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Abstract

How do governments maintain plausible deniability for their controversial covert ac-
tions? While existing research focuses on the risk of direct exposure, we contribute by
highlighting the challenges posed by circumstantial evidence, and the inferences that au-
diences can draw from their knowledge of the strategic environment. Through a formal
model, we uncover a novel “cover story” mechanism, whereby governments use ineffec-
tive public action alongside effective covert action, to provide an alternative explanation
for how a policy outcome came about. We illustrate this mechanism through detailed
examination of the CIA’s Operation PBSUCCESS (Guatemala, 1954), along with ad-
ditional case evidence from treaty negotiations between Australia and East Timor, and
the resolution of the Cuban Missile Crisis.



In March 1960, the CIA began organizing Cuban exiles to oust Fidel Castro. Eisenhower
demanded that the CIA take extraordinary precautions to avoid direct evidence of US involvement
(Poznansky, 2020). But as CIA agents were secretly meeting Cuban contacts and building bases
in Guatemala and Florida, Eisenhower initiated a public showdown with Castro. In December
1960, Eisenhower announced a complete elimination of Cuba’s sugar import quota, justified by
Cuba’s “deliberate hostility” towards the US and increasing economic integration with the Soviet
bloc (Eisenhower, 1960). The next month, the administration formally severed diplomatic ties with
Cuba (DoS, 2023)—a wholly symbolic gesture, as the US ambassador had already been recalled
and government communications suspended (ADST, 2023, p.53-59). Shortly after, the New York
Times began reporting on speculations that the CIA could be training and equipping an invasion
force (Times, 1961; Brewer, 1961b).

Why would Eisenhower choose to attract attention while implementing a deeply controversial
policy he wanted to keep secret? Conventional wisdom dictates that he would not. A substantial
body of research argues that governments maintain plausible deniability by avoiding direct evidence
of their secret policies (Spaniel and Poznansky, 2018; Joseph and Poznansky, 2018; Carnegie, 2021),
and that overt actions can attract scrutiny that raises the risk of exposure (Carson, 2018; Poznansky,
2020; Colaresi, 2012).

While important, the risk of direct exposure is not the only factor that governments consider.
We uncover a countervailing incentive whereby governments, counterintuitively, pursue overt actions
to plausibly deny their secret actions. We arrive at our insight through a novel conceptualization of
plausible deniability (Poznansky, 2022), focusing on audiences’ ability to draw strategic inferences
of government behavior. When an audience observes a change in the world which they knew the
government wanted, they do not only rely on direct evidence to determine whether the government
undertook a secret policy to induce that change. They also form inferences on the basis of cir-
cumstantial evidence—their knowledge of the government’s interests and capabilities, and of the
broader policy context. Even when the government successfully avoids direct evidence of secret
policies, it still faces a risk of attribution via strategic inferences.

We argue that governments can offset strategic inferences with a cover story—an overt action
which provides an alternative explanation of how the government achieved the outcome it wanted,

without having secretly resorted to means that the audience disapproves of. Before a secret policy



has succeeded, public statements and actions may draw attention and heighten the risk of exposure.
But after the policy has succeeded, those same public actions can reduce observers’ retrospective
suspicion that the outcome was achieved via secret means.

We develop a formal model that studies how cover stories can resolve a common strategic
problem studied by scholars of secrecy and international security (Spaniel and Poznansky, 2018;
Canfil, 2022; Smith, 2019; Colaresi, 2012; Carnegie, 2021; Yoder and Spaniel, 2022; Kurizaki, 2007,
Bils and Smith, 2025). In the model, a government can achieve a policy objective through two
different means: a public action that an audience directly observes, and a secret action that is only
observed probabilistically. The audience finds the secret policies more objectionable, and wants to
prevent their use. The government’s challenge is to achieve its policy objectives, while maintaining
plausible deniability for any actions that the audience disapproves of.

The government’s optimal strategy depends on transparency—the probability that direct evi-
dence of covert action is exposed. Under high transparency, the government is unlikely to use covert
action, and the audience does not suspect that a policy success is attributable to covert action.
When transparency is low, however, the audience is no longer willing to give the government the
“benefit of the doubt”. Rather, if they observe a successful outcome despite public inaction, they
will infer that covert action was taken out of public view, and punish the government just as if
direct evidence had been exposed. To overcome this problem, the government uses performative
overt action as a cover story. The cover story succeeds if it mitigates suspicion enough for the
government to avoid backlash from the audience.

We trace the cover story mechanism through an in-depth case study of Operation PBSUC-
CESS, Eisenhower’s covert intervention to oust Guatemalan President Jacobo Arbenz in 1954.
Our analysis highlights public actions by the US which we argue cannot be fully explained by
the administration’s desire to use all available means to advance their policy objectives. Rather,
we propose that these actions are best understood as part of a cover story. We show that key
decision-makers expressed concerns over strategic inferences; that these concerns motivated the use
of ineffective public action; that administration officials drew attention to their public actions in
order to disclaim responsibility for covert action; and that observers at the time found the cover
story to be convincing.

Finally, two shorter empirical vignettes illustrate the use of cover stories across diverse political



contexts: economic negotiations between Australia and East Timor over oil concessions in the
Timor Gap, and the resolution of the Cuban Missile Crisis. This extends the theory’s domain
across multiple state actors, and to several different forms of policy objectives and secretive policy
actions.

This study enriches our understanding of many coercive practices with ambiguous attribution
(Baliga, Bueno de Mesquita and Wolitzky, 2020)—including secret proliferation (Debs and Mon-
teiro, 2014), rogue state management (Coe, 2018), cyber conflict (Axelrod and Iliev, 2014), and
election meddling (Levin, 2021)—by demonstrating how the use of overt action can complicate
attribution of covert action in ways not previously considered. It also contributes to the broader
research on political agency and accountability (Ashworth, 2012). This literature has rational-
ized counterintuitive behaviors such as pandering and “fake leadership” (Canes-Wrone, Herron
and Shotts, 2001; Maskin and Tirole, 2004), “showing off” (Gleason, 2017), admitting ignorance
(Backus and Little, 2020), and adopting extreme ideological stances (Izzo, 2022). We introduce a
novel feature to the setup of our model—allowing leaders to use both overt and secret policy levers,
in isolation or in combination—which likewise yields novel insights into counterintuitive governing

behavior: explaining why leaders implement, and broadly publicize, ineffective and costly policies.

1 Secrecy and Plausible Deniability

Policymakers are often tempted to use secrecy to achieve a policy success while avoiding back-
lash. For example, the US public generally wants to control immigration at the southern border,
but they do not want the government to achieve this goal by locking children in cages. The first
Trump administration initially sought to conceal its policy of family separation from the US and
foreign publics, and succeeded in keeping the policy secret for several months (Horowitz, 2021).
The public broadly wants the government to make scientific advancements, but not at the expense
of unethical research practices. Government scientists during the 1950s-1970s thus administered
unethical experiments on remote, marginalized communities—ethnic minorities, prisoners, and the
mentally ill—hoping to reap the policy benefits while concealing the controversial research practices
that contributed to breakthroughs (ACHRE, 1996).

While the policy domain is potentially broad, existing research on secret government action is



primarily advanced by scholars of international security, with a particular focus on covert inter-
vention (Spaniel and Poznansky, 2018; Poznansky, 2020; Carnegie, 2021). Thus for concreteness,
we characterize the government in our theory as an “Intervener” that seeks to influence political
developments in a foreign country, and the secret policies they pursue as a controversial covert
operation. The Intervener is accountable to an audience that generally deems the covert action to
be “unscrupulous”, and in conflict with principles that the audience values. The Intervener worries
that an exposed covert action will tarnish their reputation, resulting in some form of punishment
from the audience.

Previous studies have considered audiences in the form of an international community who cares
if the Intervener violates international laws and norms (Poznansky, 2025; Bull, 2002); Congress or
other political elites who want the president to adhere to institutional constraints (Smith, 2019;
Colaresi, 2012); or the press and the broader public, who care about principles of transparency and
integrity in government (Spaniel and Poznansky, 2018; Myrick, 2020). Our abstract theoretical
model can incorporate this variety of substantive considerations.

Consistent with prior research, we assume that the Intervener is concerned with both achieving
a successful policy outcome, and maintaining plausible deniability for actions that an audience finds
objectionable. We depart in our assumptions about what plausible deniability requires. Existing
theories focus on direct evidence as the determinant of whether plausible deniability is maintained.
In a comprehensive review, Poznansky (2022, 523-524) identifies three “threats to plausible deniabil-
ity” at the state level: leaks, rival intelligence, and information and communication technology—all
variants of direct evidence. In the two game-theoretic analyses most similar to ours, Spaniel and
Poznansky (2018) and Canfil (2022) both assume that a cost is automatically imposed on the ad-
ministration when covert action is revealed, but do not allow for the possibility of reputational
costs arising from inference or speculation on the part of the audience.

We argue that audiences are clever, creating a previously unexplored barrier for sustaining
plausible deniability. Specifically, audiences draw inferences from the strategic context. This in-
cludes their knowledge of the Intervener’s preferred policy outcome, its capabilities to achieve that
outcome through unobservable actions, and the likelihood that the outcome would occur in the
absence of intervention. We argue that Interveners can use a cover story to offset these strategic

inferences and maintain plausible deniability.



2 Characterizing a Cover Story

We begin with a general definition:

Definition 1 (Cover story) A cover story is a publicly observed government action which reduces
an audience’s belief that the government implemented a distinct, unobserved, secret action to achieve

a recently observed policy success.

We now describe a simple model of audience learning about government policymaking, to iden-
tify a set of basic conditions under which a cover story can arise. The model takes the government’s
behavior as given, and asks what the audience can infer about unobserved behavior given the in-
formation they observe. In particular, given a policy success, does the audience believe that the
government took an unobserved covert action to achieve it? If the observation of an overt action
reduces the audience’s suspicion that covert action was used, we say that the overt action provided
a cover story.

The model’s essential features are as follows (Appendix 7.1 presents technical details). The
government takes either public action (a, € {0,1}), covert action (a. € {0,1}), both, or neither,
according to a commonly known probability distribution. The use of public and covert action can
be positively or negatively correlated. The audience observes the public action directly. When
covert action is taken, it is directly exposed (z = 1) with some known probability. Both actions
contribute probabilistically to a policy success (denoted y = 1) or failure (y = 0). The actions can
be complements or substitutes in the policy production function.

The audience observes a history h = (ap,y,2) € {0, 1}3, and forms a posterior belief of the
probability that the government did not use covert action, 7(%%2) = Pr(a. = 0|(ap,y, 2)). When
covert action is directly revealed, there is no uncertainty in the audience’s belief (n(ap’y’zzl) =0);
but when the audience does not observe direct evidence of covert action (z = 0), their beliefs depend
on circumstantial evidence—their knowledge of the probabilities of each action profile (given in (5)),
and of the policy success function (given in (6)).

With this setup, we obtain the following general result:

Result 1 If public and covert action are not too complementary, and their use is not too positively

correlated, then overt actions increase the probability of policy success and function as cover stories.



Figure 1: Audience Beliefs given Circumstantial Evidence
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Note: Figure is constructed with additive effects of public and covert action. See Appendix 7.1 for details, and for
other examples in which the actions are complements or substitutes.

The two curves in Figure 1 visualize the audience’s posterior beliefs that covert action was not
taken, n(@¥=12=0) oiven that they observed a policy success (y = 1) and no direct evidence of
covert action (z = 0), under two different scenarios: when public action was taken (a, = 1, solid
yellow line), and when public action was not taken (a, = 0, dot-dashed red line).

Following Definition 1, the public action functions as a cover story when the yellow curve is
above the red curve—meaning that the observed public action reduces the audience’s suspicion
that an unobserved covert action was also used. To understand when and why this occurs, first
consider the audience’s beliefs when covert and public action are uncorrelated (horizontally in the
center of Figure 1). In this case, if the audience observes a policy success, they infer that some
government action likely contributed to it. Absent an observed public action, the audience is more
likely to attribute the unexplained policy success to an unobserved covert action.

The gap between the two audience beliefs widens as we move leftward from the center of
Figure 1, reflecting both the indirect reasoning just discussed, and the fact that the use of public
action directly implies that covert action is less likely to have been used. Notably, the public action
still serves as a cover story even when public and covert action are somewhat positively correlated.
This remains true as long as the indirect reasoning regarding the need to explain a successful

outcome dominates the direct reasoning regarding the leader’s correlated use of both policy levers.



These results show how cover stories can emerge under general conditions. The analysis so
far has been entirely agnostic as to why the government is taking these actions with the specified
probabilities, or what the government’s objective function is. In reality, we should expect the gov-
ernment to strategically select policies, conscious of both the desired outcome and the audience’s
beliefs regarding the means by which it was achieved. Such strategic government behavior will in
turn alter the audience’s beliefs regarding the government’s actions, creating a complex feedback
process. Consequently, it is unclear whether and under what conditions a cover story can be delib-
erately used by the government for reputational management, and still influence audience beliefs

as the government intends. We address these questions next, through game-theoretic analysis.

3 A Strategic Model of Covert Action and Cover Stories

3.1 Model Setup

We study an interaction between a leader L of an Intervener state, and an audience A who can
hold the leader accountable.

Figure 2 presents the timing of the game. We discuss each step in turn.

Leader types. To incorporate the reputational considerations discussed above, we assume the
leader has a privately known type, 6 € {0, 1}, which determines how intrinsically costly the leader
finds covert action to be: 6 = 1 denotes a “scrupulous” type, and 8 = 0 denotes an “unscrupulous”
type.! In the first step of the game, this type is drawn by nature and observed privately by the

leader; the audience holds a prior belief that Pr(f =1) =m € (5,1).

D=

Policy options. The leader has two policy levers: a public (overt) action a, € {0,1}, which is
observed directly by the audience; and a covert (secret) action a. € {0, 1}, which is only observed
probabilistically. The leader can enact either one, both, or neither of these policy levers. Referring
back to our opening anecdote for concreteness, a, can represent the Eisenhower administration’s
imposition of economic pressure on Cuba through slashing sugar quotas and oil embargoes, while

a. can represent CIA efforts to assassinate Castro or oust him via support of Cuban exiles.

1Section 7.5 explains how our core results obtain in a model with homogeneous leader types.



1. The leader L’s type 6 € {0,1} is realized by Nature and observed privately by L.

2. The state variable w € {0,1}, and the cost variable k. € [k, k¢|, are realized by Nature

and observed privately by L.

3. The leader chooses whether to take public action a, € {0,1} (which the audience, A,

observes), and covert action a. € {0,1} (which A does not observe directly).
4. The policy outcome y € {0, 1} is realized, according to the probabilities given in (1).
5. The covert revelation z € {0, 1} is realized, according to the probabilities given in (2).

6. A observes (ap,y, z) € {0,1}?, and chooses whether to punish or reward L, r € {0,1}

Figure 2: Game Sequence

Before L decides which policies to authorize, in step 2, L receives private information about
each of the policy options. First, L learns about the effectiveness of public action, denoted by the
state variable w € {0,1}: the leader observes w privately, and the audience holds a prior belief
that Pr(w = 1) = 7 € (0,1). Second, the leader learns the cost k. of covert action, which is
drawn from a type-specific distribution F(z) = Pr(k. < x;6). We assume that FO is continuously
differentiable with support [k, k.|, and that F! has a lower bound of (1 + 3); this restriction on
F! means that covert action is always prohibitively costly for the scrupulous leader, as we discuss
below. The leader observes k. directly, while the audience only knows its distribution.?

Substantively, step 2 represents the leader’s advisers briefing her about the available policies,
and the advisers’ best assessments of the benefits and drawbacks of each. Returning to Eisenhower’s
Castro policy, now-declassified documents indicate that the CIA assessed that the Soviets would
effectively mitigate the impacts of US economic pressure tactics (FRUS, 1960). As such, NIE
85—2-60 argued that “Castro will almost certainly remain in power through 1960”, despite the
overt policies being pursued (CIA, 1960). Notably, these intelligence assessments were private,
and foreign and domestic audiences faced uncertainty as to whether such policies could actually

contribute to Castro’s downfall. Indeed, one Cuban exile leader—while dismissing the possibility of

2 Assuming that k. is privately observed is not necessary for the model’s results; see Appendix 7.2.



military intervention—stated in January 1961 that Castro was likely to fall within three months “in
view of the economic paralysis and growing discontent” among the Cuban people (Brewer, 1961a).

In step 3, the leader chooses which of the policy options to pursue, a = (ap, a.) € {0, 1}2.

Policy outcomes. In step 4, the policy outcome y € {0,1} is realized, where y = 1 denotes
success, and y = 0 denotes failure. The policy outcome is a probabilistic function the leader’s

action a, and the effectiveness w of the overt action. The policy production function is

ap=1&a.=1
o, a,=1&a.=0
Pr(y = 1la,w) = ; (1)

ae, ap=0&a.=1

ap, ap=0&a.=0

where o denotes the probability of success due to exogenous factors. We assume ag < ag < a:}) < 1:

w

public action (weakly) increases the probability of success in either state (a

> ap); it is more

0

effective when w = 1 than when w = 0 (a,

< a3); but it never guarantees success (i < 1).

Likewise, we assume g < a, < 1 (but impose no restriction on the relative efficacy of covert vs.

public action). When covert and public action are taken together, the probability of success is?

Pr(y =1lap = ac = L,w) = a. = o + (1 — )

pc = p

We note that this specification is compatible with covert and public actions being either comple-

ments or substitutes in the policy production function.*

Covert revelation. The leader initially takes covert action in secret, but accepts some irreducible

risk of direct exposure. In step 5, z € {0, 1} denotes whether covert action is exposed, with

Pr(z =1|a) = ac\ (2)

3Following Spaniel and Poznansky (2018), we consider the probability of failure as the joint probability of both
covert and public action failing independently: Pr(y =0lap = ac = 1,w) = (1 —a5)(1 —ac). Then o, =1—Pr(y =
Olap = ac = 1,w).

4The two policy levers are complements <= a,. —ap > ac — o <= ao > oy Q.



Whenever L refrains from covert action, A observes z = 0;°> but if L does take covert action,
A observes z = 1 with probability A € (0,1). We refer to A\ as the level of transparency in the

policymaking environment.

Audience punishment/reward. In step 6, the audience chooses whether to punish (r = 0) or
reward (r = 1) the leader. The audience receives a payoff of 1 for rewarding a scrupulous leader,

or for punishing an unscrupulous leader, and 0 otherwise:%

Ua=1[r =10 (3)
The substantive interpretation of this action depends on the audience. For a domestic voter, r
can represent the choice to support the incumbent leader against her electoral challenger. For a
legislature, it can represent the choice to punish the executive by withholding funding of its policy
priorities, curtailing its statutory authority, or imposing political costs through public investigations
(Colaresi, 2012; Spaniel and Poznansky, 2018). For foreign audiences, r can represent the choice
over whether to cooperate with L on future foreign policy initiatives, or to withdraw from L’s bloc
or alliance system more broadly (Poznansky, 2025). In each case, the audience prefers to “reward”
the leader if and only if the leader is scrupulous, but is uncertain about the leader’s true type. We
assume m > %, meaning that leader enjoys a “presumption of innocence”; the audience is disinclined
to punish the leader based on their prior beliefs of her type, but may be swayed toward punishment

on the basis of direct or circumstantial evidence.

Leader’s payoff. The leader’s payoff is

Ur =y —acke — apky, +1p (4)

Both leader types enjoy a benefit normalized to one for a successful policy outcome (and zero for
failure); they receive a reputational benefit of 5 when rewarded by the audience (with the “penalty”
of punishment normalized to zero); and they pay direct costs &, and k. for taking public action and

covert action, respectively. As stated above, the factor that distinguishes the two types of leader

®This means that A never observes “false positives” (i.e. direct evidence of covert action that was not taken). See
Appendix 7.2 for discussion.
5See Appendix 7.2 for discussion of alternative assumptions regarding audience preferences.
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is the distribution from which their covert action cost k. is drawn. Scrupulous leaders always
find covert action to be prohibitively costly. Unscrupulous leaders are less intrinsically opposed to
taking covert action; whether or not they do so depends on the realization of k., and the incentive

scheme created by the audience’s endogenous punishment /reward strategy.

3.2 Analysis

When a leader’s most effective policy option is a controversial covert action, how does she both
achieve a successful policy outcome and maintain plausible deniability for the actions she took to
achieve it? Our analysis reveals that the leader’s optimal strategy depends on transparency, with
novel behavior emerging when transparency is low.

We begin by characterizing the novel equilibrium behavior that our analysis will reveal.

Remark 1 If the direct costs of public action outweigh the direct policy benefits—that is, in the

unfavorable state, w = 0—a cover story motivation is necessary for the leader to take public action.

Our model is structured so that the leader has two possible incentives for public action: increas-
ing the probability of a policy success, and maintaining a favorable reputation with the audience.

When w = 0, the direct costs of public action outweigh the direct benefits,”

k, > Elylay, =1, ac,w] — Elyla, = 0,a¢,w], a.=0,1,

meaning that public action cannot be justified by policy incentives alone. Thus when the leader
takes ineffective public action, we can be certain that she would not have done so in the absence

of reputational incentives.

Definition 2 (CSE) The leader employs a “pure” cover story by taking public action when the
direct costs outweigh the direct policy benefits, while also taking covert action. A cover story

equilibrium (CSE) is an equilibrium in which a pure cover story is played with positive probability.

For the remainder of the game-theoretic analysis, our use of the term “cover story” will refer

to the “pure” case described in Definition 2. A cover story (as defined in Definition 1) can arise

"This parameter restriction is imposed by Assumption 1.
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under more general conditions, per Result 1; but the narrower focus of Definition 2 highlights
the theoretically hard case for cover stories to emerge in equilibrium, and presents clear, ex-ante
empirical conditions where we are theoretically confident that a cover story is necessary to explain
a leader’s behavior.

Central to the equilibrium logic is the audience’s posterior belief that the leader is scrupulous.
This belief depends on the risk of direct exposure of covert action, represented by the transparency
parameter \: the level of transparency not only determines whether the audience observes evidence
of covert action directly, but also affects the inferences that the audience can draw in the absence of
any direct evidence. We can thus characterize the model’s equilibrium as a function of thresholds

in this parameter.
Proposition 1 There exist thresholds \* and \** such that:®
o [f transparency is high (A > \**), the leader never takes covert action.

o [f transparency is at an intermediate level (\* < X\ < \**), the leader takes covert action with

positive probability, but never uses a cover story.

o [f transparency is low (A < \*), the leader uses a cover story with positive probability; that

is, all equilibria are CSE.

The following sections discuss the intuition behind the equilibrium behavior we observe across

these ranges of transparency. Proofs for all formal results are presented in the appendix.

3.2.1 The disciplining effect of high transparency

From A’s utility function (3), we see that the audience’s equilibrium strategy depends on their
posterior belief of the leader’s quality. Given the observed history of the game h = (ap,y,2) €
{0,1}3, the audience forms a belief " = Pr(@ = 1|h). A prefers to reward the leader (r = 1) if
p > 1 and punish (r = 0) if p < 1.

Recall that the scrupulous leader never takes covert action. Thus, upon directly observing

covert action (z = 1), the audience draws the most negative possible inference of the leader’s

8This result invokes assumptions regarding parameter restrictions and equilibrium selection; see Appendix 7.2.
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scrupulousness (u%¥*=! = (), and punishes the leader accordingly. When transparency is high
(A > X\*) the risk of direct exposure and ensuing punishment disciplines the unscrupulous leader
into never taking covert action.? Under this condition, both leader-types exhibit the same behavior:
they take only public action given a favorable state (a = (a, = 1, a. = 0) when w = 1), and otherwise
do nothing (a = (0,0) when w = 0).

Now suppose that, despite the leader’s inaction, the audience observes an “unexplained success” —
that is, a successful outcome with no public action and no direct evidence of covert action (formally,
h=(ap, =0,y =1,z =0)). Knowing that the leader never takes covert action under high trans-
parency, the audience rationally attributes the unexplained success to random luck (which can occur
with probability agp). Consequently, their belief of the leader’s scrupulousness remains unchanged
ap=0,y=1,2=0

(w = ), and the audience does not punish the leader (because m > 1).

3.2.2 The problem of unexplained success

When transparency falls into the intermediate range (A falls below A\**), covert action (some-
times) becomes a worthwhile gamble for the leader. If the direct costs (k) are low, the leader
will accept the risk of exposure in exchange for increasing her chances of a policy success. This
complicates the audience’s inference. Upon observing an unexplained success, the audience infers
that one of two things must have happened: either the leader took no action, and the success arose
due to random luck; or the leader took covert action, but no direct evidence came to light. The
relative weight that the audience assigns to each possibility depends on the level of transparency.
As transparency decreases, the leader becomes more likely to take covert action, and the audience
becomes less likely to observe covert action if it is taken. Both contribute to audience suspicion
following an unexplained success.

This shift in leader strategy and audience beliefs is visualized in Figure 3. On the far righthand
side (highest transparency), the leader uses covert action only infrequently; after observing an
unexplained success, the audience is willing to believe that the outcome is attributable to random
luck, and refrains from punishing the leader. This favorable inference can only be sustained up to a
point, however. As transparency decreases, the absence of direct evidence of covert action becomes

less informative as to whether or not covert action was actually taken, and the audience’s belief

9Note that, under some parameter values, A** may be above 1.
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Figure 3: Leader Strategy and Audience Beliefs
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Note: Figure depicts leader strategies and audience beliefs in an equilibrium characterized by Proposition 1. 7 is
the prior probability the leader is scrupulous; u(ap,y, z) denotes the audience’s posterior belief. Note that under the
parameter values used to construct this figure, A** > 1, so the figure only depicts equilibrium behavior within the
“low” and “intermediate” ranges of transparency.

places more weight on covert action rather than random luck being the cause of an unexplained
success. Eventually, the audience’s posterior belief p@=0¥=12=0 (the red dot-dashed line in the
figure) falls below %, and they fully punish the leader purely on the basis of circumstantial evidence.

At the same time, in the intermediate range of transparency (A\* < A < A**), the audience’s
belief is more favorable after seeing the leader take public action (because unscrupulous leaders are
no more likely than scrupulous leaders to take public action). This is visualized in the gold dotted
line in the figure remaining flat at m over the range of A > A\*. As a result, the audience does not

punish the leader when they observe public action under intermediate (or high) transparency.

3.2.3 The value of the cover story

The two aforementioned features of the audience’s strategy—punishing unexplained success, but
rewarding public action—provide the rationale for the leader’s use of a cover story. Consider the
unscrupulous leader’s evaluation of her policy options when she (privately) expects public action

to be ineffective (w = 0), but a relatively low-cost covert action is available (k. low). She could
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pursue the covert action alone, accepting that if it succeeds, she will face severe backlash from the
audience whether or not direct evidence comes to light. Alternatively, in addition to pursuing the
covert action, she could also take the ineffective public action, claiming that she actually expects
it be effective. If the successful outcome is achieved, and direct evidence of covert action remains
unexposed, she can point to the public action as the cause of the policy success and hope that her

audience is willing to accept that explanation. This is the strategic logic of the cover story.

Remark 2 The successful use of the cover story depends on the audience’s uncertainty over the

effectiveness of public action.

Informational asymmetry between the leader and the audience is critical to the functioning
of our “pure” cover story mechanism. Suppose that the audience did know the value of w, and
thus knew whether a leader’s public action was effective or ineffective. Within the CSE, upon
observing the leader take ineffective public action, the audience would know that the public action
was serving as a cover story, and would immediately infer that the leader was simultaneously taking
covert action. What enables the cover story to work to the leader’s advantage is the audience’s
residual uncertainty over w. After observing public action, the audience assigns some probability to
it having been effective and pursued in good faith, and some probability to it having been deployed
as a cover story.lo

The following corollary formally outlines the conditions under which a cover story is a worthwhile

gambit for the leader:

Corollary 1 (CSE comparative statics) The leader uses a cover story when transparency is

low, A < X*. The threshold \* is:
e increasing in the effectiveness of covert action, a;;
o decreasing in the direct cost of public action, ky;
o and, if ag is low, \* is increasing in the leader’s value for audience approval, 3.

The leader’s use of a cover story entails a tradeoff between the direct cost of public action (k,),

and the reputational benefits bestowed by the audience (). The cover story only serves to improve

0For technical details, see Remarks 6 and 7 in Appendix 7.4.
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the leader’s reputational payoff (relative to taking covert action on its own) if (i) covert action is
not directly exposed (which occurs with probability 1— \), and (ii) the policy succeeds (probability
a.), since the audience has little reason to suspect covert action given an unsuccessful outcome.
Thus the net benefit of a cover story is increasing in o, and in 3, and decreasing in £, and in A.
Technically, our model setup assumes that the audience observes a,, y, and z simultaneously,
and chooses whether to punish or reward the leader given all three pieces of information. In
reality, these observations are likely sequenced: the audience first observes the leader’s action, then
later observes the policy outcome and (possibly) direct evidence of covert action. Considering the
audience’s interim beliefs—after observing the leader’s action but before observing the outcome—

can provide further substantive insight into what the cover story accomplishes for the leader.

Corollary 2 (Cover Stories and Scrutiny) In any CSE, the audience’s interim beliefs of the
leader’s scrupulousness after observing public action (but before observing the outcome) are strictly

less favorable than their interim beliefs after observing no public action.

Either the state is favorable (w = 1) and both leader types would take public action, so the
audience learns nothing about the leader’s type from observing public action; or the state is un-
favorable (w = 0), and only the unscrupulous type would take public action. As long as there is
positive probability of the latter, the audience updates negatively about the leader’s type when
they observe public action.

Substantively, this result can explain the intuition—as suggested in the anecdote of Eisenhower’s
Castro policy—that public action itself can “draw attention” to an issue, and make rational audi-
ences more suspicious that a covert action is afoot. Our analysis demonstrates that, despite raising
short-term suspicion, cover stories provide leaders a long-term explanation for how events turned

in their favor without their having resorted to unscrupulous covert action.

3.3 Empirical Implications for Covert Action Research

One implication of our theory, relevant to all historical research into covert action, highlights

strategic complications that mission planners must navigate to achieve plausible deniability:
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Implication 1. In any observed case of covert action, covert mission planners within Intervener
states should not only be concerned with operational security and the risk of direct exposure of
their actions; they should also consider how they are perceived by a skeptical audience—even in
the best-case scenario that the operation succeeds and no direct evidence comes to light—and how
they might be able to allay the audience’s suspicion of their involvement. Further, in cases where
covert mission planners are least concerned with the risk of direct exposure, they should be most

concerned about being blamed by the audience in the event of an unexplained success.

In light of these concerns, when Interveners use covert action under conditions of low trans-

parency, we further expect:

Implication 2. The Intervener will use overt action as a cover story for their covert intervention.
The overt action should be less objectionable to the audience than the secret policies that the leader
hopes to cover up. It should not be too intrinsically costly (k, low), and it should be plausible,
from the audience’s perspective, that the action could significantly contribute to the likelihood of

policy success (azl, > ).

Implication 3. The Intervener should make an effort to connect the favorable policy outcome to

the public action in the mind of the audience.

Implication 4. The audience should be convinced by the cover story, to a sufficient degree that
they are willing to refrain from punishing the leader. Specifically, they should infer that covert
action was unlikely to have been used; and this inference should be based partly on the absence of
direct evidence, and partly on the observation of public actions that the policymaker took which

ostensibly contributed to the policy success.

3.4 Alternative Theories of Joint Covert and Overt Actions

We hope to encourage further research on the strategic interdependence between open and secret
government actions across a range of political contexts. To aid in this effort, we briefly discuss two
potential alternative explanations for the joint use of secret and overt actions: a “policy buildup”

and “comprehensive pressure”.

17



In a policy buildup, a leader pursues different policy options sequentially. She first authorizes
the less controversial overt policies; if they fail to achieve the desired outcome, she then ratchets
up, eventually authorizing covert action. One key distinction from a cover story is that under a
policy buildup, the leader originally hopes to achieve the desired outcome through overt actions
alone. Covert actions are only pursued once the public actions have been attempted and failed.
Thus, in any case where covert action preceded the public action, or the decisions to authorize both
actions were made simultaneously, we can be confident in ruling out a policy buildup.

Under comprehensive pressure, leaders implement overt and covert policies simultaneously, be-
lieving that each action has direct policy benefits which outweigh the associated costs. There are
many variants of comprehensive pressure, but two seem especially relevant in the international
security context. First, leaders may want to maximize their chances of achieving a primary policy
objective (for instance, removing a foreign leader or regime from power), and view both covert and
public actions as substantially increasing the probability of success. Second, leaders may view overt
actions as useful for advancing some secondary objective, in the event that the primary objective
fails (for instance, weakening or isolating a target regime in case it remains in power).

Three implications help to differentiate comprehensive pressure from a cover story. First, com-
prehensive pressure cannot explain the use of public actions that policymakers have judged to be
counterproductive, or too ineffective to justify the associated costs. Second, comprehensive pres-
sure cannot explain why overt actions would be pursued in ways that draw unnecessary attention
to government policies without enhancing the chance of success. Third, cover stories and com-
prehensive pressure may imply divergent impacts of the public action on audience beliefs. Under
some variants of comprehensive pressure described above, if it were the primary motivation for
overt action, we would expect a positive correlation between the uses of covert and public action.
Following our analysis in Section 2, this would imply that the audience should draw an unfavorable

inference regarding the leader’s conduct when they observe public action and a policy success.

4 Operation PBSUCCESS

The 1950 presidential election marked the first time in Guatemala’s history that power was

peacefully transferred from one democratically-elected leader to another. From an institutional
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perspective, the 1950 election suggested that democracy was working (Fraser, 2005, 487). But it
was not working for the United States. US policymakers grew alarmed watching newly elected
President Jacobo Arbenz appoint communists to government positions (Immerman, 1982, 108) and
implement land reforms (Schlesinger and Kinzer, 1982, 53). In his memoirs, Eisenhower worried
that “Communism was striving to establish its first beachhead in the Americas by gaining control
of Guatemala.”!!

In August 1953, Eisenhower authorized the covert CIA operation PBSUCCESS. The first
phase involved establishing bases in neighboring countries, which would be used to train and arm
480 Guatemalans to overthrow the Arbenz government. The CIA also groomed a staunch anti-
communist and former coup-plotter, Castillo Armas, to lead the rebellion. But the genius of the
plan lay in the psychological operations (Cullather, 2006). Because the CIA was skeptical that
a small paramilitary force alone could overthrow the government, they also developed offensive
psychological operations to convince loyalists that defending Arbenz was futile and would lead to
reprisals. Such operations also included a media blitz across Latin America, and threats and bribes
of Guatemalan politicians to have them recognize the coup plotters as the rightful government
(Schlesinger and Kinzer, 1982, 114).

PBSUCCESS is widely seen as a successful covert action. Arbenz resigned on 27 June 1954 in
the face of military incursions, and the CIA avoided direct evidence of their involvement. Broadly
speaking, the Eisenhower administration retained enough plausible deniability to avoid backlash
from foreign or domestic audiences.

Following best practices in case-evaluation of formal models, we conduct a within-unit analysis
(Gerring, 2004), mapping several interconnected beliefs, expectations and choices from our theory
to the empirical record of the case (see Bates, 1998; Lorentzen, Fravel and Paine, 2017; Levi
and Weingast, 2022). Following Goemans and Spaniel (2016), Joseph, Poznansky and Spaniel
(2022) and others, we examine the historiography and primary source evidence of the Eisenhower
administration’s decision-making processes, paying particular attention to the choice nodes that
we model. We develop case-specific hypotheses regarding the decisions and beliefs that our theory

predicts at each moment, and we evaluate them against leading alternatives.

1 Quoted in Schmitz (1999, 179)
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4.1 Case Selection, and Calibrating the Parameters

Following Bates (1998), we identified Eisenhower’s Guatemala intervention as a case fitting
the core strategic tension characterized by our model. Eisenhower'? believed that stopping the
spread of communism required that the US maintain a reputation as promoting the principles of
sovereignty, self-determination and democracy (Rabe, 1988, 166). Yet there remained uncertainty
over the US’s commitment to these values—reflecting uncertainty over the leader’s “type.” Eisen-
hower understood that using military force to overturn a democratically elected government in
Guatemala would “stigmatize our international reputation” (CIA, 1954b), and that the exposure
of this effort would induce damaging reactions from the US public and international audiences,
particularly in Latin America (Schmitz (1999), Jeffreys-Jones (2022), Poznansky (2019, 86)).

The conditions of this case fit the parameters of our model that support a cover story equilib-
rium, consistent with Corollary 1. The minimal communications technology in Guatemala, along
with the CIA’s relatively advanced capabilities in ensuring tight operational control (Cullather,
2006, 7), imply a low level of transparency (A). The recent success of a similar playbook to oust
Mossadeq in Iran undetected gave the Administration confidence that covert intervention was their
best chance of success (higher «.). The preceding discussion, along with the fact that Eisenhower
was facing reelection at home, imply high reputational concerns (high 3).

We found theoretically that a cover story was a necessary motivation for overt action if the leader
privately assessed that the costs of overt actions alone outweighed their direct policy benefits. In
practice, it is difficult for researchers to precisely quantify relative costs and benefits associated
with the theoretically optimal combination of overt actions. However, we can gain leverage on this
condition by examining policymakers’ evaluations of their available policy options.

At multiple points in the years preceding PBSUCCESS, the US government considered vari-
ous forms of overt action but ultimately decided against them. Truman considered implementing
economic sanctions and diplomatic isolationist policies toward Guatemala in 1949-1950, but “it
was decided at this time that such drastic measures were not yet advisable” because they would
not create meaningful local pressure for the government to change policy, and could even galvanize

Guatemalan support for Arbenz (Immerman, 1979, 218). A robust policy discussion among State

12Given historical debates about Eisenhower’s role in foreign policy, and the degree of CIA autonomy, we focus on
Eisenhower and the Dulles brothers, as well as their subordinates at CIA and State (Divine, 1981; McAuliffe, 1981).
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Department officials about exploiting economic and diplomatic leverage emerged in 1952. But pol-
icymakers discounted the possibility, believing that the Soviets were likely meddling covertly, and
“it was necessary to fight fire with fire” (Immerman, 1979, 239): some form of US-backed military
intervention was necessary to oust Arbenz or alter his policy.!> The US Ambassador to Guatemala,
John Peurifoy, advised in December 1953 that the application of economic sanctions—a seemingly
plausible overt means of undermining Arbenz’s hold on power—would likely backfire, as it might
“damage irreparably the propertied class and prevent it from retarding the advance of Commu-
nism” (FRUS, 1953b). In short, even though Eisenhower was ultimately willing to authorize overt
policies and PBSUCCESS concurrently, overt options were deemed not to be viable on their own
(Cullather, 2006, 35).

The decision-making processes that led policymakers to dismiss overt actions alone are complex.
But one critical factor was that there were no local actors were willing or able to capitalize on the
opportunities that overt US actions could create. Cullather (2006, 34) writes that the “‘only
organized element in Guatemala capable of decisively altering the political situation,” the Army,
showed no inclination toward revolutionary action” (see also Rabe, 1988, 55). Even Castillo Armas,
the CIA’s hand-selected leader of the invasion force later in 1954, “showed little inclination to launch

his revolution without Agency support” (Cullather, 2006, 33).

4.2 The Puzzle of Overt Action

From the outset of planning Operation PBSUCCESS, plausible deniability was viewed as essen-
tial to the mission’s success (Immerman, 1982, p133). “Covert accomplishment of the objectives
of PBSUCCESS”, according to a planning document in late 1953, was to be “defined as meaning
accomplishment with plausible denial of United States or CIA participation” (FRUS, 1953a) after
the operation was concluded. Administration officials repeatedly warned mission planners: “don’t
get caught” (FRUS, 1954).

But there is only so much that careful planning can do. With officers stationed across Latin
America to train and supply the coup plotters—even opening an operation center inside of Guatemala

in December 1953 (Cullather, 2006, App. A)—there always remained a risk of direct exposure, par-

13The CIA launched a preliminary covert mission called PBFORTUNE to assassinate Arbenz’ political supporters
(not overthrow the regime). It is unclear if Eisenhower approved it. PBFORTUNE was greatly scaled back during
implementation, and was not exposed.
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ticularly after the active phase of PBSUCCESS was given the “full green light” in April 1954.

Given the intense focus on maintaining secrecy, we might expect that the administration would
try to divert public attention away from Guatemala as CIA officers were in the field, to minimize
the risk of direct exposure. Yet we observe the opposite. US diplomatic activity leading up to
the coup indicated intense interest in political developments within Guatemala. In early 1954,
Ambassador Peurifoy and others made inflammatory statements that the US would not tolerate a
communist country between Florida and the Panama Canal. In March, at the Caracas Conference
of the OAS, Eisenhower forced an anticommunist resolution designed to isolate Guatemala first on
the meeting’s agenda (Immerman, 1982, ch 19).

During the military phase of PBSUCCESS, when the CTA was most exposed, the Administration
ramped up their overt policies. On May 15, a freighter carrying weapons that Arbenz had purchased
from Czechoslovakia landed in Guatemala (Immerman (1982, 155); Schlesinger and Kinzer (1982,
147)). Arbenz had hoped to keep the shipment secret, but the US discovered it the next day
(Cullather, 2006, 80). Rather than minimize the episode, Eisenhower expressed public outrage.
He invoked the Monroe Doctrine and imposed a naval blockade to prevent future arms shipments
into Guatemala (Cullather, 2006, 79). In fact, from the US perspective, the Czechoslovakian arms
shipment was serendipitous: before discovering the shipment, the CIA had planned to fabricate a
Soviet arms cache, under operation WASHTUB (Cullather, 2006, 101), which the US would then
“discover” and exploit publicly.

Around the same time, the US convened an emergency meeting of the OAS, where Dulles
delivered an impassioned speech attacking the Guatemalan government. This was at Eisenhower’s
direction, who instructed his diplomats that “By every proper and effective means we should
demonstrate to the courageous elements within Guatemala who are trying to purge their government
of its communist elements that they have the sympathy and support of...the US.” By “proper”,
Eisenhower meant public and short of calling for military intervention (Bowen, 1983).

Why would Eisenhower shine a light on US concerns over Guatemala when covert operations
were underway? The conventional explanation, to the extent one exists, is that Eisenhower simply
authorized all available policies, both overt and covert, to maximize the chance that Arbenz would
step down (e.g. Cullather, 2006, p59). But given Eisenhower’s focus on maintaining secrecy, this

explanation cannot account for how and where the Administration publicized overt actions as
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PBSUCCESS was unfolding. For example, while PBSUCCESS relied partly on broadcasting anti-
Arbenz messages across Guatemala, mission success did not requrie that these messages be voiced
by American foreign policy elites. In fact, there was concern that “hard hitting speeches against
Guatemala by personages in the United States Government could be counter-productive and would
particularly alienate those non-Communists whose actions are influenced by nationalist emotions”
(CIA, 1954f). Contemporary reporting in the New York Times validated this concern, observing
that “the outcry of the United States against the arms shipment...had produced a solidarity of
Guatemalan opinion behind the government that had been surprising even to government leaders
themselves!” 14

Mission success also did not depend on US domestic support. Nonetheless, DCI Dulles delib-
erately exaggerated the scope of the weapons shipment to prompt Congressional statements and
press coverage within the United States (Cullather, 2006, p59). These tactics carried significant
risks. Assistant Secretary of State Cabot had previously warned that if US “public opinion should
become too aroused and excited, there might be embarrassing demands for [overt] action... [that
were] altogether infeasible” (CIA, 1953). Indeed, the increased domestic interest in Guatemala
prompted the chairman of an anti-commmunist congressional committee (who was not read in on
PBSUCCESS) to travel to Guatemala a week before the invasion was launched. Dulles recognized
this tension: he expressed “special concern...that in their eagerness to expose international Com-
munism in Central America, the [congressmen’s| effort would ‘run afoul of or cross wires with’ CIA
operations (Holland, 2004, 315).” Yet rather than thwart these public congressional activities, CTA
leadership instead chose to let them become “drawn into the CIA’s cover stories for PBSUCCESS”
(Holland, 2004, 315). In what follows, we detail the broader role that a cover story played to

motivate US overt actions.

4.3 The Cover Story Explanation

Section 3.3 outlined four novel implications of our strategic theory. We now present empirical

support for each.

Quoted in (Taylor, 1956, 794)
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4.3.1 Implication 1: Concern for strategic inferences

To parse a strategic cover story from a situation in which policymakers simply deploy a cover
story after the fact, we must first establish that policymakers worried ex-ante about audience attri-
bution of covert action in the absence of direct evidence. We find that while planning PBSUCCESS,
administration officials expressed acute concerns for strategic inferences. An NSC memo in late
1953 acknowledged that “any major effort to dislodge the Communist-controlled government of
Guatemala will probably be credited to the United States, and possibly on CIA” (FRUS, 1953a).
Wisner laid out the concern more explicitly, stating that “documentary evidence may not be nec-
essary to establish the intervention case against the United States... a strong circumstantial case
could be as effective as actual evidentiary material” (CIA, 1954¢). He went on to warn: “There
is not the slightest doubt that if the operation is carried through many Latin Americans will see
in it the hand of the US. But it is equally true that they would see the hand of the US in any
uprising whether or not sponsored by the US” (CIA, 1954¢). Wisner is articulating the problem
that our strategic model illuminates: he understood from the outset that the absence of evidence
of US involvement would not provide sufficiently compelling evidence of absence of US involvement

to avoid blame for Arbenz’ ouster.

4.3.2 Implication 2: Overt actions to offset strategic inferences

The position just articulated is puzzling. If policymakers worried that they would be blamed
for a successful outcome even in the absence of direct evidence, and mission success required that
CIA avoid attribution, then why was PBSUCCESS approved? This tension drove weeks of debate
between Wisner and Henry Holland, the Assistant Secretary of State for Western Hemispheric
Affairs, over whether to substantially delay the launch of PBSUCCESS in April 1954. The chance
of successfully ousting Arbenz had peaked. Arbenz had been politically weakened by psychological
operations, but a recent NIE suggested he was tightening controls. Thus, if CIA did not act now,
they may never have the opportunity (Cullather, 2006, p42). However, Holland argued for delay
because recent factors had raised the risk that US actions would be inferred after the fact. Security
officers had found recording devices in the homes of CIA staff, and Arbenz had stumbled across

suggestive evidence of a US plot to fabricate a Soviet Weapons cache (Cullather, 2006, p42).
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In an influential memorandum summarizing this debate,'® Wisner began by stating the problem
that needed solving. He noted that even though it “is fair to assume that no irrefutable evidence
tying the project to the US Government is in the hands of the enemy”, one might still worry
that “if the operation is carried through many Latin Americans will see in it the hand of the US”
(CIA, 1954¢). Wisner then summarized Holland’s position on how best to manage this problem,
stating that one view was that this ex-post inference problem could be resolved via a moderate
delay to the coup, to allow the US additional time to take overt actions. While Wisner’s summary
does not explain how more overt actions would resolve the ex-post inference problem, he does
note, consistent with a cover story, that such a plan “would have to assume that there could be

’ Wisner

a vigorous and coordinated program of official and overt action and covert operations.’
instead argued in favor of moving ahead quickly without taking additional overt actions to maximize
plausible deniability. In justifying his position, he noted the efficacy of actions already taken to
offset strategic inferences, stating: “The security of the project is as good as can be expected and
fully in keeping with the estimates made and reported on numerous occasions starting with the
beginning of the project.”

In subsequent weeks, Wisner’s staff more directly justified overt actions as cover stories. They
argued that “preliminary steps could and should start now on an official basis maintaining fic-
tion of no PBPRIME [cypher for U.S Government] connection PBSUCCESS. Ambassadorial
approaches could be made to Presidents in KMFLUSH [Nicaragua] and WSHOOFS [Honduras| to
discuss UN/OAS issues. ... Joint positions must be achieved” (CIA, 1954¢, bolded emphasis ours,
italicized in original). These covert operators explicitly acknowledged that “International poli-

tics are not for us,” but they called for diplomatic action because they believed it was vital for

maintaining plausible deniability given ex-post inferences.

4.3.3 Implication 3: Referring to overt actions to convince an audience

Our third implication is that administration officials should attempt to connect observed out-
comes and public actions, to reduce suspicion of covert action. After Arbenz fell, and the public,

media, and international community began to speculate about US involvement, we find that high-

'50Only summary minutes from these meetings are available, rather than complete transcripts detailing the partic-
ipants’ logic.
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level US officials broadly publicized overt actions taken to cover up the covert actions. An NSC
report, later released to the press, argued that the US contributed to pressuring Arbenz to resign
through overt actions: “The Organization of American States was used as a means of achieving
our objectives in the case of communist intervention in Guatemala”; when the Arbenz Government
appealed to the OAS to accuse its neighbors of aggression, the US “took the position that the Or-
ganization of American States was ready, willing and competent to respond to the appeal” (CIA,
1955). Similarly, in response to Congressional questioning about US covert involvement in the
coup, Peurifoy pointed to the US “conducting its patrol” and “bringing the issue of the Communist
threat to the hemisphere ... through legal and established channels,” including the OAS (Congress,
1954, 133).

Consistent with a cover story as defined in Definition 1, these examples illustrate rhetorical
connections made between public actions and the successful outcome after the outcome transpired.
An implication of our strategic theory is that administration officials should also recognize the value
of a cover story before and during the operation. This is harder to evidence because there is little
reason to explicitly verbalize an explanation for a coup that has not yet occurred.

In our case, ex-ante opportunities for US officials to articulate a cover story arose in early
1954, when interested parties visited the US embassy seeking information about US policy toward
Guatemala. In one instance, John C. Hill, Second Secretary of the US Embassy in Guatemala,
recounted his conversation with a Guatemalan political elite (whose name is still classified) as

follows:

I told [redacted] that Ambassador Patterson had been quite correct in pointing out the
US policy of non-intervention. . . but [redacted] was quite wrong in thinking that the US
was not seriously concerned about the communist problem here. .. Assistant Secretary
Cabot and others had made our concern with Communism in Guatemala abundantly
clear in recent speeches; and we were now seeking means to combat Communism on
a hemispheric basis through cooperation with other Latin American nations at the
forthcoming Caracas Conference. ...In talking in this vein to [redacted] it was my
intention . .. to give him the impression that the US had no concrete plan for intervention

in the domestic affairs of Guatemala and continued its non-intervention policy.'

16CIA (19544a); emphasis added.
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This last sentence directly describes the logic of our strategic argument: the reason that Hill
highlights overt policies is to disclaim involvement in covert policies before the coup plot had

unfolded.!?

4.3.4 Implication 4: Audience reception of the cover story

Finally, we expect that observers will naturally be suspicious of US covert activity, and inves-
tigate the possibility of US involvement. But their suspicions will be offset, in part by the lack of
direct evidence, and in part by their belief that US public actions contributed to ousting Arbenz.

Several journalists and academics at the time analyzed US involvement in the Guatemalan af-
fair. Notably, two years after Arbenz was ousted, Taylor (1956)—a US-based historian of Latin
America—published a comprehensive “Critique of United States Foreign Policy” surrounding Ar-
benz’s removal. He reviewed journalistic inquiries into US policies, and academic and policy inves-
tigations into the US role published across Latin America and the United States. He also relied on
interviews with confidential Guatemalan sources.

Considering the question of whether the US was directly involved in plotting the coup or training

its perpetrators, Taylor finds:

It seems clear ...that the United States did little to disabuse Arbenz’ opponents of the
notion that North American aid, moral and/or military, would not be lacking when the
need arose. But it is difficult to find evidence which would clearly implicate Peurifoy or

other United States’ representatives in the plotting which resulted in Castillo’s invasion.

(Taylor, 1956, 793)

He separately considers whether US arms reached the revolutionaries indirectly, by way of third
countries friendly to the US, and finds: “It cannot be shown that any of the arms airlifted to
Honduras or Nicaragua [from the United States| ultimately appeared in the hands of the Castillo
Armas forces”. Nonetheless, “The conclusion that the United States played an important part in
the struggle in Guatemala seems inescapable”—most notably its “role in the United Nations which
tended to deny to Guatemala the privileges apparently guaranteed it by its membership in that

organization” (p. 797). Altogether, he concludes: “The inaction of the UN Security Council and

17See CIA (1954d) for another similar episode.
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of the Inter-American Peace Committee (as agent for the OAS) had combined with the successful
operations of Castillo Armas to overthrow the Arbenz government” (p. 801).

Consistent with the logic of our theory, Taylor’s inference that the US did not directly (and
covertly) contribute to the revolt relies on two premises: first, that no direct evidence exists; and
second, that the US was taking meaningful (and publicly observable) actions that tilted the balance
in Castillo Armas’ favor. In particular, Taylor’s interpretation is that US overt actions and public
statements contributed to Arbenz’ downfall by emboldening Arbenz’ opponents to mobilize against
him; preventing him (via the blockade) from acquiring weapons to fight back; and denying him the
option to appeal to regional security institutions for support.

A broad range of investigators arrived at similar conclusions. For example, Harsch (1954) offers
a more positive view on potential US intervention in Guatemala: “If there were no native revolu-
tionary movement to encourage and support, then some other ...remedy would have to be found.”
But he believes that covert action ultimately proved unnecessary because, “Fortunately, there was
a bona fide native movement; and, fortunately, Honduras was willing to let it be launched from
Honduran soil.” Instead, the CIA meaningfully contributed by “detecting the [Soviet] shipment
of arms and ammunition” and alerting the OAS to it. In a more critical account, Reston (1954)
openly speculates that the CIA was involved in Guatemala, but stops short of asserting that they
played a directly role in the coup—merely noting instead that the CIA was integral in uncovering
the weapons cache, and exploiting that episode to foster anti-Arbenz sentiment.

Perhaps surprisingly, we observe similar reactions from the Arbenz government itself. In a des-
perate cable to the UNSC, while Armas’ invasion was underway, the Guatemalan Foreign Minister
denounces a range of US overt actions: he accuses the US of “incitement” in its public statements;
of “encircling and boycotting our country”, leaving Guatemala “without an air force sufficient to
repel repeated acts of aggression”; and of signing military agreements which emboldened the “ag-
gressor governments” of Nicaragua and Honduras (UN, 1954). Yet the cable does not accuse the
US of providing direct, covert support to Armas—even though it explicitly accuses Honduras and
Nicaragua of doing so.

The broader reactions at the time are consistent with our theory in two other ways. First, we
assume that overt actions are costly, but less costly than the reputational harm that would follow

from the revelation of covert action. The US was criticized for its publicly observable support for
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the overthrow of a democratically elected government. The British Labor Party leader, for instance,
expressed that he was “rather shocked at the joy and approval of the American Secretary of State
on the success of this putsch”.'® Several Latin American governments viewed the blockade as an
unjustified violation of sovereignty; but the backlash was relatively minor (Friedman, 2010, 672),
compared to the backlash that would have followed from the exposure of PBSUCCESS.

Second, we theorize that cover stories do not conclusively convince the target audience that
covert action was not taken. Rather, they offset suspicion only enough for the Intervener to avoid
backlash. Indeed, some observers speculated about US involvement shortly after Arbenz fell because
they understood US incentives were consistent with the outcome (e.g. Grant, 1955). But the
suspicion was not enough to cause the reputational harm that had worried administration officials at
the outset. Indeed, the lack of international or domestic backlash is part of the reason that historians

consider PBSUCCESS a successful case of covert regime change (Immerman, 1982; Schmitz, 1999).

4.4 Alternative Explanations for Overt and Covert Action

We now consider potential confounds, given the two other reasons for joint overt and covert
actions detailed in Section 3.4.

Policy buildups involve deploying overt actions before covert actions. As described above,
Immerman (1979) comprehensively reviewed US policies before PBSUCCESS and found that the
US considered but did not take overt actions in the years prior to authorizing the covert intervention
(we also discuss Cullather, 2006, 35). Rabe (1988, 43) agrees, noting also that US only started
to implement overt policies in late 1953 when “the Department of State began a campaign to
convince the other nineteen Latin American nations of the threat that Guatemala posed to their
security. Simultaneously, President Eisenhower and his most trusted aides secretly developed a
plan to destabilize and overthrow Jacobo Arbenz” (emphasis ours). Indeed, the actual coup was
implemented long before the US government was able to assess whether any concurrent overt policies
would prove to be effective. This sequencing is sufficient to rule out the policy buildup alternative.

Comprehensive pressure involves overt actions that are expected to yield direct policy benefits
that outweigh their associated costs. In Sections 4.1 and 4.2, we presented evidence that some

public actions were counterproductive, or were not pursued in a manner that maximized their

8Quoted in Taylor (1956, 804)
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direct effectiveness.

Within the context of our case, two of the most plausible variants of comprehensive pressure
would have induced different reactions from audiences after the mission was completed. The first
variant suggests that Eisenhower sought diplomatic isolation to contain Arbenz should PBSUC-
CESS fail to oust him. Second, Eisenhower could have engaged others at the OAS to offset backlash
in the event that PBSUCCESS was exposed. By the logic of either of these alternative explanations,
audiences should have directly inferred that covert action was being taken, given the observed overt
actions designed to support the covert activity. To the contrary, and consistent with the predictions
of our strategic cover story, we have shown that that the suspicions of prominent audiences were
mitigated, rather than exacerbated, by observed overt actions.

As a more general takeaway, it is worth emphasizing the following: we have evidenced that key
US decision-makers (i) expressed an acute concern over strategic inferences; (ii) viewed plausible
deniability in the face of strategic inferences to be critical to mission success—indeed, considering
the mission a failure if plausible deniability was not maintained; and (iii) nonetheless authorized
the covert intervention. It logically follows that these decision-makers must have found some
means of managing strategic inferences, to an extent that made them willing to pursue the covert
intervention. Our proposed cover story offers a coherent explanation that resolves this puzzle; the

alternative theories that we have considered do not.

5 Broadening the Argument

The preceding empirical analysis focused on foreign intervention, a common setting in which
scholars have studied questions of culpability for controversial covert action. We now consider two
additional vignettes, which illustrate our theory’s applicability across different empirical contexts.
We summarize these differences in Table 1. While not claiming to provide a comprehensive expla-
nation for either case, we show that our mechanism could plausibly illuminate underappreciated

dynamics that arise across diverse policy scenarios of interest to a broader range of scholars.
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Timor Gap Scandal Cuban Missile Crisis

Leader Australian PM Howard, FM Downer US President Kennedy
Audience US Gov., East Timor, Australian Public US public, Turkey, NATO
Issue Area Commercial negotiations, oil concessions, dis- Missile deployments

puted territorial waters

Open Policy Withdraw from UNCLOS, delay tactics, high- Public statements (audience costs), public
priced attorneys agreement (non-invasion pledge)

Secret Policy Bug negotiators’ office to learn their reserva- Secret diplomacy, Jupiter missile exchange
tion value

Why undesirable Exploiting impoverished neighbor, violating Appearing weak to electorate, creating

international law, advancing narrow commer- moral hazard, NATO repercussions

cial interests at expense of national reputation

Table 1: Summary of diverse features of cases

5.1 The Timor Gap Scandal

When East Timor seceded from Indonesia in 2002, it inherited a maritime dispute with Australia
over the oil-rich Timor Gap. Timorese leaders sought to renegotiate the existing oil concessions,
which heavily favored Australia (Australia, 2000). This created a vexing policy challenge for the
Australian government. On the one hand, Australia viewed Timor Gap profits as an important
national interest because they generated enormous tax revenue and high-paying jobs.'® Further,
Australia was concerned with other neighboring countries feeling “aggrieved” regarding the status
of their own borders with Australia if the border with East Timor became open to reconsideration
(Pugh, 2000).

On the other hand, the international community, especially the US, supported more equitable
terms. US ambassador Peter Galbraith was appointed to negotiated on behalf of East Timor. As
negotiations were ongoing, over 50 US members of congress, including Nancy Pelosi and Patrick
Leahy, wrote the Australian Prime Minister calling on Australia to adhere to strict legal principles
during the negotiations (Frank, 2004). These American elites, who had supported East Timor’s
independence at the cost of tension with Indonesia, worried that absent the Timor Gap revenue,

the highly oil-dependent East Timor might devolve into a failed state. Another issue for Australia

191t was so important that the foreign minister invoked a “national interest” exemption to fast-track ratification of
the treaty—an exemption which had only been used six times in Australia’s history (Dodd, 2007).
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was that East Timor could terminate the existing mining concessions if they did not perceive the
agreement as fair, and even escalate the issue to a formal dispute. Legal analysts believed that
East Timor could accrue substantial concessions if the matter was referred to an international court
(King, 2017).

In 2006, the parties signed the Treaty on Certain Maritime Arrangements in the Timor Sea
(CMATS). While Australia made some concessions, analysts agree that CMATS substantially fa-
vored Australia (Cleary, 2007). It included a 50-50 split on the Sunrise Gap, and a commitment
from East Timor that they could not renegotiate for 30 years. East Timor had privately calculated
that anything less would leave them with insufficient funds to govern, and that they would be better
off walking away (King, 2017, p73).

It may have seemed suspicious that Australia would extract East Timor’s exact reservation
value. Australia attributed their success to an intensive bargaining effort. The government em-
ployed expensive outside legal consultants. They withdrew from UNCLOS, an international treaty
with broader implications, a month before East Timor’s independence so that East Timor could
not refer the matter to international courts (Strating, 2017). Australia also stalled profit sharing
between 2003 and 2004, demanding that East Timor make important concessions. This provoked
backlash from American elites, who argued that Australia was taking advantage of their neighbor’s
impoverished position (Frank, 2004). Still, in 2006, Galbraith and East Timor accepted CMATS,
believing that Australia had adhered to international law during negotiations.

This was not the case. Secretly, the Australian Secret Intelligence Service, who were invited
into East Timor as part of a counter-terrorism operation, had illegally bugged the offices of East
Timor’s president and other key negotiators (Cannane, 2015). Thus, unbeknownst to Galbraith and
the East Timorese, the Australian Government knew exactly what the negotiators were willing to
accept. Australia’s secret efforts were publicized by a whistleblower, Citizen K, who came forward
once he learned that former Australian Foreign Minister Alexander Downer was appointed to the
board of Woodside Petroleum, the firm that profited the most from the episode.

The reaction of U.S. elites is consistent with our characterization of audiences who are concerned
with preventing unscrupulous policy actions, independent of the ends. According to a journalistic
account by Knaus (2019): “As a former US ambassador to Croatia, Galbraith had frequent access

to US intelligence. Never has he seen his country attempt an operation as commercially driven
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as Australia’s was.” Galbraith described the measure as “outrageous. .. It was not what you do to
a friendly state. And it was not something you do for commercial advantage. ..the Howard and
Downer government, they were shills for the corporations.”

Notably, Australia took steps during negotiations to conceal their illicitly obtained private
knowledge. They did not demand large concessions on the first day. Rather, over a series of weeks
they carefully crafted arguments to arrive at the final position (Knaus, 2019). We suggest that
this strategy, along with the aforementioned public actions, contributed to a cover story that was
intended to disclaim responsibility for the covert actions which ultimately brought about the desired

outcome.

5.2 The Cuban Missile Crisis

According to public understanding at the time, the Cuban Missile Crisis ended when the USSR
withdrew missiles from Cuba in return for a vague commitment from the US not to invade Cuba. It
is now well known that the crisis’ resolution is largely attributable to Kennedy’s secret commitment
to remove Jupiter missiles from Turkey (see Criss, 1997). The Kennedy Administration insisted on
secrecy because they were concerned about the political fallout at home and abroad?® should the
quid pro quo become public (Bernstein, 1980). Robert Kennedy, for instance, refused to deliver a
letter about the exchange from Khrushchev to the president, “since who knows where and when
such letters can surface. .. The appearance of such a document could cause irreparable harm to my
political career in the future” (National Security Archive, 1962).

Many argue that the official deal was so lopsided that it raised suspicions that something else
was going on (Scott and Hughes, 2015, p173). During the crisis, Khrushchev and others had raised
the exchange, arguing that the proximity of US missiles to the Soviet Union justified the Soviet
missile deployment to Cuba. Even at the time, many speculated that a missile exchange could have
facilitated peace.?!

How did Kennedy offset this suspicion? Scholars have emphasized the extraordinary secret
efforts that the Kennedy Administration took to disclaim a connection between removing Jupiter

missiles and the Cuban Crisis (Scott and Hughes, 2015; Bernstein, 1980). Kennedy denied the

20Major General William Senter (1963), for instance, expressed concern that Turkey would doubt the US security
guarantee if they discovered the US had exchanged the Jupiter missiles.
21GQufficient evidence for academic speculation emerged during the 1970s (Allison, 1971; Bernstein, 1976).
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missile exchange, even in private conversations with former Presidents Eisenhower and Truman.
Kennedy’s inner circle also vilified UN Ambassador Adlai Stevenson, who was the sole advocate for
the missile exchange during the crisis. Kennedy further minimized suspicion by waiting five months
to remove the missiles from Turkey, and by removing missiles from Italy and Turkey simultaneously,
to give the appearance of a broader effort to restructure forces.

Our theory sheds light on two underappreciated aspects of this case. First, it suggests that the
non-invasion pledge played a more important role in advancing this fiction than scholars appreciate
because it gave Kennedy a fall-back position. Indeed, when Truman asked Kennedy directly if
Kennedy had made a missile exchange, Kennedy replied, “they came back with and accepted the
earlier proposal” on the non-invasion pledge (quoted in Stern, 2003). The non-invasion pledge did
not completely offset suspicion. But the amount of suspicion raised did not prevent Democrats
from gaining Congressional seats in the following two elections (and maintaining the presidency);
nor did it hinder Robert Kennedy’s political career, as he feared the Jupiter exchange’s public
disclosure would.

Second, we illuminate the indirect effect of audience costs (Fearon, 1994). Under the standard
logic, leaders (Kennedy) use aggressive public statements to convince rivals (here the Soviets)
that they will not back down, which should engender concessions from the rival. But in this
case, alongside Kennedy’s public statements of resolve, he secretly offered the Soviets a substantial
concession. This raises the question: why did Kennedy make these public statements at all?

We suggest that audience costs could function as a cover story. By this interpretation, Kennedy
did not necessarily intend to convince the Soviets that he would escalate if they did not capitulate.
Rather, to raise the credibility of the official line, he needed to convince outside observers that the
Soviets did capitulate for fear of escalation. Indeed, the Administration used their tough public
stance to help explain why the Soviets eventually backed down, with Secretary of State Rusk

famously stating: “We’re eyeball to eyeball, and I think the other fellow just blinked.”

6 Discussion

We highlight under-appreciated challenges governments face in sustaining plausible deniability

given circumstantial evidence. When the risk of direct exposure of covert action is low, strategic
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audiences are especially suspicious that a policy success is explained by a controversial secret
policy. We argue that cover stories can offset this suspicion, and that forward-looking governments
rationally implement overt policies for this purpose.

Our theory holds implications for global security given the re-emergence of great power com-
petition and threats to the Liberal Order. The logic of strategic inferences suggests a practical
limitation on how frequently states can use covert action to circumvent international responsibil-
ities without arousing suspicion, especially if they use covert actions repeatedly over time. This
complicates existing predictions about grey zone conflict in US relations with Russia and China.
Some emphasize that states can avoid escalation and retaliation if they conceal direct evidence of
an attack (Carson, 2016; Cormac and Aldrich, 2018; Napier, 2023; Bloch and McManus, 2024). But
to the extent that audiences draw strategic inferences, normatively questionable grey zone attacks
may not be viable for the US without damaging the Liberal International Order. Our theory shows
that cover stories can partly offset this concern.

Our theory also holds implications for domestic politics given growing mistrust in government.
For public accountability activists, it explains that building extensive monitoring capabilities may,
in some cases, work against their objectives. If the public widely believes that these organizations
and the media can effectively scrutinize the government most of the time, then the public will
infer from an absence of evidence that no unscrupulous policy took place. It also suggests that
policymakers can offset widespread conspiratorial beliefs through performative overt policies. Con-
spiracies often enter public consciousness when there is no plausible explanation for events that the
audience knows to be in the government’s interest (Douglas, Sutton and Cichocka, 2017). Cover

stories can fill that void.
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7 Appendix

Outline:
7.1 Non-strategic model of audience learning (formalization of Section 2 analysis)
7.2 Comments on Section 3 modeling assumptions
7.3 Recap of Section 3 results
7.4 Proofs of Section 3 results

7.5 Alternative model: Pure moral hazard

7.1 Non-Strategic Model of Audience Learning: Formal Results

Here we provide the full formal characterization of the non-strategic model of audience learning
presented in Section 2. Recall that the government can take public action a, € {0, 1}, and/or covert
action a. € {0,1}. The government’s policy profile a = (ap,a.) € {0,1}? is randomly generated
according to the following commonly known probabilities:

=1—-vp—Ve—Vpe

The actions then contribute to either a policy success (y = 1) or policy failure (y = 0), as

follows:
ag, ap=0,a.=0
Qy, ap,=1,a.=0
Pr(y = 1|ap,ac) = 7 P c
ey,  ap=0,a.=1

Ope, ap=1a.=1

where o > g, o > ag, and ape = ap+ (1 —ap)a.. We note that this specification of oy, allows for
the policy success function to either be supermodular (public and covert action are complements)
or submodular (public and covert action are substitutes) in the inputs. To see this, observe that
the effect of covert action when public action is not being used is o, — «; and the effect of covert
action when public action is being used is ape — ap = (1 — ). Thus the actions are complements
if g > e, and substitutes otherwise.

The audience observes both the public action and the policy outcome with certainty. Let
z € {0,1} denote whether the audience observes direct evidence of the government’s use of covert
action; this is generated according to the probability

Pr(z = 1lac) = acA, A€ 0,1]
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Then the audience’s posterior beliefs, n»¥* = Pr(a. = 0|ay, y, ), are as follows:

Pr(yla. = 0,a,)Pr(a. = 0,ap,)

nap’yvz:() —
Pr(yla. = 0,a,)Pr(a. =0,ap) + (1 — X\)Pr(ylac =1, ap)Pr(a. = 1,a,)
b0 = Qplp _ 1
aplp + (1= Naperpe 1+ (1= X)7Ee
00 = (1—ap)yp _ 1
(1 — — — B (1—ape)vpe
(I—ap)vp+ (1= A1 —ope)vpe 1+ (1-— )\)%
7707170 _ O[[)I/o _ ]_
agrg + (1= Naeve 1+ (1—A)gere
000 — (1 —ao)ro _ 1
— — — 1- c)¥c
(L—ao)ro+ (1= AL —ac)re 14 (1 N2

Altogether, this brings us to a formal articulation and proof of Result 1:

Proof of Result 1: Public action functions as a cover story if and only if 10 > %10 which

rearranges to
QoQpe < Vple

opQe VoVpe

Recall from above that covert and public action are (weak) substitutes iff ap < apcre. Then observe
that VVO”—VZ;CL >1 <= Pr(ap =1la. =1) < Pr(a, = 1|a, = 0), which holds iff the uses of public and
covert action are (weakly) negatively correlated.

Altogether we obtain the following:

e If covert and public action are (weak) substitutes, and their use is weakly negatively corre-
lated, then % <ap <1< ;/Op# If at least one of these inequalities is strict, then public
p=c pc
action functions as a cover story.

o If o). < 1, there exists a non-empty range of parameters for which covert and public action
are both complements and positively correlated, and public action still functions as a cover
story.

Figure 4 replicates Figure 1 from the main text (which featured addictive effects of covert
and public action), along with two other cases featuring complements and substitutes. All three
cases are generated with the paramater values vy = v, = 0.25; v, ranging from 0 to 0.5 (and
Vpe =1 —ve—1p —19); A =0.5; ap = a. = 0.5; and ape = ap + (1 — o) e = 0.75 In the first panel,
with additive effects of public and covert action, we have ag = v, + . — e = 0.25. In the second
panel, with substitutes, we have cg = 0.1. In the third panel, with complements, we have ag = 0.4.

We label the horizontal axis as representing variation in the correlation between overt and covert
action. To be more precise, the horizontal axis captures the difference in probabilities of public
action conditional on covert action vs. covert inaction, Pr(a, = 1|la. = 1) — Pr(ap, = 1|a. = 0).
This is equivalent to the coefficient from a bivariate regression of public action on covert action,
which equals the correlation between covert and public action rescaled by /V[a,|/V[ac].
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Figure 4: Audience Beliefs in Non-Strategic Model: Comparing Across Interactive Effects of Covert
and Public Action
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7.2 Comments on Modeling Assumptions

Here we offer some additional discussion and justification of some assumptions of the strategic
model introduced in the main text.

Privately-known costs of covert action: The model assumes that the leader’s cost of covert
action, ke, is privately known to the leader (and not observed by the audience). This is a natural
assumption, given that the covert action itself is taken in secret. Having k. be private information
is not necessary for our results; the alternative would involve L playing a mixed covert action
strategy, which proves more technically unwieldy than our current setup (particularly in the pure
moral hazard setting, presented in Appendix 7.5). In our analysis, if the covert action is exposed,
it makes no difference whether the audience also observes k..

Additionally, note that we model A’s uncertainty over the cost of covert action (rather than
its effectiveness) for technical simplicity. Revising this assumption would not substantially alter
the results. However, assuming uncertainty over the effectiveness of public action is important for
generating the model’s core substantive insights.

False positives: We assume that the probability that the audience observes direct evidence of
covert action is Pr(z = 1|a.) = a.\. This means that the audience does not observe “false positive”
revelations (i.e., what they believe to be “direct evidence” of covert action, even though covert action
was not taken). This assumption helps us to better disentangle the conceptual issues surrounding
inferences drawn from direct versus circumstantial evidence. Allowing for some probability of
false positive signals (Pr(z = 1la. = 0) > 0) would further complicate the audience’s inferential
challenge. The core substantive insights of our analysis would remain unchanged as long as the
probability of false positives is sufficiently low; we defer a complete analysis of this possibility to
future research.

Audience’s objective function: Our model assumes that the audience has direct preferences
over the type of leader that they punish or reward, Uy = 1[r = 0]. We could instead consider that
after the audience’s punishment/reward decision, there is a second period of policymaking, which
proceeds analogously to the first (with new realizations of k. and w). If the audience plays r = 1,
the initial leader sets policy in the second period; if » = 0, a new leader is selected. (Following the
discussion in the main text, this action can represent the domestic electorate’s choice over whether
to retain the leader, or a foreign government’s choice over whether to continue cooperating with
the leader.) Suppose the audience receives some positive utility from a successful policy outcome,
and some disutility from the leader’s use of covert action: Uy = (7)y*=2 + (1 — v)(—a’2k!=?) for
some v € (0,1). Then, as long as 7 is not too large, all results from our current setup remain
substantively unchanged.

Audience’s punishment strategy: The main text analysis shows that the audience uses a
“punishment threshold” of % This arises from the assumption that punishment “errors” are equally
costly in either direction (i.e. rewarding an unscrupulous leader and punishing a scrupulous leader
both yield the audience a payoff of 0, relative to a payoff of 1 for correctly matching the action to
the leader type). This is without loss of generality; we could make the errors asymmetric, inducing
a punishment threshold that is different from %, and all results would follow (as long as the prior
belief 7 remains in an intermediate range relative to the threshold, as per Assumption 1(iv)).
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7.3 Recap of Formal Results

First, we state two additional technical assumptions that are imposed throughout the analysis:
Assumption 1 (Parameter restrictions)
1_,0

(i) B < min{l,l—l—ﬁ (%)}

(1i) ap < ac(l—N)

(iii) ky is in an intermediate range, of) < k, < min {a} — ag, (1 — ac)}

w) m is in an intermediate range:

(iv) 9

— The lower bound of w is given by:

al

> 1+ Flae(l = ap) — BA) [ PE(1—N) —1]

T
(1—m) o

— The upper bound of ™ is defined implicitly, in the proof of Proposition 2.

This assumption ensures that the leader faces the strategic problem that motivates us: main-
taining plausible deniability for objectionable covert action in the face of strategic inferences.

Point (i) ensures that an equilibrium exists in which the scrupulous leader takes the public
action if and only if it is effective (that is, an equilibrium in which the scrupulous leader does not
“pander”; see discussion below). Point (ii) means that the probably of success due to exogenous
factors is relatively small. When it is violated, the leader’s plausible deniability problem becomes
trivial, as the audience becomes too inclined to grant the leader the benefit of the doubt. Point
(iii) clarifies the distinction between “effective” vs. “ineffective” public action: the lower bound on
k, implies that ineffective public action (a, = 1 when w = 0) is not worthwhile for policy reasons
alone (a point that is central to our concept of a “pure” cover story), while the upper bound implies
that effective public action is worthwhile. Finally, point (iv) implies that it is neither too easy nor
too difficult for the leader to avoid punishment from the audience, meaning that the audience can
meaningfully influence the leader’s behavior.??

Assumption 2 (Off-path beliefs) Assume A assigns belief p = 7 to any off-path information
set with z =0, and pu =0 to any off-path information set with z = 1.

This assumption is not used to support any equilibrium of interest. Rather, it is only used to
eliminate substantively unappealing equilibria which would depend on the audience imposing off-
path punishment with no justification.

Next, we define a class of substantively appealing equilibria:?

228pecifically, the lower bound on 7 implies that A’s belief in the RE with no CS satisfies !¢ > % (see Lemma 6).
The upper bound implies that if the leader uses a cover story too frequently, then p*!? can fall below %
23Note that Assumption 2 does very little work within an RE: all z = 0 information sets are on-path in an RE, so
Assumption 2 reduces to assuming that any off-path belief following z = 1 assigns probability 1 to the leader being

unscrupulous.
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Definition 3 A responsive equilibrium (RE) is an equilibrium in which the scrupulous leader
takes public action if and only if the direct policy benefits outweigh the direct costs: that is, she
plays ap = w.

Any behavior by the scrupulous leader which does not satisfy this condition would be a form
of “pandering”, a phenomenon detailed in previous work (Canes-Wrone, Herron and Shotts, 2001;
Maskin and Tirole, 2004), but which is not the substantive focus of our analysis. Following the
proof of Corollary 2 (in Appendix 7.4), we elaborate on the distinction between pandering and
cover stories.

Proposition 2 (RE Existence) A responsive equilibrium always ezists.

While the RE we characterize in the main text analysis are not necessarily unique, the following
result provides a justification for focusing on the RE even when other equilibria can be supported.

Corollary 3 (RE Optimality) Among all equilibria, the RE yields the best policy payoff for the
scrupulous leader. If aq is low, the RE yields the best overall payoff for the scrupulous leader.

We now restate the formal results from Section 3 of the main text (along with Proposition 3,
which did not appear in the main text), before presenting the proofs for each.

Proposition 1 (Equilibrium Regions within RE). There exist thresholds A* and A\** such
that, within any RE:

o If A > A\** the leader never takes covert action.

o If \* < A < A\** the leader takes covert action with positive probability, but never uses a
cover story.

o If A < A\*, the leader uses a cover story with positive probability; that is, any RE must be a
CSE.

Proposition 3 (CSE Existence) There exists a threshold \* such that a CSE exists if and only
if A< \*.

Recall that Propositions 1 and 3 (and all other formal results) invoke the definition of a CSE
from Definition 2, which focuses on a “pure” cover story: public action taken when the direct costs
outweigh the direct benefits (i.e. when w = 0).

Note that Proposition 3 is a weaker but more general claim than Proposition 1: Proposition 3 is
a statement of CSE existence (without restricting attention to RE); while Proposition 1 says that,
for A < X*, all RE are CSE.

0

e and

Corollary 1 (CSE Comparative Statics). The threshold A* is increasing in «. and in «
decreasing in k,; and if o is small, it is increasing in 3.

Corollary 2 (Cover Stories and Scrutiny). Consider any RE in which a cover story is played
with positive probability (that is, when A < A*). The audience’s interim beliefs about the leader’s
scrupulousness upon observing public action (but before observing the outcome, or any revelation of
covert action) are strictly less favorable than their interim beliefs upon observing no public action.
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7.4

Proofs of Main Text Results, Section 3

Remark 3 (Notation)

Let " = Pr(r = 1|h) denote A’s strategy as a function of the history h = (ap,y, 2)
Let g = 10103, g = p1103 ¢ — 1005 4 — 0003

Denote L’s action a = (ayp, ac)

Denote the scrupulous leader L' and the unscrupulous leader LP.

Denote F9=0(z) as F(x).

To preview the structure of the proofs:

Lemmas 1 and 2 establish basic properties of the leader’s and audience’s best-responses.

Lemmas 3 and 4 provide a general characterization of when cover stories can be used in
equilibrium.

Lemmas 5, 6, and 7 characterize the leader’s and audience’s strategies, and the audience’s
beliefs, within an RE.

Proposition 2 builds on these lemmas to show that an RE always exists.

Lemma 8 demonstrates that there exists a threshold A** such that, within any RE, the leader
takes covert action with positive probability if and only if A < A**.

Lemma 9 demonstrates that if A is below a threshold A*, then any RE must be a CSE.
Proposition 1 follows directly from Lemma 8 and Lemma 9.

Proposition 3 extends Lemma 9, to show that in any equilibrium, a CSE exists if and only if
A is below a threshold.

Corollary 3 compares the scrupulous leader’s expected payoff in the RE vs. any other equi-
libria that may exist.

Corollary 1 characterizes how the A threshold from Proposition 3 varies as a function of
parameters o, kp, and 3.

Corollary 2 characterizes the audience’s interim beliefs after observing public action but before
observing the policy outcome.

Lemma 1 (L’s best response) Take A’s strategy (q,s,t,v) € [0, B]* as given (recall the notation
from Remark 3), and suppose A plays r = 0 whenever z = 1. Then L’s best response is characterized

as follows (where (kw k k ke, ke k) are functions of (q, s, t,v)):

p?p?c?c?C’C

Ifk0<k <l~z:1 and ky <k

L' plays ap =1
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o When w=1: LY plays a = (1,1) if k. < k!, and a = (1,0) otherwise.
~0

e When w=0: LY plays a = (0,1) if k. < k., and a = (1,0) otherwise.
A ~ ~0 ~1

If kY < ky < k) and k, <k, <k,:
o L' plays a, =w
o When w=1: LY plays a = (1,1) if k. < k!, and a = (1,0) otherwise.
e Whenw =0: LY plays a = (0,1) if k. < k*, and a = (0,0) otherwise.
~ ~ ~1

If kY < kp < kj and k, < ky:
o L' plays ap =10
o Whenw=1: L° plays a = (1,1) if k. < l%g, and a = (0,0) otherwise.
e When w =0: L% plays a = (0,1) if k. < k¥, and a = (0,0) otherwise.

Proof of Lemma 1: All claims in the lemma follow directly from comparing L’s expected payoff
from each of her available actions.

E[UL(a = (0,0))] < E[UL(a = (1,0)] <= k, <k,

k, =ay —ag+ays+ (1 —ap)t —apg— (1 —ag)v

E[Ur(a=(0,1))] < E[Ur(a = (1,1))] <= k, <k
k2 = a2(1— ae) + (1= N[ass + (1 — a2)t — acg — (1 — ac)v]

ElUr(a=(0,0))] < ElUr(a = (0,1))] <= ke <k
kX = ac—ap + qlac(l = A) — ap] + 0[(1 — ac) (1 = A) — (1 — ap)]

E[U(a = (0,0))] <E[Ur(a = (1,1))] < k. < k¥
I;:ZJ = —kp +ap. — ag + (1 = N)[ajpes + (1 — ape)“t] — aog — (1 — ag)v
E[Us(a=(1,0)] < E[UL(a = (0,1))] < ke <k,

~nw

ke =kp+ac—ay —aps—(1—af)t+ac(l =g+ (1 —a)(l—Av

E[Ur(a = (1,0)] < E[Ur(a = (1,1))] <= ke <k
ke = a1 — ay)) + s[=Aay + (1 = Nae(l — o) + 11 — o)) (—ac — A(1 — ac))
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~0 ~ 1
Remark 4 An RE requires kp <k, < kp

To see why this is the case, recall that an RE is defined as an equilibrium in which L' plays ap = w.

0 1
It k, < %p, then L' plays a = 1 when w = 0. Conversely, if ky, > %p, then L' plays a = 0 when
w = 1.

Remark 5 Comparing across thresholds defined in Lemma 1:

~w . nw

o k, —ky=E[Ur(a=(1,0))] — E[U(a=(0,0)] =k — k¥ =k

o ¥ —k, = E[Us(a = (1,1))] — E[UL(a = (0,1))] = k% — k? =k —k

~0

~1
) kp <l<:p

Lemma 2 In every equilibrium:

e Given history h = (ap,y, 2), the audience’s best response satisfies
0, uh <

r= b
1, p">

e Upon observing the direct revelation of covert action (z = 1), the audience fully punishes the
leader (r=0).

. where p* = Pr(6 = 1]h) (7)

[N e

Proof of Lemma 2: Equation (7) follows directly from the audience’s utility function, given
in (3). The second point of the lemma follows from the fact that L' never takes covert action,
so the observation of z = 1 implies that © = 0 (either on-path by Bayes’ Rule, or off-path given
Assumption 2). m

Lemma 3 L° uses a cover story with positive probability only if k, < 12;2.

Proof: A cover story requires playing a = (1,1). If k, > 12:2, then a = (0,1) strictly dominates
a=(1,1), as per Lemma 1. ®

Lemma 4 In any equilibrium:

° l%g < ky; so, a CSE requires k, = l%g.

~1 ~
o Ifky > ky, then S < k,.
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Proof of Lemma 4: For the first point: Suppose k, < l;:g. That means a = (1,1) strictly
dominates a = (0,1), and thus a = (0,1) is never played on the equilibrium path. In any such
equilibrium, L' is weakly more likely than LY to play a, = 0, so the audience’s posterior belief
given a, = 0 is at least 7, meaning the audience plays ¢ = v = 3. But l%g(q =v=/)< ag(l —a.),
which is less than k, by Assumption 1 (iii)—contradicting the supposition that k, < 12:2 . Thus we
have that in any equilibrium, &, > k: ; combining this claim with Lemma 3, we know that a CSE
requires that k), = k:g.

~1
For the second point: In any equilibrium with k), > £, L' never plays ap = 1 on the path of

play, so we must have that s = ¢t = 0.24 So we have 12:2(3 =t =0) < ap(1 — o), which again is less
than k,. m

Lemma 5 (Leader strategies within an RE) In any RE satisfying l;‘; > ky, the following
strategy profile is the leader’s best-response to the audience’s strategy (q,s,t,v):

o L' plays ap = w and a. = 0.
o Whenw =1, L° plays a = (1,0) if ke > k!, and a = (1,1) otherwise.
o When w = 0:
— If kp > 12:2: LY plays a = (0,0) if k. > k¥, and a = (0,1) otherwise.
— Ifk, = l%g: LY plays a = (0,0) if ke > k¥ = I;:g, and otherwise mizes between a = (1,1)

and a = (0,1) (playing a = (1,1) with probability 6, and a = (0,1) with probability
1—6p).

Proof of Lemma 5: The scrupulous leader’s strategy follows from the definition of RE. If that

~0

strategy is supported, then we know that k, < k), < k The unscrupulous leader’s strategy then
follows from Lemmas 1, 3, and 4. m

Lemma 6 (Audience beliefs within an RE) Consider the leader’s RE strategy characterized
in Lemma 5, where L° plays a cover story with probability Pr(a, = 1|w = 0,a. = 1,0 = 0) = 6, > 0.
In this equilibrium, A’s beliefs satisfy:
uooo _ m(1 — ao) >
m(1 = ao) + (1 =m)[F (k)1 —ac)(1 = A) + (1 = F(kz))(1 — ao)] —

1
110 TTQp

mrag + (1 —7) [TF(ké)a},c(l -A)+7(1- F(kl)) + A =7)F(kx)(1 —X)ad.6p

100 mr(l - O‘p)

mr(l—o})+ (1 —m) [ k1 YA —abe) I =A) +7(1 - F(kl))(l —o})+ (A =7)F(kx)(1=X)(1—ad.)5p

If 6, =0, then p'% > ptto >

241f L° also never played a, = 1, so ap = 1 is off-path and thus s = t = § by Assumption 2, then we would have
~n1 ~n1
k,(s=t=p8)=a,—ao+ B —aoqg— (1 —ao)v > a, — aog > ky, contradicting k, < k,, .
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Proof of Lemma 6: Generally, observe that

B Pr(ay,y,z|0 =1)r
o Pr(ap,y,z|0 = 1)m + Pr(ap,y, 2|0 =0)(1 — )

Pr(ap,y,210) = Y _ Pr(ap,y, 2(0,w) Pr(w)

prd® = Pr(0 = 1|ap, y, z)

Pr(ap,y,z|0,w) = Z Pr(y, z|ap, ac, 0,w)Pr(ap, a6, w)

Gc

The p" expressions in the lemma follow simply from applying these formulas, along with the strategy
profile characterized in Lemma 5. To see that u%° > 7 observe that (1 —ag) > (1 — ae)(1 — ).
To see that 1'%° > ;M0 when op = 0, observe that

— ol (1= al(1—X
a 1?_0)51 )+(1—F<x)>§F(x)Z’C(;)HI—F(:”))

Finally, to see that p!''0 > % when &, = 0, observe the following:
e When 6, = 0, we know that p'% > 7, because F(z)(1 — ap.)(1 —A) + (1 — F(z))(1 — o) <
(1-— a%,). Thus in this equilibrium, A plays t = r.
e Rearranging the expression for !9 when op = 0, we have that pto > % if and only if

1

(-0 - 1] (®)

1
P

m—le(%é)

e The lefthand side of this inequality is positive, given m > % If the quantity in the square

brackets is nonpositive, the inequality is satisfied. If that quantity is positive, that means

ac(l—ap)

that A < ——

pc

e Turning to the expression for kzg, we can see that it is strictly increasing in s for any A <
c(1—al . . . . .
Lcap)‘ Thus if (8) is satisfied for s = 3, then it is satisfied for any s.

e The lower bound for m given in Assumption 1 is equivalent to (8) with s =t = 8 plugged
into the expression for k..

Altogether, given the lower bound on 7, it follows that for the strategy profile characterized in
Lemma 5 with 6, = 0, A’s belief satisfies ,ullo > % ]

Lemma 7 In any RE, 1%11, > k.

Proof of Lemma 7: Suppose that there exists an RE with 1%11) < kp. This RE differs from the RE
characterized in Lemma 5 only in that the unscrupulous leader plays a = (0,1) when w = 1 and

1
ke < %C (rather than a = (1,1) or a = (1,0), as in the previously characterized RE). This change

has the effect of increasing p!''% and p'%°, which were both above % in the Lemma 5 RE. Thus in
this new RE we also have s =t = 3. But ]2:11)(3 =t=0)> a})(l — ) > ky, contradicting l%é < kp.

Thus no RE with l;‘; <k, can be supported. m
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Proof of Proposition 2 (RE Existence): Our strategy for proving Proposition 2 involves
showing that the equilibrium characterized in Lemma 5 can always be supported. This requires
showing that, given the specified strategy profile, the audience holds posterlor beliefs which support

a punishment /reward strategy (as per Lemma 2) that satisfies k <k, < k , and k:o <k, < kl If
these conditions on A’s strategy hold, then (per Lemma 1) we can see that the L strategy charac—
terized in Lemma 5 is incentive-compatible.

We will prove the proposition by considering two cases: first, when a CS is not being played,
and second, when a CS is being played.

Consider the strategy profile from Lemma 5 in which a cover story is not being played, meaning
6, = 0. Then from Lemma 6 we know that A’s beliefs satisfy p!00 > pH0 > %, and p0% > %
Thus a strategy of s =t = v = 3 is consistent with A’s beliefs. Given the bounds on k, provided
in Assumption 1, we can see that l%g(s =t=v=p0) <k < ]2:11)(5 =t =wv = f), and that
k, < l;:;(s =t =wv = (). The last incentive-compatibility condition needed to support an RE with
no CS is that k, > I;:g(s =t = v = 3); either this is satisfied, or RE existence can be shown to hold

in the next case, with a CS played with positive probability.

Next, consider an RE with CS played with positive probability, meaning l;:g = kp. Here we
derive the implicit expression for the upper bound on 7 that was introduced in Assumption 1.
Recall that in the RE with 6, = 0, we have p!% > 119 > % Also observe that both 1'% and p!'°
are continuous and strictly decreasing in 6, and continuous and strictly increasing in . Thus if
7 is not too high (i.e. sufficiently close to p!''* when Gp = 0), then there exists a value of 6, that
satisfies p190 > ;10 = %
Let us suppose that L sets 6, so that o = % Then any s is a best response for A. An RE/CSE

~ ~ ~ ~0
is supported if kg =k, and kg <k, < k;. Given v = 3, we have k, (v = ) < 042 —ap(1— ), which
is less than k,. To satisfy l;:g = kp, A can play

kp — 0‘2(1 —ae) +(1- )/304 (1 —ac)+ (1= XNacg
(1—=X)af

pc

s=s%(q) =

which we can see is positive.?> Then to support the RE we need k, < l;:;(t =v=/0,s=5%(q)). To
see that this is satisfied, observe:

s*(q) > 3(q) = £ a0, L
Fo(t=v=B5=8a).q) > K (t=v=F,5=5(g=0),g=0)
=a, —ap + (g =0) — B(a, — )
0‘11) 0
(ah — o) (1 = B) + = (ky — ad(1 — a)(1 - )
pC

This expression is > kj,, given the upper bounds on k, and  stated in Assumption 1. =

23If s* > f, this rearranges to l;g(s =t =v = f) < kp, which means that the RE is supported with no CS, as per
the previous case.
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Lemma 8 (RE under high transparency) There exists a threshold \** such that, within any
RE, the leader takes covert action with positive probability if and only if A < A*.

Proof of Lemma 8: Consider an RE in which the leader never uses covert action. In this
equilibrium, the audience holds beliefs p%¥*=0 = 7 for all ap,y, and plays ¢ =s =t =v = [ (as
per Lemma 6). Since the leader never uses covert action, we know that

ke > k(g =v =) = ac— ap — B\

which rearranges to
A QT 00 ke
B
Thus we have shown that in any RE, Pr(a.) =0 = X\ > A**, and by contraposition, A < \** —-
Pr(ac) > 0.

Next we want to show that A > \* = Pr(a.) = 0. If Pr(a.) > 0, it must be the case
that k. < k. From Lemma 6, we know that v = ; and since £ is increasing in ¢, we know
that k) < a. — ag — fA; so k. < k! implies A < A**. Thus Pr(a.) >0 = X < A**, and by
contraposition, A > \** = Pr(a.) =0. =

Lemma 9 (CSE threshold within RE) Within any RE:
o If X > \q*), the leader never uses a cover story, and

o If X < \q*), the leader uses a cover story with positive probability,

where
kp—ad(l—ac) 0, ¢<0
- 1— (Pp7> <
OESIN a0 <0 i =l s
N otw q otw

where q s the unique solution to

010 T
/’I’ = prmnd

mag + (1 —m) [F(ki(q, v=P))ac(l =)+ (1 = F(ki(g,v = 5)))ao

2

Proof of Lemma 9: First, observe that the expression for %1% denotes A’s belief Pr(6 = lla, =
0,4 = 1,z = 0) in the RE with no CS. It is strictly decreasing in q. If u°1%(¢ = 0) < %, then A’s best
response is ¢ = 0; if u%%(q = B) > %, then A’s best response is ¢ = (3; otherwise, the equilibrium
requires that ¢ = ¢, which is the unique g that solves u° = %

Suppose that we have an RE with no CS. This means k;, > l%g(s =t=v=0,q=q"), which
rearranges to A > A(¢"). Conversely, if A < A(¢*), then the RE with no CS cannot be supported,
and any RE must be a CSE, with k, = kg.

Alternatively, suppose we have an RE with CS played with positive probability. L!’s strategy

does not change relative to the RE with no CS, whereas L%’s strategy shifts some probability from
a=(0,1) to a = (1,1), which makes ¢ weakly increase relative to the RE with no CS. In the CS,
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we know k), = I%g , which rearranges to A = \(¢’) for some ¢’ > ¢*. Because \ is decreasing in ¢, we
know that A = A(¢’) implies A < A(¢*). This gives us the contrapositive of the first bullet point in
the lemma. m

Proof of Proposition 3 (CSE Existence): Recall:
e CSE existence requires k, = l%g , which in turn implies k, < l%zlj (as per Lemma 4).
e Proposition 2 showed that the RE (with 122 <kp < l;:;) always exists.

e Lemma 9 showed that the A* threshold in the RE is A(¢*).

We will consider separate equilibrium cases of: £, < l;:g; k, = fsg; and k, = l;:[l) (The case of
I;:g <k, < 127}17 is the RE, which again was examined in Lemma 9.) We will show:

e The \* threshold, below which a CSE is supported, is highest in the equilibrium with k, < lj.:g,
if such an equilibrium exists.

e If an equilibrium with k), < lz,‘g does not exist, then the highest \* threshold (across all possible
equilibria) is A(¢*), as per Lemma 9,

First consider the case of k, < 12:2 . With no CS, this equilibrium features s =t = 3, and ¢ = v = 0.
To support the equilibrium with no CS, we require k, > /;:2 , which rearranges to

A> N i=1- (kp_ag(l_%)>

- B
Conversely, any equilibrium with k, < ]NCS must be a CSE if A < ). We can see that X' > \(¢*).

Next, consider an equilibrium with k, = 152, with no CS. Such an equilibrium must feature
q < B and/or v < 3, and consequently, is only supported for A > A", where \” < \". Also note
that whenever an equilibrium with k, = kg exists, an equilibrium with &, < kg exists as well.

Finally, consider an equilibrium with &, = /%}), with no CS. Compared to the RE with no CS,
such an equilibrium must feature a weakly lower value of s and t, and weakly higher value of ¢
and v—all of which make CS less appealing than in the RE, meaning CS will be supported for a

narrower range of \ relative to the RE.

Altogether: if any equilibria with k, < INCS exist when A < X, then we can say that a CSE exists
if and only if A < X'; otherwise, a CSE exists if and only if A < A(¢*). m

Proof of Corollary 1 (CSE Comparative Statics): Recall from Proposition 3 that \* is
either equal to X' or S\(q*). In the case that \* = X, the result follows simply from taking partial
derivatives. In the case that A\* = A(¢*), the comparative statics must account for both the direct
effects of the parameters on A (holding fixed ¢*), and any indirect effects via ¢*:

e k, and ag only have direct effects.

e The direct and indirect effects of «,. work in the same direction.
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e The direct and indirect effects of 8 work in opposite directions; but if g is sufficiently small,
then ¢* = 0 for any 8 > 0, which shuts down the indirect effect.

Proof of Corollary 3 (RE Optimality): The claim that the RE is yields the optimal policy
payoff for the scrupulous leader follows trivially from the definition of the RE (the equilibrium in
which the scrupulous leader plays a, = w). The general strategy for proving the rest of the corollary
(regarding overall payoff for the scrupulous leader) will be as follows:

e Observe that in any equilibrium, by definition, L' optimizes her payoff subject to A’s pun-
ishment /reward strategy o4 = (s,t,q,v).

e Consider two equilibria, featuring o’y = (¢',¢,¢,v'), and o’y = (s",t",¢",v"), with §' <
st <t ¢ <q", v <", with at least one strict inequality, and either:

— the information set corresponding the strict inequality is reached with positive proba-
bility in both equilibria; or
— LYVs strategy differs across the two equilibria.

e Then, the equilibrium with ¢’} yields L' a strictly higher expected payoff than the equilibrium
with o’.
We will consider two cases of the RE: first, when A > A(g*), in which case L never uses a cover
story;? and second, when A < A(g*), in which case she uses a CS with positive probability.

In the RE with A > A(¢*), so a CS is never played: as established previously, A plays s =t =
v = (3 in this equilibrium. For another equilibrium to yield L' a higher payoff, it would have to be
the case that the other equilibrium features a higher ¢. If «yg is sufficiently low, then either (i) the
unscrupulous leader never plays a = (0, 1), so ¢ = f3, or (ii) the unscrupulous leader plays a = (0, 1)
with positive probability, so ¢ = 0.

In the RE with A < A(¢*) , so CS played with positive probability: as established previously,
there exists an RE/CSE with t = v = § and s = s*. Compare this to the other possible equilibria
that exist under the same parameter values (all of which have ¢ = 0, given sufficiently low «y):

~1
e In an equilibrium with k; > k,, we have s =¢ =0 (because the scrupulous leader never takes

public action); so this is dominated by RE/CSE.

~0 ~0
e In an equilibrium with &k, < k,, we must have v < (because if v = ( then k, would be
strictly less than kp); in order to yield a higher payoff than the RE/CSE, we would need
s > s*; but given v < 3, any s that would satisfy k, > l%g would have to be lower than s*

(and any s > s* would yield l%g > ky,, which we established above cannot hold in equilibrium).

~1 ~
e In the best-case equilibrium with k, = k,,, we have kg < k'p,27 and v = B3, with L' mixing

~1

between a = (1,0) and a = (0,0) when w = 1. The condition that k, =k, becomes

kp—ap+ag+ (1—ag)B=aps+ (1—ap)t

26Whether or not we assume L plays a cover story in the knife-edge case A > \(q*) is irrelevant for this analysis,

since her payoffs are equivalent in either case.
~ ~1
2TExcept for a knife-edge condition on the parameters, we cannot simultaneously have kg =k, =k,.
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for some 3,¢. Comparing L'’s expected payoff in the RE/CSE against this alternative equi-
librium: her payoffs are the same when w = 0; when w = 1, her payoff in the RE/CSE is
oy (145*(q = 0))+(1—a}) B—kp, and her payoff in the alternative equilibrium is ag+(1—ag) 5.
The conditions on f and k, in Assumption 1 imply that the RE/CSE payoff is higher.

Comment: The condition that ag is low is a sufficient condition for RE optimality, not a necessary
one. For substantive intuition, consider the following: Consider a pandering equilibrium in which
L' never takes covert of public action, and in which the audience plays s =t =0, ¢ = v = f.
Compare this pandering equilibrium to an RE with s =t = v = 3, ¢ = 0. L%’s expected utility
from the pandering equilibrium is 8 + «ag, while her expected utility from the RE is 7(5 + a]},) +
(I —7)(ap + (1 — ap)p); the EU from the RE is higher if ag is small. Other sufficient conditions
could be derived involving high 7 or high a},. [

Proof of Corrollary 2 (Cover Stories and Scrutiny): The audience’s interim beliefs
upon observing a, = 1, but before observing y or z, are given by

T

interim;ap=1 _ Pr(d =1 =1) =
s r0 =t = 1) = O T (- D F()5,

which is strictly less than « if a cover story is played with positive probability. =

Comment: This finding helps to clarify the distinction between cover stories and “pandering”
(Canes-Wrone, Herron and Shotts, 2001; Maskin and Tirole, 2004). In a pandering equilibrium, the
leader selects a policy that she believes is in neither her nor the audience’s policy interests (playing
a, # w, in our setting) because doing so is “popular”’—that is, because the audience expects the
scrupulous leader to behave that way, and thus rewards that behavior and punishes any other
behavior. In our cover story equilibrium, in contrast, Corollary 2 says that taking the public action
(as part of the cover story) is actually unpopular, relative to doing nothing at all. The leader relies
on a cover story because it is a less-bad option than achieving her desired policy outcome through
objectionable means with no alternative explanation.

Remark 6 Within an RE/CSE, Pr(w =1la, =1,2=0) € (7,1).

Proof of Remark 6:

Pr(ay =1,z =0jw=1)7
Prw=1la,=1,2=0) = pP__ =

r(w=1la, =12 =0) Pr(ap=1,z=0w=1)7+ Pr(a,=1,2=0w=0)(1—-1)
Pria,=1,2=0w=1)=n+ (1 —m)(1 — F(k}))\)

c

Pr(ap=1,2=0w=0)=(1—-m)F(k})o(1—-X)

where ¢ = Pr(a, = 1jw = 0,0 = 0,a. = 1). Algebraic rearrangement shows that Pr(w = 1|a, =
1,2z=0) € (1,1) forany 6 > 0, =m

Remark 7 Within an RE/CSE, when the leader takes covert action in the w = 0 state, she uses
a cover story with strictly interior probability: Pr(a, = lla.=1,w =10, =0) =05 € (0,1).
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Proof of Remark 7: Suppose 6 = 1. This means that the leader never takes covert action without
public action. Thus the audience necessarily forms the belief that %%° > 7, and their best response
requires ¢ = 8. Given this audience strategy, the unscrupulous leader has an incentive to deviate
to never playing a a cover story, 6 = 0.

That 6 > 0 follows from the definition of the CSE. =

Intuitively, this tells us that the more likely a leader is to use a cover story, the less valuable it
becomes to do so. This tension implies that any use of cover stories must be part of a completely
mixed strategy, given the leader’s strategic imperative to maintain unpredictability.

7.5 Pure Moral Hazard

In the main text, we focused on the distinction between scrupulous vs. unscrupulous leaders,
and the audience’s challenge of distinguishing between them (that is, a model of adverse selection).
This follows a long tradition in the political agency literature, which holds that prospective concerns
over screening agents by quality will generally dominate any incentive to impose punishments on
a purely retrospective basis (Fearon, 1999; Ashworth, 2012). In this section, we show that our
novel cover story mechanism still emerges in a model of “pure moral hazard”, where all leaders
are commonly known to be unscrupulous, and the audience is simply trying to design an incentive
scheme that minimizes the leader’s use of covert action.

The model setup is as follows:

e The game sequence follows Figure 2, with the exception that the leader is commonly known
to be of type 6 = 0, i.e. all leaders are unscrupulous.

e Leader payoff is still given by (4).

e Audience payoff is: Uy = —a.; that is, the audience simply seeks to minimize the leader’s use
of covert action.

Rather than A’s strategy being pinned down by sequential rationality given her beliefs of L’s
type (as it was in the model presented in the main text), here we will instead look for equilibria
that maximize A’s payoff.

Notation. Let
ki = mink; = k2 (q = 0,0 = B) = ac — ag — B((1 — ag) — (1 — ae) (1 = X))

and let

~0 ~0

k. = mink, :kc(s:t:ﬁ,q:vzo):k:p—ag—i—occ—ﬁ

We will slightly modify Assumption 1, replacing it with the following:
Assumption 3 (MH Parameter Restrictions)

(i) ap < ac(l—AN)
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(i) ky is in an intermediate range, o) < k, < min {og, — ag, ap(l —ac)}

(111) k. is in an intermediate range, a.(1 — a;,) — A< k. <K,

The first two points are the same as in Assumption 1. Intuitively, the third point implies two
things: (1) there exists an audience strategy which can fully disincentivize the leader from taking
covert action when public action is effective (w = 1); and (2) there does not exist an audience
strategy which can fully deter the leader from taking covert action by forcing her to always take
public action.?®

Lemma 1, Remark 5, and Lemma 3 remain unchanged. Thus we can partition the set of
potential equilibria into nine cases, visualized in Figure 5. (Consider each boundary to be part of

~ ~ ~
R, . .70 1
its interior case, e.g. case (4) denotes k) < k, <k, and k, <k, .)

Figure 5: Equilibrium regions, as a function of &, thresholds

(1) (2) (3)

Lemma 10 (CSE under pure moral hazard) If A < A(¢ = 0), as defined in Lemma 9, then
there exists a CSE which yields Pr(a.) < (1 — T)F(kii)

Proof of Lemma 10: Propositions 2 and 3 demonstrated that when A < A(q = 0), a CSE exists,
~1

characterized by: t = v =, ¢ =0, and s € (0, ) that satisfies k), = l%g < 1%11) and %; <k, <k,
(corresponding to case (5) in Figure 5). This was proven in the adverse selection setting, in which
the audience’s equilibrium strategy was pinned down by sequential rationality (i.e. maximizing
(3)) given their beliefs about L’s type. In the present setting, any audience strategy is permissible
in equilibrium (including, of course, the audience strategy posited in Propositions 2 and 3). It is
straightforward to see that the specified CSE is still supported with the additional restriction on
k. asserted in Assumption 3 (iii).

Plugging in the stated values of ¢, v, s, t, we can see that k} = k‘i, and that k:é < k¢. This yields
the equilibrium value of Pr(a.) = (1 —7)F(kl) + 7(0). =

28Such an equilibrium would involve the audience fully rewarding whenever they observe public action (s = t = 3),
and fully punishing whenever they observe public inaction (¢ = v = 0), which (if k. < k) would then ensure that
the leader always takes public action.
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Proposition 4 (Audience-optimal equilibria under pure moral hazard) If A < A\(¢ = 0),
then a CSE exists, and it achieves the highest possible audience payoff (i.e. the lowest possible
Pr(ac)) among all equilibria.

Proof of Proposition 4: Following Lemma 10, all that remains to show is that when A < \(q = 0),

there does not exist any non-CSE equilibrium with Pr(a.) < (1 —7)F (kz) We can consider each
case depicted in Figure 5:

Cases (7), (8), and (9) (all cases in which k), < l;:g) are CSE.

N ~0
Case (1), with k) < k, < k,, cannot be audience-optimal: within Case (1), Pr(ac) is strictly

(
decreasing in s,t and strictly increasing in g, v, but ];311)(8 =t =pf,g=v=0) >k, when
A< Ag=0).

Case (2), with k} < k, and %ﬁ <k, < %; , vields Pr(a.) > (1 —7)F(k}).

Case (3), with k, > max {l%zl,,%;}, yields Pr(a.) > F(k:i)

Case (6), with k, > %; and Ag <k, < IAC;, yields Pr(ac) > (1 — 7)F(kl).

Among Case (5) equilibria, the lowest possible Pr(a,) is (1 — 7)F(k}).

Among Case (4) equilibria, with k, < ?{:)2 and I%g <k, < 1%11,: when A < A(¢g = 0), any
equilibrium with &, > l%g cannot be audience-optimal. (Observe that in any Case (6) equi-

librium with k, > 12:2, Pr(a.) is strictly decreasing in s,¢ and strictly increasing in ¢, v; but
l%g(SZt:ﬁ,q:v:O) > k, when A < A(¢ = 0).)

This exhausts all cases. m
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