and the advisor are aligned. Former literature shows that this yields the optimal situation (see, for instance, Crawford and Sobel, 1982). However, it is not always possible to consult someone with the same preferences. A politician can be forced to consult an advisor with a totally different opinion, because that advisor has the best in-depth expertise on that topic. When this is an external advisor, there might be extra costs involved for the advice. This advisor can be a scientist, but also a lobbying group or interest group. For instance, when a known liberal scientist is consulted on the privatization of a state firm, or when a labour union is consulted on introducing a wage-restraint. Both are biased towards implementation or not. Dur and Swank (2005) show that, when effort in information collection is relevant for the quality of the report, less extreme preferences from the advisor stimulate the politician to exert effort in order to find additional information and thereby improve the payoff of his decision. The reason behind this is that if an advisor has strong preferences towards a project, putting more effort in information gathering is not expected to change the optimal outcome for the advisor. But, when the preferences of both the politician and the advisor are aligned, Dur and Swank argue, the politician can trust the advisor that the recommendation is in his personal benefit too. When the politician is biased, there is a trade-off between the quality of the report and the quality of the information it is based on. Dur and Swank show that a biased politician hires an advisor whose preferences are less extreme than his own. 
However, it is not always possible to find someone who is able to give a sound advice on a specific topic and is also less biased as the politician is himself. Sometimes the expertise is to be found in an advisor that is part of an interest group or has a strong opinion on his field of expertise.

Potters and Van Winden (1991) present a model where interest groups can try to convince the policy maker to implement a policy if lobbying bears costs. The model provides two possible states of the world, where the policymaker prefers a different policy in each of both states. The policymaker does not know the state of the world, but has a prior belief concerning this state. The lobbying group does know the real state of the world. She can influence the policymaker in order to implement a desired policy. The lobbyist prefers one policy, no matter what the real state is, but the benefits from this policy in each state differ. Potters and Van Winden show that when the benefits for the lobbyist, when he reports according to the politicians preferences, are bigger than from untruthful reporting, communication will occur. If not, the politician does not believe that the lobbyist is honest. For the lobbyist, it is not interesting to send a message if the costs exceed the rewards when the desired policy is implemented. The equilibrium depends on the prior beliefs of the policymaker. Lobbying itself signals if it is rewarding for the lobbyist, given the state of the world. If the lobbyist is able to advise the politician, but he does not, he signals that he agrees on the politician’s prior belief. The prior beliefs of the politician are according to the preferences. However, if the politician expects a message from the lobbyist, but he does not receive one, he updates his beliefs and chooses to implement a different policy. This forces the lobbyist to send a message, which is costly. It is shown that the possibility of lobbying benefits the politician, but does not always benefit the lobbyist, for instance when he is required to send a (costly) message even though the politician is biased towards the desired policy. Potters and Van Winden extend the model with the possibility for the lobbyist to consult a respected expert and variable cost of lobbying. Both might benefit the lobbyist and the politician, because now the ‘honest’ lobbyist only needs to make costs that are just above the dishonest advisor (given that the rewards from the honest advice are higher than from the dishonest), which leaves him a larger surplus. When a lobbyist uses an expert to convince the politician, the politician can trust this is true. The expert will be careful in reporting dishonesty, because this will harm his reputation. If he reports negatively for the lobbyist, the lobbyist will just not use the report. A positive report therefore supports his case.  However, there can always be found a scientist that supports one opinion (Kirchgässner, 1998).

Frisell and Lagerlöf (2006) use a two period model where there are two possible states of the world with two preferred policies too, but now there are three types of lobbyists: One leftist, one rightist and one honest advisor that always reports the true state of reality.

When the politician does not know the type of advisor beforehand, he bases his decision to trust the advisor on his prior beliefs. They show that the more equal the distribution of leftist and rightist advisors is, the more information is transmitted. This is positive for the politician. However, it raises the uncertainty on the type of the advisor, which is negative. In the first period, these effects balance out, but in the second period, there are no reputational concerns present (since this is the last period), so negative effect prevails. For the politician it is therefore better to have a more clear distribution in advisors. However, in reality it is not always uncertain what the preferences of a lobbyist are. Lagerlöf and Frisell conclude that knowing the preferences beforehand yield a higher overall welfare than if the type of the advisor becomes clear along the way.

The assumption that a politician knows the advisors’ preferences beforehand is not unlikely, specifically when the politician deliberately consults a pressure group. He then knows that it is most likely that he will receive a report in the benefit of this pressure group. 

To neutralize this problem for the politician, the advisor should be stimulated to advise in the benefit of the advisor. The rewarding system should be designed in a way that it is in the interest of the advisor to advise conform the politicians’ preferences. Research by Holmström (1982) pointed out the existence of reputational concerns. However, he showed, reputational concerns may deviate from the social optimum. Ottaviani and Sørensen (2006) found that when advisors care about their reputation of expertise, they deviate from reporting according to their true observation of the state of the world, towards the prior belief. This situation occurs if the advisor is not sure about his personal ability. His advice therefore becomes less informative. He wishes to be evaluated as an expert when the real state of the world becomes clear, in order to be consulted in the next period. For the same reason, Morris (2001) claims that an advisor might report untrue, in order to show what his preferences are. Morris presents an honest and a ‘racist’ advisor. In order for the advisor to signal that he is of the honest type, he reports the most political correct state of the world, although this is not the true state. This causes the politician to listen to him again.
These studies show that reputational concerns are not always providing the politician an honest report in the first stage. In this paper it is shown that reputational concerns may also discipline the advisor to honest reporting.

The model used in this paper builds on the model from, for instance, Letterie and Swank (1997), Dur and Swank (2005) and Wrasai and Swank (2006). A politician has to decide on implementing a project or not. He has a priori preferences concerning the project, for instance his ideology or his credibility, which can be positive or negative. He knows his preferences, but does not know the state of the world: if it appeals to (the majority of) the voters, what the effects on the economy will, etcetera. He can therefore only make a decision based on these prior preferences towards the project and not on the effects of implementation. To get to know the state of the world, the politician can consult an advisor.

An important addition to the model, compared to the previous papers, is that there are now costs for the politician in consulting the advisor. In contrast to Potters and Van Winden (1991) the lobbyist does not advise out of itself, but is asked to do so and the politician will offer the advisor a payment for his advice. However, negative payments are allowed, so it is possible for the advisor to make costs or bribe the politician to be consulted. The model focuses on the decision of the politician, and leaves aside the power of the parliament, as in Letterie and Swank (1997). In this context, it might be interesting to study who should make the payments, but this is left for further research. 
The politician hires the advisor because of his expertise, but knows that he has personal preferences towards the intended project, as was concluded by Frisell and Lagerlöf (2006). Unlike Dur and Swank (2005), the quality of the advice does not depend on the effort of the advisor. This is for the ease of the model, but can be justified because the politician deliberately selects an advisor, who is expected to be an expert on the topic. For the same reason it is also ruled out that an advisor can be misinformed as in Ottaviani and Sørensen (2006) or Morris (2001), nor can the politician be misinformed (Swank, 1999), since he does not receive any signal on the reality. If the advisor reports unfavourable for the politician, it is on purpose and not due to a wrong signal on the state of the world. The politician is unable to verify the message of the advisor before the project is implemented, so the information is soft.
III. The Model

The Politician
A politician, P, has to decide on implementing a project. There are two possibilities: implementation, X=1, or maintaining the status quo, X=0. The payoff from implementation depends on the real state of the world and the preferences of the politician. The p denotes the preferences or bias of the politician. The real state of the world is denoted by µ, which is uniformly distributed between –h and h.
The payoff for the politician when implementing the project is:
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When maintaining the status quo the payoff of the politician is:
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Ex ante, the politician is unable to observe the real state of the world. He knows his own preferences. The politician chooses 
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The expected value of µ is 0. Therefore the decision only depends on p. It turns out that, without further information, the politician implements the project if and only if 
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The politician has the option to consult the advisor, A, to receive the information on µ. The advisor observes the real state of the world. He then advises the politician whether or not to implement the project.  
The Unbiased Advisor

Let us first assume that the advisor has no interest in the outcome of the project. In the situation of a one-shot game, there is no incentive for the advisor to report different from the optimal outcome for the politician. Even though there is no incentive to report truthful either, let us assume that the advisor is honest if he has no reason to be dishonest. The advisor will therefore advice to implement when
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and not to implement otherwise. The advisor does receive a payment, 
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, for his consult, but this payment is fixed an therefore does not depend of the content of his advice. This payment represents the direct rewards from his report to the politician, such as his fee, learning benefits or an increase in his reputation that may lead to consults by others, minus his costs. 
This means that, when the advisor is consulted, het receives a utility of 
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For the politician, consulting the advisor bears costs 
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. These costs consist of the fee the advisor receives (if this is paid by the politician), the costs for reading and understanding the report, transaction costs, etcetera. This costs are fixed and commonly known beforehand. The payoff for the politician when consulting the advisor is now 
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The politician has to determine if a consultation of the advisor would be in his interest. If he decides to not consult the advisor, the politician has two outside options: to implement or not to implement the project. The choice on implementing without advice only depends on the preferences of the politician, as we have seen before. If the politician decides not to consult the advisor, his utility still is 
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For the politician to decide to hire the advisor, his expected utility from the advice should be higher then this expected utility without consulting. So politician decides to consult the advisor if:
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, given that his advice is positive. When the politician consults the unbiased advisor, the politician gets a honest report on the true state of the world. The expected µ given that the advisor advises to implement will be:
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Knowing that 
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Simplification leads to:
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It depends on the bias of the politician which formula has the upper hand. These conditions proof that the closer the politician to indifference, so the closer the p is to 0, the more the politician is willing to pay for an advice. The choice by the politician to hire the advisor depends on the price of the advice in combination with the preferences of the politician himself, but it is always in the interest of the politician to hire the advisor. The utility for the unbiased advisor is always 
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The Biased Advisor

Let us now look at the biased advisor. The advisor has now preferences, a, concerning the project, just as the politician. The preferences of the advisor are known by the politician (and vice versa). The advisor still receives payment 
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If we play a one shot game, the advisor now reports according to his own preferences, since there is no gain for him in taking the preferences of the politician into account. The advisor therefore advises to implement when his payoff of implementation is higher than his payoff when the project is not implemented, instead of those of the politician. This means that the advisor reports to implement when 
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The probability of the advisor reporting to implement the project will now be:
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This causes the price for the politician to be restricted by:
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Maximizing with respect to a yields 
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, which is known as the ally principle. This shows that the politician his willingness to pay is the highest when the preferences of both the politician and the advisor are aligned. We now know what the highest price is the politician is willing to pay, but there is also a lowest price the advisor is willing to accept.

The advisor is only willing to advise the politician when his expected payoff of advising outweighs his payoff of not advising. When the politician decides to do without the advice of the advisor, he implements the project if 
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When the advisor is consulted, he accepts this assignment if his expected payoff is of advising should be higher then the payoff of not advising:
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Simplification leads to:
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It turns out that in case the advisor has a bias towards the outcome of the project, he is willing to accept a lower price than the unbiased advisor for advising the politician. Moreover, the advisor is always willing to accept a negative reward (or is willing to pay the politician) in order to influence the decision of the politician and thereby receive the payoff that springs from the implementation (or not) of the project.

The politician is always willing to accept the price that the advisor is willing to pay to advice him, according to both their preferences. He is always better off consulting the advisor than deciding on implementation without advice. This does not mean that consulting the advisor always yields a positive payoff for the politician. The advisor might gain from reporting something different than the optimal outcome for the politician when
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. After the advisor observes the real state of the world, there are 4 possible situations: 

1. The project is profitable for both the politician and the advisor 
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2. The project is unprofitable for both the politician and the advisor
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3. The project is profitable for the advisor, but not for the politician
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4. The project is profitable for the politician, but not for the advisor
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In the first two situations, preferred outcome of the project of both the politician and advisor are aligned. The advisor can honestly advice whether or not to implement the project without deviating from the optimal outcome of one of both parties. But, in the latter two situations, there is a conflict of interests. The politician wants an advice that serves his personal interest, but knows that the advisor has the power to advice according to his own preferences.
Honest Reporting
The content of the report by the advisor does not have to be in the interest of the politician, it only motivates the politician to ask the advisor for an advice, since its expected utility from consulting exceeds the expected utility from not consulting. To stimulate the advisor to behave conform the politicians preferences, the politician needs to make his interest to be in the interest of the advisor. If the advisor has sight on future rewards, this will affect his behaviour. The advisor is then concerned by his future rewards as well as his utility in the present. The politician can now threaten the advisor not to grant him the next assignment after dishonest reporting. However, this threat is only credible if it is indeed in the benefit of the politician to live up to this threat. Both the advisor and the politician know that this is not the case if the politician. The reason behind this, is that in the second round, the politician decides again whether or not to consult the advisor. If the aforementioned conditions hold, it is in the interest of the politician to consult the advisor again, regardless if he reported dishonest in the previous round. The benefits from consulting the advisor still exceeds the expected utility for the politician of deciding on the project without advice, conditionally that the price for the politician is low enough (see (13)and (14)). 

Therefore, the politician consults the advisor in the second round, irrespective of the content of his advice in the preceding round. 
When the politician has an option that offers an equal expected value as consulting the advisor, he has a real alternative for consulting the advisor. This alternative can be a second advisor, 
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. This advisor should have the exact same preferences as the first advisor. Otherwise the politician hires the advisor whose preferences are the closest to his’, since this offers him a higher expected utility. It is therefore assumed that both 
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have preferences 
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. 
Because both 
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are alike, we cab say that the politician consults 
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in the first round and decides whether or not to switch advisors in the second round. In the previous part is shown that consulting the advisor is always beneficial for the politician. It may therefore be assumed that the politician always hires an advisor. The game now goes as follows:
The game (2 rounds):

First round:

1. Nature draws µ;
2. P hires A;
3. A observes µ;
4. A reports his advice;
5. 
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p

and 
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 are paid and received;

6. P chooses X;
7. P and A receive their payoffs from the project;
8. P learns the actual µ if 
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;
Second round:

1. Nature draws µ;
2. P decides to hire A or 
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;
3. A and 
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observe µ;

4. A or 
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 reports his advice;

5. 
[image: image103.wmf]P

p

and 
[image: image104.wmf]A

p

 are paid and received;

6. P chooses X;
7. P and A and 
[image: image105.wmf]2

A

receive their payoffs from the project;

8. P learns the actual µ if 
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;

9. The world ends.
Because the politician now has an alternative option to obtain an advice under the same conditions, the threat of not hiring the advisor becomes credible. For the politician, there is no difference between both advisors. 
In the last round, there are no future concerns present. The behaviour of the players is therefore equal to their behaviour in a one-shot game, which is shown in (11) and (12) for the politician and (13) and (14) for the advisor.

In the first round, the advisor has to be aware that the politician might not consult him in the last round, if he reports unfavourable for the politician. The advisor therefore takes in consideration that in the next round, when he is hired, he will receive:
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Knowing (15) and (16), this leads to:
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After simplification:
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If the politician does not consult him, he receives the same payoff from the project, because 
[image: image110.wmf]2

A

 has the same preferences, only now he misses his payment for consulting. His expected utility is then:
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In the first round, the advisor takes into account the threat not to be consulted in the second round, now this treat is credible.

When  
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, three situations are possible, depending on the 
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 observed by the advisor. If this state of the world yields a positive payoff from the project for both the advisor and the politician, there is no conflict of interests and the advisor can honestly advise to implement. Also when the payoff is due to be negative for both politician and advisor, the advisor can truthfully advise not to implement the project. The politician knows that this advice is always honest, even though the politician never learns the true 
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. Because 
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, he can be sure that a negative advise payoff for the advisor always means a negative payoff for himself.
But, as mentioned before, when a project turns out to be profitable for the advisor, but generates a negative payoff for the politician, the advisor prefers to have the project implemented, but the politician has not. If the advisor then decides to recommend implementation, the politician learns that the advisor was dishonest and does not grand him the next assignment in. De advisor now misses 
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 in the second round. When this payment in de second round outweighs the loss of payoff the advisor suffers in the first round, the advisor reports honestly.
The height of the payment needs to be determined beforehand and it should be high enough to compensate the advisor for every value of 
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 for which the advisor must be compensated is when 
[image: image119.wmf]p

-

=

m

, since a lower value yields a negative project payoff for both the politician and the advisor. This means that in that case the utility for the advisor from implementing the project then becomes 
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The 
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 denotes the advisor’s discount of the future, where 
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The rewards for the advisor need to be equal to the difference between the preferences of the politician and the advisor, where 
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is always positive, because 
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, the rewards of the advisor can be 0. The bigger the difference, the higher the rewards need to be. Next to that, the valuation of the future is negatively correlated with the price. The higher the 
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So, when 
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, the advisor always reports honestly if: 1) he knows that he receives the next assignment if he reports truthful and 2) his possible losses will be compensated. When he recommends 
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However, this does not hold when  
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. Then the situation might arise where the advisor observes a 
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 where implementation yields a loss for himself, but is profitable for the politician. The advisor is now intended to recommend 
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. It is in the best interest of the politician to follow the advisors report, so the politician never learns that the advisor was dishonest.
To discipline the advisor, the politician should make it uninteresting to report against implementation by declaring not to hire the advisor again when he reports not to implement the project. This way the advisor still advices not to implement if this is in his best interest. Because 
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, a negative payoff from the project for the advisor yields always a negative payment for the politician. By dishonestly reporting to implement the project, the advisor suffers a loss from the implementation and does not receive the next assignment because of his dishonesty. Next to that, as in the previous situation, the payment should again be high enough to stimulate the advisor to report honest when he does receive a positive payment from implementation and the politician does not. Again, this loss has a maximum value of 
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. The advisor will now always report truthfully if his payoff from reporting to implement is higher than that of reporting to not implement:
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The price condition is:
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This condition is the inverse of (17). Again, the lower the difference between the preferences from the politician and the advisor, the lower the price for the advisor, with the minimum in 
[image: image138.wmf]a

p

=

. The more the advisor values the future, the lower the rewards need to be.
The advisor accepts the fact that he is not consulted again when advising 
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, even though he reports honestly. Reporting dishonest does not offer him a higher utility, because his dishonesty becomes clear and he is therefore not consulted in the second round. 
He does not refuse to advise the politician either. If he refuses to advise before knowing 
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, the advisor knows that the politician consults 
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 in the first round. 
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 always accepts the assignment, since he knows refusal means that the politician then decides on the basis of his own preferences, and accepting gives him sight on the payment in the second round in case of a positive advice (which is always honest, as proven before). 
For the advisor this means that refusing the assignment in the first round offers (16) round and in the second round (15) or (16), depending on the content of the report by 
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. 
When the advisor accepts the assignment, his expected payoff will be (15) in the first round, and (15) or (16) in the second round, dependent of the content of his advice. The chance on a positive report is still 
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Simplification leads to:
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Knowing that both 
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 are between 0 and 1, this means that it is never in the interest of the advisor to reject the assignment before observing 
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After observing that 
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 is negative for both him and the politician, the advisor still accepts the assignment. Note that when the
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 is only negative for himself, he is compensated for a loss in payoff in the next round.
The politician knows that the advisor never rejects the assignment if he has not yet observed 
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, as is proven before. This means that the project turns out to be negative for the politician when it is implemented. By rejecting the assignment, the advisor signals to the politician not to implement the project. To keep the advisor from misusing this signal, the politician treats the advisor the same as when he has reported not to implement. The advisor now does not receive 
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Which is always, if 
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It shows that the advisor always accepts assignment by the politician, as long as he receives a positive payment. The condition that a negative advice always means that the advisor is not rehired, does not change that.
Thus, to make sure the advisor will report honest, the politician sets the conditions for rehiring the advisor as follows. When the advisor reports to implement and this advice is honest, he is consulted in the next round. If his report to implement turns out to be dishonest, the politician turns to his competitor. When the advisor advises not to implement the project, and 
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, the advisor receives the next assignment. If 
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 and his advice is negative, the politician does not hire the advisor in the next round.

The politician wants to pay the advisor a positive payment, in order to stimulate him to report honest, despite that the (biased) advisor and his competitors are willing to pay the politician to advise him. However, it still depends on the politician willingness to pay if he consults the advisor. En ex post loss is already calculated in, since this still outweighs the expected value without consulting. 

IV. Conclusion

Summary

Politicians are expected to always make the best decisions for the nation as a whole. In practice, this is hardly always the case. Most of the time, a politician is driven by an ideology or other personal interests, such as re-election, which might conflict with the best solution. Next to that, the will of the people is not always unambiguous or the topic might be to complicated to oversee by the politician. The politician might lack the time and/or knowledge to find the best decision.

In these cases the politician turns to an advisor. But, by doing so, he hands over the real authority on the decision to the advisor, since he fully relies on his judgment on an intended  project. The politician therefore prefers an advisor that has the same preferences as he does himself. However, it is good possible that that an expert on a topic has a strong opinion towards or against the project. The politician likes to hire this advisor because of his expertise, but knows that their preferences might conflict.

In this paper it is shown that the politician is able to discipline any advisor in such a way that he is always willing to provide an honest advice. When the future rewards for the advisor are high enough, he prefers taking a loss in order to receive a higher expected reward in the following period. Since the honesty of a negative advice does not become clear when a project is indeed not implemented, the politician needs a creditable threat of punishing a dishonest advisor. Therefore, when the advisor is more positively biased towards the project, the politician can creditable promise him the next consultation if he advises not to implement the project. If he is more negative about the project, the politician should hire a competitor if the advisor advises not to implement a project.

These restrictions are only possible if the politician offers a positive payment to the advisor. Without a competitor, the advisor would have been willing to pay the politician in order to advice him, but with a like-minded competitor, he demands a positive payment. The politician also wants to pay the advisor a positive payment in order to compensate him for possible losses caused by honest reporting. It therefore depends on the willingness to pay of the politician if he consults an advisor, because the more biased the politician is towards a project, the more rewarding it is for him to implement a project without consulting an advisor.
So, it is always possible for a politician to consult a biased and be sure to receive a report in his benefit, as long as there are future rewards for the advisor and the politician can discipline him by credible threaten the advisor to take this away by going to a equal competitor. Because the politician needs to compensate the advisor for possible losses due to a honest report, the more the advisor and the politician differ in their preferences, the higher the payment for the advisor need to be. However, as long as the politician is willing to pay, the advisor will report honest.
Discussion

This result gives some explanation why there is a feeling that advisors always report what the politician likes to hear. Or, in other words, the politician can buy the content of his report. This model shows that it is possible for the politician to receive a report that honestly tells him what is best for him, not what is best for the society. For instance, when a the politician has to decide on an large scale investment, this will boost the reputation of the politician, but has a negative impact on society, since the cost will be to high. When the reputation gains of implementing the project outweighs the loss of reputation because of the high costs, so the 
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 is positive and the ethical concerns 
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, the advisor will advise to implement the project, conform the assignment.

However, the model does not provide the advisor with the incentive to report what is best for society. The project is evaluated by only the politician and the advisor. Even though the effects on society are measured by the advisor and taken into account, he only looks at the effect from a payoff perspective for himself, or the politician. He does not receive any payoff from the advice other than included in his payment or in the state of the world. He therefore does not have to take into account that his reputation towards other clients might be harmed by the content of his report. The advisor is not given other sources of income. When a known animal activist advises that battery farming needs not to be forbidden, because this is in the interest of the politician, the advisor might loose another assignment by a different client, or the successor of the politician after the election round. Next to that, in this model the de power to decide is with the politician, where in modern democracies, it is with the parliament. Letterie and Swank already showed that this effects the behaviour of the advisor. 

In the model, all these effects are not taken into account, but influence the advisor. The results shown in this paper therefore give a clear insight in how a politician can motivate a biased advisor to report in the interest of the politician, but it still leaves room for additional research.
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