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1 Introduction

The selection of new members of a board of directors, a corporation, a cooperative,
a trade or monetary union, an academic department or a polity, underlies institutional
dynamics and determines whether the organization succeeds or is consigned to oblivion.
Most often, new members are coopted,! i.e., recruited by incumbent members according
to a (formal or informal) voting process, perhaps under constraints imposed by internal
rules or external intervention. Even in more hierarchical organizations, recruitment of-
ten reflects some degree of collegiality, whereby whoever holds the formal authority on
the recruitment decision puts substantial weight on subordinates’ (candidates’ would-be
colleagues) opinions. We aim at studying the consequences of such collegiality.

This paper analyzes the Markovian dynamics, the discrimination in hiring (and pro-
motion), and the welfare properties of an organization whose members are forward-looking
and are driven by two motives in their cooptation decisions: talent and homophily. All
else being equal, all members prefer a more talented candidate to a less talented one.
However, homophily along a "horizontal" trait (gender, religion, ethnicity, politics, scien-
tific field or approach, values, family, friendship, class loyalty...) makes members prefer
an in-group candidate to an out-group one unless the latter is substantially more talented
than the former. This misalignment of horizontal preferences creates a benefit from con-
trolling the organization’s recruitments. Members of the majority group may favor an
in-group candidate over a more talented out-group one, so as to stuff the organization
with their chums and thereby entrench their grip on the organization’s recruitments. This

violates meritocracy, defined here as the selection of the more talented.

The first contribution of our paper is to derive new theoretical predictions about the
drivers of entrenchment in the absence of public intervention. (a) Homophilic intensity.
An obvious factor is the preference for homophily: agents who attach more importance
to mingling with their in-group are more likely to give up on meritocracy. (b) Majority
size and discrimination. With linear or concave homophily benefits, thinner majorities

discriminate more than larger ones. By contrast, with strictly convex homophily bene-

'We focus on “cooptation” in the sense of “periodic selection by incumbent members of new mem-
bers, according to a given voting rule”. A second and equally important acception of “cooptation”,
associated with Selznick (1948, 1949), argues that absorbing new elements in an organization can be a
means of averting threats to its stability or existence. We refer to the literature building on Acemoglu
and Robinson (2000)’s celebrated analysis on the extension of the franchise to avoid upheaval (threat-
averting cooptation involves the entire threatening group in Acemoglu-Robinson, and only a sub-group
in Bertocchi-Spagat 2001).



fits, larger majorities may discriminate more than thinner ones. (¢) Uncertainty about
future control. A higher uncertainty for the majority on its ability to retain control, due
for instance to uncertain voting participation or uncertain group allegiance, can lead to
a more intense discrimination against minority candidates as the majority builds a pre-
cautionary buffer against unexpected losses of control. This "buffer effect" drives some
unintended consequences of policy interventions (see below). (d) Patience. When facing
a trade-off between coopting a minority member or a less talented majority one, the ma-
jority members weigh the discounted benefits from the talent differential (in the current
recruitment) against those from future control (affecting all future hires). The latter
increase faster than the former as the discount factor increases: a longer expected tenure
(a longer time-horizon) within the organization makes majority members more prone to
entrench. (e) Weak-link principle. It takes two to build meritocracy: the cooptation
process is only as meritocratic as the group with the strongest homophily preferences, or
lowest patience allows it. (f) Homogamic evaluation capability. Talent evaluation that
is more accurate within the in-group (due to field expertise or familiarity) under weak
conditions raises entrenchment, as the majority is less able to identify talent within the
pool of minority candidates.

As allowed by our framework, entrenchment is not always socially detrimental — for
instance, friendship circles are often based on homophily in tastes. We emphasize a fun-
damental asymmetry between entrenchment and meritocracy, though: When equilibrium
behavior leads to meritocracy, meritocracy does dominate entrenchment in terms of wel-
fare. By contrast, when equilibrium behavior leads to entrenchment, meritocracy may
yield a higher welfare than entrenchment. We interpret this discrepancy as a collegial

bias against meritocracy.

Our second contribution is an analysis (the first to the best of our knowledge) of
familiar public policy interventions to promote meritocracy.? Policy interventions are
motivated by the misalignment between majority and social interests when the majority
is tight. The majority trades off a higher quality brought by a more talented minority’s
hire against a probabilistic, but repeated loss of future homophily benefits. Two distinct
families of interventions aim at altering this tradeoff in the direction of meritocracy:

(i) Interventions reducing the value of control rights. The first family of interven-

tions makes it less appealing for the majority to secure control over future decisions. A

2The different families encompass different information structures and means of interventions.



diminished value of control rights down the road tilts the balance in favor of a merito-
cratic choice, at least if it does not deteriorate the minority’s payoff. We examine three
such policies: equal treatment of members, affirmative action (minority quotas), and
homophily-blind selection. In each case, the intervention favors meritocratic choices by a
tight majority. However, by not allowing the majority to exercise free, informed choice,
these policies unfortunately come with side effects: inefficient internal policies (equal
treatment of members), reverse discrimination (quotas), and a loss of quality information
(blind selection).

(ii) Interventions tilting the current decision toward meritocracy. The second fam-
ily of interventions makes today’s meritocratic choice more self-evident to the majority.
It is composed of two subgroups of interventions: command-and-control policies, and
incentive schemes. Command-and-control policies include semi-blind recruitment (in-
troducing an initial homophily-blind stage in the selection process for candidates, thus
implying that the short list selected at the first stage for stage-2 interviews by the major-
ity may be limited to minority candidates), as well as the previous fully blind procedure,?
and micro-management (the principal sporadically imposes the choice of a more talented
minority candidate).

The second subgroup of interventions tilting the current decision toward meritocracy
is based on incentives. We cover three such policies, associated with either financial
or symbolic rewards. All are zero-sum/budget neutral: Financial rewards for quality
(whether provided through research assessment exercises, research councils’ grants or
market-based rewards) are financed through a lower base-resource level; similarly, fines
for discriminating against minority candidates go into a general increase of resources for
the organization; reputational (symbolic) rewards are boosted by making it more salient
that discrimination is happening.

One might expect command-and-control and incentives to be equivalent, as they tilt
the current decision in the same direction. But in a dynamic environment with forward-
looking players, they induce different choices before the majority is at risk (“up the
road”). The command-and-control approach increases the majority’s uncertainty about
future control, thereby increasing its willingness to avoid the dangerous zone of tight
majorities. It encourages the formation of a precautionary buffer (which, except for

homophily-blind hiring, the majority has the means to build). Such super-entrenchment

3Homophily-blind selection does two things simultaneously: (a) it annihilates the value of control
rights, but (b) it also makes discrimination impossible in the first place as the majority does not observe
the horizontal types. So, this intervention can be classified both as reducing the value of control rights,
and tilting the current decision toward meritocracy (command-and-control).



induces an important leakage in the policy: by inducing more meritocracy today, the
policymaker increases discrimination earlier on.* By contrast, the “Pigovian” incentive-
based policies that align the majority’s interests with society’s do not induce the buffer
effect associated with command-and-control, nor the decision-inefficiency side effects as-

sociated with interventions reducing the value of control rights.

Technical contribution and roadmap.

Section 2 builds the baseline model under laissez-faire. As we later show, this model
gives the best chance to meritocracy by assuming that (i) the majority can perfectly
predict prospective hires’ allegiance and there is no uncertainty about turnout in future
recruitment elections, and (ii) groups can identify talent equally well for out-group can-
didates and for in-group ones.

The organization has an arbitrary size. There are two horizontal groups, and two
talent levels (we later generalize the talent distribution to a continuum). Organization’s
members enjoy linear quality and homophily benefits from their colleagues’ attributes
(we later generalize to non-linear and asymmetric homophily benefits). Quality benefits
exceed homophily ones (the interesting case, as otherwise the majority only hires in-
group candidates). Section 2 fully characterizes pure-strategy Markov Perfect Equilibria
(MPEs). We show that MPEs satisfy the following properties: (a) equilibrium strategies
are meritocratic, except perhaps for tight majorities (when a minority appointment may
lead to a loss of control), in which case basic entrenchment may arise; (b) a group is more
inclined to be meritocratic if the other group also is (strategic complementarity); (c) in
the symmetric case, the organization is either meritocratic or basically entrenched, and
the two regimes coexist over a non-empty range of the quality-over-homophily-benefit
ratio.

Section 2 then computes the welfares of current minority and majority members. The
two equilibria, when coexisting, are Pareto-ranked with meritocracy dominating entrench-
ment, which enables us to make a selection and perform comparative statics and policy
evaluation. A second measure of welfare is aggregate ergodic welfare, which, by focusing
on long-term payoffs, embodies future recruits’ rents on top of current members’s value
functions. With this criterion as well, the meritocratic equilibrium, while delivering lower

homophily benefits on average, dominates the entrenchment one.

“In the case of blind hiring, the majority does not have the ability (the information) to super-entrench
(or even entrench). The inefficiency then stems from the loss of vertical information induced by the
"blinding".



Section 3 studies the (aforementioned) policy interventions. Section 4 relaxes the as-
sumptions of the baseline model, emphasizing the robustness of the analysis in Sections
2 and 3. It considers asymmetric preferences (either for homophily or time horizon), and
establishes a "weak link" principle for meritocracy (Section 4.1). It extends the analy-
sis to a continuous quality space (4.2), nonlinear homophily benefits (4.3), homogamic
evaluation capability (4.4.1), uncertain voting participation (4.4.2), and “anterooms for
appointments”, which can be external when rejected candidates may reapply or internal
when junior members may be promoted to a senior position® (4.5). The paper concludes
by discussing the related literature (Section 5) and avenues for future theoretical and

empirical research (Section 6). Omitted proofs can be found in the Online Appendix.

2 Baseline model

There is an infinite time horizon with periods ¢t € (—o00,400). The organization is
composed of N = 2k members. At the beginning of each period, one member of the
organization, drawn randomly from the uniform distribution, departs. We denote by o
the "life-adjusted discount factor", i.e. the pure-time discount factor times the probability
of still being a member of the organization in the following period: letting dp € (0,1)
denote the pure-time discount factor, then § = do(1—1/N). The departure is immediately
followed by a recruitment. The intra-period timing is summarized in Figure 1.

Each individual has a two-dimensional type. The vertical type captures talent or
quality and takes one of two possible values, 0 (mediocre) or 5 (talented), where § > 0 is
the incremental per-period contribution of a talented individual to each other member’s
payoff. The horizontal type stands for race/gender/tastes/opinions and can take two
values {A, B}. A member of horizontal type X € {A, B} exerts per-period externality
by > 0 on members of the same type,® but not on members of the opposite type, and

this regardless of their talent.”

°In hierarchical organizations, the oft-made observation that minorities experience difficulties in rising
above a certain level suggests that meritocracy is more often violated at higher than at lower levels. Even
if in-group favoritism contributes to discrimination against minorities, it is not a priori obvious that it
should imply a lower rate of promotion for the latter (a "glass ceiling"). Nonetheless, Section 4.5.2 shows
in the natural extension to a two-level organization that a glass ceiling results from control being located
at the senior level.

6 The case bx < 0, corresponding to negative homophily — e.g., envy towards the likes, preference
for diversity or for a smaller in-group, etc. (see for instance Bagues and Esteve-Volart 2010) — can be
accommodated in our model. See Online Appendix S.

"Members may enjoy direct homophily benefits, associated with the desire of sharing identity (political
or other) or interests (say, similar leisure activities) with fellow members. Alternatively, homophily
benefits may be more instrumental /indirect. Having like-minded members on board allows one to weigh



Period t

| | | ! time
One member quits = Candidacies Vote Member ¢ of type X € {4, B} enjoys
2k — 1 members left. (majority rule) flow payoff (n_, .5+ m_,.by)
Resulting majority size: M.
(Legacy-free) value function for
members of group X € {4,B} with
sizei €{1,...,2k —1}: Vi

Figure 1: Timing.

We thus assume that each member derives utility from: (i) their colleagues’ talent, i.e.
the vertical attributes of members of the organization, and (ii) homophily over tastes:
ceteris paribus, each member prefers colleagues who share their horizontal type. So,

member ¢ of group X € {A, B} receives date-t flow payoff
Upp = Nyt S + m—L,tBX

where n_,; < N—1and m_,; < N —1 are respectively the number of talented colleagues
and the number of in-group colleagues of member ¢, at date ¢.8

In each period, there is at least one candidate of each type. Assuming then that there
is exactly one of each type involves no loss of generality as all members of the organiza-
tion prefer the most talented candidate of a given horizontal type to any candidate of the
same type but with lesser talent, and are indifferent if there are multiple "most-talented"
candidates of a given horizontal type. Moreover, we assume that candidates apply to
become members only once and that the candidates’ types are observable prior to the
vote — we will later relax these two assumptions.

Let s = §/ {1 —0o(1 —2/N )} denote the expected incremental lifetime contribution
of a new talented (relative to mediocre) appointee to each incumbent member of the
organization.” We similarly denote by bx = by/ {1 — (1 —2/N )} the expected lifetime
homophily benefit for an incumbent member of group X € {A, B} generated by a new
in-group member.

The decision rule is the majority rule, with each of the 2k — 1 members of the orga-
nization at the time of the vote having one vote. Let M € {k,k + 1,...,2k — 1} denote
the size of (number of individuals in) the majority. We say that the majority is tight if

on organizational decisions and the sharing of private benefits: more committees are filled by in-group
members and more suggestions favorable to the group are made.
80ur insights are unchanged if a talented member derives a "quality payoff' from their own talent.
9The term dg(1 — 2/N) stems from the conditioning on both the current member and the newly
recruited one still being in the organization in the next period.



M=k

To make things interesting, we assume s > bx for all X € {A, B}. Otherwise, if
bx > s, systematically voting for the majority candidate would yield the highest possible
continuation payoff for majority X, and (in the absence of coordination failure) such a
majority would always move towards perfect homogeneity.

Candidates’ talents are i.i.d. across periods. We let 2 € (0, 1/2] denote the probability
that the majority (or minority) candidate is more talented (i.e. has vertical type s while
the other candidate has vertical type 0), and thus (1 — 2z) is the probability that they
are equally talented (either both of quality s or both of quality 0). Let a € [0, 1] denote
the probability that both are of talent s conditional on both being equally talented. The
probability of an in-group (or out-group) candidate being of quality s is thus equal to
T=z+ (1 —-22)a

Our equilibrium concept is pure-strategy Markov Perfection. Given the other group’s
strategy, all members of a given group X € {A, B} at date t have the same objective
function. Moreover, if they have not exited by date t+7 > ¢, they will have the same date-
(t+7) current-plus-continuation payoff function as the other members of the same group,
regardless of their respective cohort and talent. So, only the size M of the majority and
its identity X are payoff-relevant in the sense of Maskin-Tirole (2001). Markov strategies
therefore depend neither on time ¢, nor on the cohorts or talents of incumbent members.

In addition, we assume that each member votes as if they were pivotal, i.e., as if
they alone chose the candidate. Hence, we ignore coordination failures in which, say,
a majority member votes for an unfavored candidate because other majority members
also do.'! Consequently, at any date, all members of a given group vote unanimously to

maximize their current-plus-continuation payoff.'?

10We refer to a majority member as "he", to a minority member as "she", to a generic organization
member as "they", and to the principal — whenever there is one — as "it".

"The assumption that agents vote as if they were pivotal could stem in particular from a trembling-
hand requirement as in Acemoglu et al. (2009), or from a coalition-proofness requirement among current
members of the same horizontal group (majority/minority).

128ince we thus rule out coordination failures within the majority, the minority’s current voting be-
haviour is for now irrelevant (uncertain voting participation or identification of group allegiance will be
considered in Section 4.4.2).



2.1 Equilibrium characterization and existence results
2.1.1 Majority’s best response and strategic complementarities

The state variable for a majority of horizontal type X € {A, B} is its size M €
{k,...,N —1}. We study the "best response’ for a majority of type X € {A, B} and size
M € {k,...,N — 1} to the other group’s strategy, summarized by the current majority’s
continuation value upon losing control (reaching size k — 1).

Since the present discounted value of benefits accruing from other incumbent members
plays no role in an MPE, we do not include the legacy terms in the expression of the
value functions. For any group size i € {1, ..., N — 1} just before candidacies are declared
(see Figure 1), we denote by V; x the value function of an individual in group X: V; x is
the expected discounted value of flow payoffs brought about by colleagues who will be
coopted later, in the current period and in future periods.

A majority member’s continuation value at majority size M > k is given by

M M
bX + Smaj + 6[]HVM’X + (1 - ]\7—]_> VM+1’X‘|

if the majority candidate with talent (expected lifetime contribution) sm.; € {0, s} is

recruited in the current period, and by

M-—-1 M-1
Smin + 0 [VMLX + <1 — >VM,X]

N -1 N -1

if the minority candidate with talent (expected lifetime contribution) s, € {0, s} is.
The value function Vj; x of a majority member at majority size M is the expectation
of its continuation value over all current-period possible events (candidates’ profiles and
recruitment decisions).13 The majority’s choice between the two candidates is thus de-

termined by the following comparison:

M—-1
N -1

M

(Viex — Vu-1x) + (1 — > (Vars1.x — VM,X)‘| s 0.

bX+5maj_3min+6 N —1
(1)

Definition (Canonical strategies).
(i) The majority votes for the majority candidate if the latter is at least as talented as

the minority candidate.

"*Moreover, any continuation value V; x with i € {1,..., N — 1} thus lies in the interval [0, ((Z + z)s +

(1 —a)bx)/(1 - 9)].



(i) When the minority candidate is more talented, a type-X majority, with X € {A, B},
votes for the majority candidate with probabilities {ox (M)} veqk,.. N1} with either ox (M)
0 forall M >k, orox(M)=1fork<M<k+landox(M)=0if M >k+1+1 for
some | > 0.

We will say that a type-X majority is
o meritocratic if ox(M) =0 for all M > k;

o basically entrenched if it favors a mediocre majority candidate over a talented minor-
ity one only when the majority is tight (M = k), i.e. if ox(k) =1 and ox(M) =0
forall M > k + 1.

o super-entrenched at levell > 1 ifox (M) =1 for M € {k,....,k+1}, andox(M) =0
for M > k+141,

o fully entrenched if it is super-entrenched at level | = k — 1, i.e., if ox(M) =1 for
all M > k.

Online Appendix A proves the following intuitive property:

Lemma 1. (Majority’s best response and canonical strategies) Fiz Vi1 x in the
feasible range ({O, (T4+z)s+(1—x)bx)/(1— 5)]) The magjority’s best response to Vi_1 x

among pure Markov Perfect strategies is either meritocracy or basic entrenchment.

Intuitively, the assumptions of the basic model ensure that control can be retained
simply by coopting a majority candidate when the majority is tight (M = k). There-
fore, unless control is immediately at stake (M = k), the majority’s strict best response
is always to recruit the most talented candidate, breaking ties in favor of the in-group
candidate.

Our next economic insight — the strategic complementarity of meritocracy and en-
trenchment — builds on Lemma 1. Let us, abusing notation, denote by Vlr)? group X'’s
continuation value function when it has size ¢+ and follows strategy r when it has the
majority, with r = m if the strategy is meritocracy and r = e if it is basic entrenchment,
and the other group follows strategy r’ € {m, e} when it has the majority. When r = e,
control never switches and the other group’s strategy is irrelevant, and so V5" = V;’§
for all 7 > k.

When r = m and the other group is basically entrenched, the expected payoff from

the current hire in Vg for i < k — 1 is bounded above by (T + x)s + xb and is strictly



lower than the bound when ¢ = k£ — 1, while the expected payoff from the current hire in
V" for i < k — 1 is bounded below by (Z + x)s + zb (and is strictly higher than this
bound when i > k if < 1/2)."* This implies that V;'y" > V;'5". And therefore,

m,m e,m m,e e,e
Vix —Vix > Vix —Vix

Consequently, group X is more inclined to be meritocratic when it has a tight majority

if the other group is also meritocratic.

Proposition 1. (Strategic complementarity) A given group X € {A, B} is more
inclined to be meritocratic (resp. basically entrenched) if the other group is itself merito-

cratic (resp. basically entrenched).

2.1.2 The symmetric case

Except in the asymmetric extension of Section 4.1 and for expositional conciseness, we
henceforth restrict our attention to the symmetric case in which both horizontal groups
have the same homophily preferences: by = bg = b.

In the symmetric case, Lemma 1 and Proposition 1 together imply that generically,
any pure-strategy MPE is symmetric and either meritocracy or basic entrenchment,
i.e., that the behaviors of A and B majorities are the same, either meritocratic or basi-
cally entrenched. To alleviate the notation in the symmetric case, we therefore drop the
subscript X in the value function, and let V" = V;"" for all i < k and r € {m,e}.'® We
thus refer equivalently to a meritocratic/basically entrenched majority or organization.

Lemma 2 below states, and Figure 2 illustrates, the (monotonicity and increas-
ing/decreasing differences) properties of the value functions of majority and minority

members under the meritocratic and basic-entrenchment strategies.”

Lemma 2. (Properties of value functions in the meritocratic (m) and basic-

entrenchment (e) equilibria)

“For i > k, the expected payoff from the current hire in V;"y° is the same as the one in ViR™, and

the transition probabilities in the two continuation values are identical.
15To establish symmetry, suppose by contradiction that in equilibrium, group X is meritocratic and

group Y is basically entrenched. Necessarily, V' > Vo and V3" > V'3, However, for any

r,r’ € {e,m}, V]; )T(/ = V,; ’;/ as payoffs are symmetric, and we know from the proof of Proposition 1 that
VI = Vx> VI — Vi Hence, the equality V' = Vi'y" would imply that V" > V'™, a
contradiction.

16 As we noted before, when the majority is entrenched, the other group’s strategy is irrelevant, and
thus, for ' € {m,e}, V¢ = Vf’rl for i > k, while V¢ = V;T,’e fori <k—1.

"By "decreasing differences" (resp. "increasing differences"), we refer to the following concavity (resp.
convexity) property: |V/\; — V)| < |V[ = V]| (vesp. [V} — V| > |V[\1 — V]'|) whenever j <.

10
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Figure 2: Properties of value functions in the (symmetric) meritocratic and
basic-entrenchment equilibria.

(i) (Majority value function) Fori € {k, ..., N—1}, V¢ is strictly increasing in i and has
strictly decreasing differences. Similarly, V. is increasing in ¢ and has decreasing

differences, strictly so if and only if v < 1/2.

(it) (Minority value function) For i € {1,...,k — 1}, V.° is strictly decreasing in i and
has strictly increasing differences in i. By contrast, for i € {1,....k — 1}, V. is

increasing in i and has increasing differences in i, strictly so if and only if v < 1/2.

(iii) (Control benefits) For r € {e,m} and any i >k, V" > V3_,_, (strictly so when

r=e, and when r=m and r < 1/2).

Intuitively, the three parts of Lemma 2 stem from the following observations. Firstly,
in both the meritocratic and basic-entrenchment equilibria, the majority always picks
its "myopically favorite' candidate except in the basic-entrenchment equilibrium when
M = k, where "myopically favorite" refers to the choice the majority would make in the
absence of future elections or, equivalently, if future hiring decisions did not hinge on
the current one. The higher M is, the more remote the appointment of a myopically
suboptimal candidate (basic-entrenchment equilibrium) and the more remote a possible
loss of control (meritocratic equilibrium).

Secondly, for minority members, the impact of moving further away from the tight-
majority state (M = k) depends on the equilibrium: in the basical-entrenchment equilib-
rium, the further away from minority size £ — 1, the smaller the additional loss of getting

one step closer to the majority’s entrenched recruitment at k£ — 1, whereas in the merito-

11



Basic entrenchment only Both equilibria Meritocracy only

1 pm pe s / b

Figure 3: Existence regions for meritocratic and basic-entrenchment equilibria over the
s/b line.

cratic equilibrium, the further away from minority size £ — 1, the smaller the additional
benefit of getting one step closer to possibly seizing control of the organization.

Thirdly, homophily induces a benefit from control for the majority whenever candi-
dates have the same talent — as the majority can then pick its in-group candidate at no

cost in terms of quality.'®
Proposition 2. (The symmetric case)

(i) All pure-strateqy Markov Perfect equilibria are symmetric, and either meritocratic

or basically entrenched.
There exist finite thresholds p® and p™ satisfying: 1 < p™ < p® < 400, such that
(i) The basic-entrenchment equilibrium exists if and only if s/b < p®,
(iii) The meritocratic equilibrium exists if and only if s/b > p™.

(iv) Patience (in terms of pure-time preference) fosters entrenchment: for any do,

apm/aao >0, and 8p6/850 > 0.

Figure 3 describes the existence regions over the line s/b for given x,d. For s/b close
to 1, selecting an untalented peer over a better qualified minority candidate comes at
little cost for the majority, and there is a benefit from keeping control, so the majority is
basically entrenched. As the ratio quality/homophily benefits s/b increases, the coopta-
tion game moves from a (bounded) region where only the basic-entrenchment equilibrium
exists, to an intermediate (bounded) interval where, due to strategic complementarities,
both equilibria coexist.'” As s/b continues to increase, it reaches the (half-line) region

where only the meritocratic equilibrium exists.

18The benefit from control persists with a continuum of vertical types (see Section 4.2) as the majority
then reaps a homophily benefit when recruiting its in-group candidate against a slightly more talented
out-group candidate.

9 As usual, there is then a third, mixed-strategy equilibrium with (k) € (0,1). (Recall that we focus
on pure-strategy equilibria throughout the paper. Besides, as will be clear shortly, this mixed-strategy
equilibrium is dominated by the pure-strategy meritocratic equilibrium.)

12



As the discount factor dy increases, the existence region of the meritocratic equilib-
rium shrinks while that of the basic-entrenchment equilibrium widens: The benefits from
future control (affecting all future hires) increase faster than the benefits from the current
recruit’s talent, and so, when members become more patient, the relative cost of losing

the majority increases.

Remark. If x = 1/2, i.e. the probability that both candidates have the same vertical type
is nil, then p™ = 1: for any s > b, there exists a meritocratic equilibrium. The result is

intuitive, as there is no benefit from control. By contrast, p™ > 1 whenever = < 1/2.

2.2 Welfare

2.2.1 Members’ value functions: Meritocracy vs basic entrenchment

We first consider current members’ welfare, defined as their expected discounted sur-
plus (from current and future hires), at any given legacy and period, therefore computed
from the continuation payoffs V.".

The next Proposition shows that, when they coexist, the meritocratic equilibrium
is preferred to the basic-entrenchment one by all current members of the organization.
Intuitively, at any given majority size, minority members prefer the meritocratic equi-
librium, while majority members, who can always select to be entrenched, weakly prefer

the meritocratic equilibrium which delivers a higher payoff when surrendering control.?’

Proposition 3. (Members’ value functions: Meritocracy vs basic entrench-
ment) Whenever the meritocratic and the basic-entrenchment MPE coezist, i.e., for
s/b € (p™, p°), at any majority size the meritocratic equilibrium is preferred by all cur-

rent members of the organization to the basic-entrenchment equilibrium.

As a consequence, from the perspective of current members, the meritocratic equilib-
rium Pareto-dominates the basic-entrenchment equilibrium whenever they coexist. This
observation motivates our equilibrium selection — which we will use to perform our policy

analysis (Section 3).

Assumption. (Equilibrium selection). Whenever two equilibria coexist, coordination
occurs on the meritocratic one. So, under laissez-faire, basic entrenchment prevails if and

only if 1 < s/b < p™.

20Regardless to the regime r € {m, e}, the majority faces an optimal stochastic control problem with
boundary value Vj_;. All valuations Vi, with [ > 0, are therefore non-decreasing functions of Vj_;.
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2.2.2 Ergodic aggregate welfare

We now draw an aggregate-welfare comparison between basic entrenchment and mer-
itocracy in their respective ergodic distribution from the perspective of a utilitarian prin-
cipal or third-party putting at least as much weight on quality as on homophily benefits.
We will indeed use this ergodic aggregate welfare to measure the impacts of different
interventions in our policy analysis (Section 3): Denoting by S the organization’s ergodic
per-period aggregate quality, by B the ergodic per-period aggregate homophily benefits,?!

the principal’s objective writes
W=qS+B

where ¢ > 1 is the (relative) weight put by the principal on quality relative to homophily.
The "no-externality-on-third-parties case" ¢ = 1 corresponds to the maximization of (er-
godic) total member surplus. But it often makes sense to assume that ¢ > 1: homophily
benefits are fully appropriated by the members, while talent yields benefits for both

members and their organization or society (taxes, innovation, prestige, etc.).

Proposition 4. (Ergodic per-period aggregate welfare) For any s > b, W™ > W€,
i.e., the meritocratic regime dominates the basic-entrenchment one in terms of ergodic

per-period aggregate welfare.

This result stems from the following intuition (see Online Appendix E for details):
While basic entrenchment leads to larger majorities and thus larger homophily benefits,
meritocracy delivers higher quality benefits, which not only have a higher social value
"per unit" than homophily ones (as gs > b), but also accrue to all members whereas
homophily ones profit only the in-group.

The higher aggregate welfare delivered by meritocracy motivates the policy interven-

tions which we study in Section 3.

et v} denote the ergodic probability of majority size i € {k, ..., N} at the end of a period in regime
r € {e,m} (see Online Appendix E for its expression). Then, for regime r € {e,m},

N
BrEéu{{i(i—1)+(N—i)(N—i—1)}l~),

while

1
S =N(N-1)(T+z)5 and S¢ EN(N—I)[VZHkx+(1—y§+1ﬂ>(9&+x)]§.

Hence, in particular, S™ — S = N(N — 1)(1 — vg,, 51 zs.
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The collegial bias against meritocracy. Propositions 2 and 4 point at an important
asymmetry between entrenchment and meritocracy. While for any s/b > 1, meritoc-
racy dominates basic entrenchment in terms of (ergodic aggregate) welfare, equilibrium
behavior leads to basic entrenchment for any s/b € (1,p™). By contrast, for s/b < 1,
equilibrium behavior leads to full entrenchment, which does dominate meritocracy in

terms of welfare. We interpret this discrepancy as a collegial bias against meritocracy.

2.3 Empirical evidence

There is growing evidence about the failure of meritocracy in various organizational
environments.”? An important prediction of our analysis (and of our later extensions to
super-entrenchment) is that weaker majorities discriminate more than stronger majorities.
This is consistent with a number of empirical studies. Indeed, demographic change — and
in particular increased local out-group presence — often shifts political behavior, voting
and policy outcomes (Hopkins 2010, Dustmann et al 2019). More specifically, Behrens
et al (2003) and Reny-Newman (2018), studying local demographic changes, show that
rising minority sizes lead majorities to vote for more majority-preserving propositions
(such as felon disenfranchisement when the proportion of felons is higher in the minority,
and housing discrimination). Conversely, Enos (2016) shows that lower minority sizes lead
to less conservative voting from majority voters. Similarly, Bagues et al. (2017) find that
in (Italian and Spanish) scientific committees, male evaluators become less favorable to
women if a woman joins the evaluation committee, suggesting horizontal control concerns
from male evaluators.?®

Importantly, our results rely only on control considerations, and not on increased
prejudice against minorities: We are not aware of empirical work that directly compares
the sensitivity of behavior and prejudice to out-group size. Combined with evidence that
contact can actually lower prejudice (Enos 2014), this pattern suggests that observed
behavioral responses stems from a control logic, as in our model, rather than from rising

animus.?*

%Tor instance, Rivera (2012) finds evidence of biased hiring based on shared leisure activities, while
Zinovyeva-Bagues (2015) shows that in the Spanish centralized process for promoting researchers to the
ranks of full and associate professor, the promotion rate is higher when evaluated by the PhD advisor,
a colleague or coauthor, and that the evaluation bias dominates the informational gain.

ZThis evidence is also consistent with our study of uncertain participation/uncertain group allegiance
(Section 4.4.2), which emphasizes that more insecure majorities are more prone to (super-)entrench.

241n fact, prejudice may even reflect motivated beliefs and mirror control considerations: To reduce
feelings of guilt from discriminating against a more talented minority (for, people derive utility from
believing they do the morally right thing), majority members may persuade themselves that their dis-
criminating against minorities only reflects the fact that the latter deserve their treatment (see the
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3 Policy

3.1 Policy instruments and principal’s objective function

Our policy analysis encompasses the most common real-world approaches. Before
studying their consequences, we briefly describe the information and means they require

to be implemented, and so the different environments in which they arise.

Observable variables. Policy instruments hinge on observability. The principal — e.g.,
a government, a regulating authority, an NGO able to engineer social pressure, or a major
shareholder able to influence the organization’s internal rules — may observe talent, at
least sporadically and usually at a cost: the date-t relative quality of current candidates,
or else the overall quality S; of the organization. Assessments of S; may be provided ei-
ther within a research excellence framework evaluating the impact of research institutions
(such as the ones operative in the UK, Germany and France) in academia, or by a market
mechanism bringing money and prestige to a successful institution in the corporate and
NGO world.

The principal may alternatively observe the degree of homogamy, again either of the
current hire with the majority, or of the overall homogamy, M;, of the organization. In
some cases, the observation of M; may be costly, but straightforward; gender homogamy
is a case in point. In other cases, it may be difficult, even impossible for an outsider to
access a reliable and verifiable measure of homogamy: homophilic tastes may result from
common leisures, culture, religion, old-boy networks, field preferences and so on. We
distinguish three broad groups of interventions depending on the principal’s information
and means: micromanagement, macromanagement, and internal governance (see Figure
4).

(a) Micromanagement refers to interventions in hiring decisions on the basis of in-
formation about the relative talent of the current candidates, the fact that the selected
candidate belongs to the majority group (homogamy information), or even no information
at all. Micromanagement interventions include discretionary overrulings (the principal
can reverse the decision to hire the majority candidate) and fines (the principal imposes
a financial penalty for the organization whenever it discovers that the majority does not
hire the most talented candidate).

(b) Macromanagement refers to policies based on the stock variables rather than on

literature on moral wiggle room initiated by Dana et al, 2007).
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Micromanagement: Macromanagement: Internal governance:
Information on current candidates |Information on aggregate observables |Information on organizational practices

- Discretionary overrulings - Competitive quality rewards - Equal treatment among members
- Fines for discriminatory hirings - Affirmative action (minority quota) | - Blind and semi-blind hiring
- Accountability & transparency in hiring (fines, reputations)

Figure 4: Policy interventions and principal’s information.

a specific appointment: either homophily M, (for minority quotas), or quality S; (for
competitive financial rewards based on quality).

(¢) Internal governance refers to the set of general rules regarding internal organiza-
tional choices, for example the equal treatment of members (e.g., with respect to wages
or promotions, access to resources, etc., depending on the principal’s information). A
second internal governance choice is the design of the hiring process. Indeed, it is widely
perceived that the way candidates are selected matters: the intervention thus concerns
not actual hires, but the way they are selected. The idea is either to alter the information
structure somewhere along the recruitment process (blind or semi-blind hiring processes),
or to harness financial or social rewards by making discrimination more salient when it

happens (reputational rewards):

o Blind and semi-blind hiring. A principal can impose that hiring decisions be made
in the absence of information about a horizontal trait (gender, race, background. . . ).
This is the case for blind auditions by orchestra (blind hiring, e.g, Goldin-Rouse
2000) or for the use of blind CVs for the pre-selection of candidates for a job
(semi-blind hiring as the process’ next steps are no longer blind, e.g. Bertrand-

Mullainathan 2004).

o Making discrimination in hiring more salient. A principal (or a pressure group)
can make discrimination against a talented (minority) candidate more salient and
thereby mobilize social-pressure mechanisms, without exerting direct control over
the decision itself. Structured interviews, anti-nepotism policies, and limits on re-
ferrals (which are known to boost homophilic recruitment by allowing the majority
to discriminate by omission rather than by commission) belong to this category.
Such rules can be viewed as negatively impacting the social or self-esteem of ma-
jority members who discriminate against a talented minority candidate: Structured
interviews following a given script and anti-nepotism policies make discrimination

more noticeable, while removing referrals limits moral wiggle room.?

25In contrast to blind and semi-blind hiring processes, hiring processes making discrimination more
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For expositional clarity, we henceforth structure our policy analysis based on the inter-
ventions’ operating channels and outcomes. We thus begin by studying interventions that
we show can reduce the value of control rights (equal-treatment rules for members and
minority quotas, Section 3.2), then command-and-control interventions (hiring processes
and discretionary overrulings, Section 3.3), and lastly, incentive schemes (quality rewards,

and fines and reputational penalties for discrimination, Section 3.4).

Objective function. The formulation of the ergodic welfare flow, W = ¢S + B, implic-
itly assumes that either the budget is fixed or there is no shadow cost of public funds.
This assumption is natural in the case of a quota, which by definition involves no external
funds. In the case of a monetary incentives for quality, one can think of a ministry of
research with a fixed budget: whatever is given in terms of rewards for quality for the
best institutions comes to the detriment of other institutions, who are granted a lower

budget.?

As announced in the introduction, the recurring themes in the following analysis are:

1. External interventions can reduce the value of decision rights. Majorities cannot
optimize as efficiently when they face external constraints, such as equal-treatment
rules for members, minority quotas, or blind hiring. This reduced value from control
diminishes the appeal of entrenchment (loss-of-control-value effect), but the external

constraints tend to generate inefficiencies.

2. Interventions that make control uncertain, while still allowing the majority to fight
back, such as semi-blind hiring processes and micro-management, can backfire. The
fear of an involuntary loss of control due to discretionary external interventions or
restrictions on the choice of candidates encourages the current majority to build
a buffer against such events, i.e., to super- or fully-entrench itself (precautionary-

buffer effect).

3. Incentives work better than command-and-control. As in other areas of policy mak-
ing, a direct intervention on the externality (here, the insufficient demand for minor-

ity talent by the majority), such as e.g., competitive quality rewards or symbolic

salient do not change the information available to the majority during the hiring process, but inflict
(symbolic) penalties if the majority uses its information against minority candidates.

26For the sake of exhaustivity, we consider in Online Appendix K.1 a strictly positive cost of public
funds in our analysis of quality incentives, to allow for an increased total budget.
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penalties for discrimination, is preferable to indirect approaches, that do exhibit

side effects.

3.2 Reducing the value of control rights: Equal treatment of

members and affirmative action
3.2.1 Equal treatment of members

Equal-treatment rules, as their name indicates, state that decisions should not depend
on a candidate’s horizontal type. In the case of equal treatment of members, such rules
enforce the absence of post-hiring discrimination based on horizontal types: allocative
discrimination restricting access to a resource for minority members, or sorting them in
different tasks or career tracks (biasing assessments or promotions in favor of a given
group), within-job wage disparities for equal qualification and performance, etc. We
show that equal-treatment rules (weakly) foster meritocracy and thus improve quality.
Notwithstanding, equal-treatment rules may entail efficiency losses — e.g., in Online Ap-
pendix G, such rules may require "locating" (on a Hotelling line) a public good at an
equal distance from the two groups’ respective bliss points, while the efficient location
would be closer to the majority’s own bliss point (especially when the majority is large

and "distance costs" convex).

Proposition 5 (Equal treatment of members). Policies that enforce equal treatment
of members promote meritocracy and (weakly) increase ergodic quality (S), although not

necessarily welfare (W ).

3.2.2 Affirmative action (minority quotas)

Suppose that the principal observes M; for each ¢, and mandates diversity by setting
a minority quota, i.e., imposing that the minority count at least R members at the end
of any given period. Since it is suboptimal for the principal to impose parity,?” we focus
on weaker forms of affirmative action (AA) with minority quotas R < k — 1.

By limiting the majority size, the quota reduces homophily benefits. Moreover, it
discriminates against the most talented candidate if at the moment of the vote, the quota
binds (i.e. M = N — R) and the majority candidate is more talented. However, there is

an indirect effect: control is less appealing both because the majority is constrained and

2TSuppose that the principal imposes parity (so at the end of any period the two groups are equally
represented). Then, the average quality of the coopted member (Zs) is smaller than in both the basic-
entrenchment and meritocratic equilibria and homophily benefits are minimized.
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because the minority is favored. That effect may lead to a “constrained meritocratic”
equilibrium in which the recruitment choice is meritocratic except perhaps when M =
N — R at the moment of the vote, and ties are broken either in favor of the majority

candidate (standard favoritism) or the minority candidate (reverse favoritism).”®

Proposition 6. (Affirmative action: Minority quota)

(i) Existence region. AA in the form of a minority quota R < k — 1 can induce the
organization to switch from basic entrenchment to constrained meritocracy.

(i) Welfare. Suppose s/b < p™, and so, basic entrenchment prevails under laissez-
faire. When the quota R is too low to induce the organization to engage in constrained
meritocracy, AA reduces both ergodic quality (S) and welfare (W). When the quota
induces the organization to engage in constrained meritocracy with standard favoritism,
there exists a cut-off for the probability x that the minority candidate is more talented
than the majority one such that AA yields a higher ergodic quality (S) than laissez-faire
if and only if x© is above the cutoff — the higher the quota, the lower the cut-off. AA
thus increases welfare (W) if the quota is sufficiently large, x is above the cutoff and the
welfare-weight (q) on quality is sufficiently large.

By reducing the value for majority members of controlling recruitments, AA can thus
induce the organization to switch from basic entrenchment to meritocracy, thereby having
an impact on recruitments above and beyond the immediate hiring constraint when the
threshold is reached.

One can think of possible improvements to this rigid quota. For example, a “quota
on average over some period” (either on the average majority or group sizes, or on the
average shares of majority and minority candidates recruited) would offer the majority
more flexibility to adapt to a time-varying supply of talent. However, the principal’s
information may be limited as to how job-specific talent supply is affected by, say, gender-
and-talent-contingent occupational choices. This may make it difficult to calibrate “fair

quotas”.

2When s/b is very high, the efficiency loss at M = N — R becomes extremely costly and majority
members may be willing to pick the minority candidate at lower majority sizes whenever the latter is as
talented as the majority one in order to avoid reaching a majority size of M = N — R at a later period.
Constrained meritocracy with reverse favoritism may thus arise in equilibrium: at large majority sizes,
majority members vote for their candidate if and only if he is strictly more talented than the minority
candidate. How relevant is such reverse favoritism? For s/b high, meritocracy is likely to prevail in the
organization and regulators unlikely to intervene on an ad hoc basis. But an economy-wide affirmative
action rule would apply even to organizations that would otherwise be meritocratic, giving rise to reverse
favoritism.
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3.3 Command-and-control interventions
3.3.1 Blind and semi-blind hiring

Suppose the organization faces a pool of four candidates, two from each group. To keep
things comparable, suppose that the distribution of talent among the four candidates is
such that the joint distribution of the talents of each group’s most talented candidate is as
described in Section 2 (portrayed by parameters x and «). And so, whether there are two
or four candidates is irrelevant as long as the majority knows the candidates’ attributes
(“transparent selection”). This is the case in our laissez-faire benchmark (baseline model),
in which members (or HRM personnel, perfectly aligned with the majority) observe each
candidate ¢’s horizontal trait, X, € {A, B}, and talent, s, € {0, s}.

The polar case of transparency is a blind process, in which the selection proceeds in
the absence of any knowledge of the candidates’ horizontal attributes. Between these two
processes lies the sequential, “semi-blind process”: First, a short list of two is selected
in the absence of horizontal information; second, the two candidates in the short list are
interviewed, and their horizontal types are revealed and the final selection is made from
the short list.

We assume that while the horizontal trait (gender, race...) is costlessly observable,
not learning it requires the absence of an interview that would further reveal more infor-
mation about “quality”. Even in the case of a blind audition for an orchestra position,
meeting with the candidate may reveal information about their future integration, their
vision of the job, their desire to stay etc (in the same way a flyout for an academic posi-
tion reveals information not contained in the JM package). We thus posit that a blind
audition or CV reveals only a signal z;, such that the signal z; and the candidate’s actual
talent s; satisfy MLRP. Lastly, we assume that the probability that in the first round, the
two minority candidates have strictly higher signals z than the two majority candidates

is strictly positive (which is a very weak assumption).
o Blind hiring. The selection is made based on {z,}.cq1,.. 4} only.?

o Semi-blind hiring. The first round is blind, so the pre-selection for the short list is
made based on {2 },c(1,.. 4y only. The final selection builds on the true characteris-

tics {X,, s,} of the remaining two candidates.

29Blind hiring can be interpreted both as an intervention annihilating the value of control rights (which
minority quotas and rules enforcing equal treament of members only reduce), and as a command-and-
control intervention.
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The symmetry of the problem makes it optimal for the majority to select (blind) or
pre-select (semi-blind) the candidate(s) with the best signal. The comparison between
laissez-faire and blind hiring is straightforward: blind hiring promotes minority hiring,
but may induce mistakes in estimating the vertical dimension. Blind hiring thus improves
ergodic quality (.9) if and only if (a) the majority is (basically) entrenched under laissez-
faire, and (b) the signal is sufficiently precise.*

By contrast, semi-blind hiring can induce a strategic reaction by the majority.*!
Adapting our previous terminology, we refer to the set of equilibria that are either mer-

itocratic, basically-entrenched or super-entrenched at level [ > 1, as the set of canonical

equilibria with semi-blind hiring.>*

Proposition 7 (Blind and semi-blind hiring). Suppose x < 1/2.

(i) Blind hiring induces a strictly higher ergodic quality (S) if and only if (a) the
magjority is (basically) entrenched under laissez-faire, and (b) the talent signal z is suffi-
ciently precise.

(ii) Semi-blind hiring. Full entrenchment is the unique canonical equilibrium with
semi-blind hiring for any s/b € [1,p], for some p € (1,p™). Hence, for s/b € [1,p],
semi-blind hiring reduces ergodic quality (S).

The result for semi-blind hiring illustrates a running theme of our analysis: When con-
trol is uncertain, i.e., in environments in which the majority can lose control with a strictly
positive probability regardless of its strategy,® super-entrenchment and full-entrenchment
can arise. Uncertainty about control can stem from well-meaning interventions such as
a semi-blind hiring process (as in this Section), or discretionary interventions (Section

3.3.2), or alternatively from uncertain voting participation or uncertain group allegiance

30Blind hiring always induces a lower ergodic aggregate homophily payoff (B ) than basic entrenchment
and meritocracy under laissez-faire. Hence, even when blind hiring induces a strictly higher ergodic
quality (5), it induces a lower ergodic welfare (W) when the quality-over-homophily ratio, s/b > 1, and
the quality externalities, ¢ > 1, are low (close to 1).

31Modelling an organization searching for candidates (in the absence of homophily concerns),
Fershtman-Pavan (2021) shows that if the evaluation of minority candidates is noisier than the one
of majority candidates, then "soft affirmative action policies" tilting the search in favor of minority can-
didates can backfire and actually reduce the likelihood of a minority candidate being recruited. By
contrast, in our model, semi-blind hiring only makes the "search technology" neutral, and the backfiring
stems exclusively from control concerns, and not from informational frictions.

328pecifically, in the case of semi-blind hiring, we define the meritocratic, the basic-entrenchment and
the level-l entrenchment strategies as in Section 2.1.1 whenever the majority faces exactly one candidate
from each horizontal group, and extend these strategies to the events in which the majority faces either
two majority candidates, or two minority candidates, by assuming that in any such event, the majority
picks a most talented candidate among the two. (In any such event, choosing a most talented candidate
is a dominant strategy, strictly so when one candidate is strictly more talented than the other.)

33In our baseline model, the majority can secure control (if it wants to) by being entrenched at size
M =k.
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(which we study in Section 4.4.2). In particular, all such interventions backfire for s/b

close to 1 by inducing full entrenchment.

3.3.2 Discretionary overrulings

Returning to a transparent process, suppose that in each period, the majority selects
among the two candidates, yet the principal can then overrule the majority and pick the
losing candidate. None of the players (principal, majority, and minority) can commit. In
each period, the principal learns the quality of the current candidates (or at least their
quality differential) with probability A, and remains uninformed with probability (1 — \).
Because a non-meritocratic choice is always to the detriment of a minority candidate, it
is irrelevant whether the principal observes the horizontal types of candidates.

We look for equilibria where (a) the majority is either meritocratic, basically-entrenched
or super-entrenched at level [ > 1, and (b) the principal overrules the majority if and
only if it is informed that the majority is violating meritocracy. We refer to any such
equilibrium as a canonical equilibrium with discretionary overrulings.

In the absence of commitment, it is an equilibrium for the principal not to intervene
when it is uninformed.** Hence, for A = 0 (always uninformed), the meritocratic and
basic-entrenchment equilibria exist for the same parameter values as in the absence of
intervention. At the other extreme, when A\ = 1, the principal can (and will) select the
best candidate in each period, and there is no real “cooptation”. Hence, let us assume
that 0 < A < 1. Regardless of A\, the existence condition of a meritocratic equilibrium
is unchanged, as the principal has no reason to intervene in such an equilibrium. This
property however does not hold for the basic-entrenchment equilibrium. Intuitively, the
possibility of intervention has two opposite effects on the principal’s welfare. When occa-
sionally overruling the majority (which it does in equilibrium), it imposes the meritocratic
choice. But the majority may become wary of losing control when M = k and may thus
decide to be super-entrenched so as to lower the probability of its losing control (without
annihilating it completely, which is impossible). The next Proposition establishes that the
ability to overrule the majority systematically backfires by generating full entrenchment

for s/b close to 1.

34See Online Appendix J. Intuitively, (a) from the perspective of the principal (with ¢ > 1), the
majority takes the socially optimal decision for any majority size M > k 4+ 1, and if it is meritocratic,
also when M = k, whereas if it is basically entrenched and tight, it takes the optimal decision with
probability 1 —x > 1/2; (b) if the majority is basically entrenched and tight, then its choice of candidate
reveals no information on the latter’s quality to the principal, and thus a talent-blind principal cannot
outperform the majority’s choice.
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Proposition 8. (Unintended effects of discretionary quality-based interven-

tions) Suppose x < 1/2.

(i) Fiz XA € (0,1). Full entrenchment is the unique canonical equilibrium with discre-

tionary overrulings for any s/b € [1, p|, for some p € (1,p™).

(ii) Fiz s/b > 1. For X\ in an intermediate range (non-empty if s/b is close to 1),
the principal would achieve a higher ergodic quality (S) if it could commit not to

intervene.

Our result connects with the literature on dynamic conflicts with endogenous control
rights — see notably Powell (2004) and Austen-Smith et al. (2019). As emphasized in
that literature, the lack of commitment coupled with (sufficiently large) random shocks
to the agents’ decision power lead to inefficient equilibria. In our environment, absent
any intervention, the uncertainty on the identity of the departing member at the end of
each period, and on the quality of future candidates contributes to (basic) entrenchment.
But as Proposition 8 shows, the discretionary overrulings increase the uncertainty around
majority control at all majority sizes, so much so that they can trigger full entrenchment

and a less efficient equilibrium outcome.

3.4 Incentives

Finally, we consider balanced-budget (zero-sum) incentives. The latter can be pro-
vided in three manners, leading to the same outcomes.

(i) Material rewards for talent in the organization. Suppose that the principal (or
the market) implements a quality assessment exercise after each period’s election with
probability corresponding to a Poisson process of rate . A quality assessment exercise in
period t results in an end-of-period bonus accruing to the organization and shared equally
among the N members. We assume without loss of generality that the bonus earned at
date ¢ is immediately paid to the organization.*® For the sake of simplicity, we also as-
sume that the bonus is linear in the number of talented members in the organization: for
each talented member in the organization at the end of period ¢, each member receives y.

Consequently, the expected incremental lifetime contribution of a new talented (relative

35 Alternatively, we could have assumed that the bonus is split across several periods. Yet, frontloading
the bonus is more efficient. Indeed, because members may quit, and thus 6 < (N—1)/N < 1, frontloading
the bonus maximizes the incentive for good recruitment.
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to mediocre) addition to each current member of the organization now writes as

+ _ Yy _ Y
s (n,y)_s+n1_50(1_2/N) s(1+n§>>s

while the expected lifetime utility for an incumbent member generated by the homophily
payoff per new in-group member is still given by 5.3

Payments to organizations are financed through a general reduction of baseline trans-
fers to (or an increase in taxes paid by) organizations. For simplicity, let us assume a
continuum of the latter so that an organization is infinitesimal with regard to the overall
budget, and let us look at the ergodic state. If meritocracy is an equilibrium in the
absence of a quality-based bonus-malus, then it is also an equilibrium under a bonus-
malus.*”

(ii) Fines for unequal treatment of candidates. Like in the discretionary overruling
case, the principal occasionally observes the relative quality of the candidates. But rather
than picking the losing, more deserving candidate when there is discrimination, which we
show incentivizes super-entrenchment in anticipation, the principal imposes a fine on all
majority members who took part in the discrimination. The principal then redistributes
the proceeds either to the organization as a whole, or to minority members alone, or uses
them for other goals.

(7ii) Reputational (symbolic) incentives. When observing an unequal treatment of
candidates, the principal can alternatively use the majority members’ concern for rep-
utation. Mobilizing the social-pressure and self-esteem mechanisms by making the dis-
crimination more salient creates reputational, symbolic incentives. Structured interviews,
anti-nepotism policies, and limits on referrals (which are known to boost homophilic re-
cruitment) belong to this category. If we take the stylized view that reputations are a
zero-sum game (the prestige of one comes at the expense of a disregard for others, as
in models of prosocial behavior), increasing the salience of discriminatory acts implies

a reputation loss for the majority when it discriminates, and an equivalent gain for the

36Computations go through as in the main model with a quality-payoff-over-homophily-benefit ratio
now given by st /b instead of s/b. Hence, for 7,y sufficiently high, the ratio s* /b is sufficiently high for
the organization to reach the region where the meritocratic equilibrium exists.

3TIndeed, meritocracy is an equilibrium in the absence of a bonus-malus if and only if

k—1
s—b> 5ﬁ(vﬁ1 - Vi),

and while a quality-based bonus-malus raises the LHS, it does not affect the RHS as the most talented
candidates are always recruited under meritocracy. We refer to Online Appendix K.1 for the case of
non-budget-balanced incentives.
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minority (or for meritocratic majorities in other organizations).

Proposition 9 (Incentives). Suppose s/b < p™ (basic entrenchment prevails under
laissez-faire). Any of the three zero-sum incentive schemes — material rewards for talent
in the organization, fines for unequal treatment of candidates, reputational/symbolic in-
centives — raises ergodic quality (S) and welfare (W), strictly so if the incentive is large

enough.

3.5 Empirical evidence on policy interventions

Homophily-blind recruitments have been found to reduce discrimination: notably,
identity-blind auditions improve women’s hiring by orchestras (Goldin-Rouse, 2000). By
contrast, and as predicted by our analysis, semi-blind hiring can backfire, leading to more
discrimination (Behaghel et al, 2015).

Moreira-Pérez (2024) study the consequences of the 1883 Pendleton Act, which man-
dated exams for some employees in the largest US customs-collection districts, and find
that although the act improved targeted employees’ professional background, it incen-
tivized discriminatory hiring in exam-exempted positions, which can be interpreted in
the light of our model as the majority building a "safety buffer' in the administration
at large. Mirroring our model’s spillover logic, mandated exams selected the best where
enforced, but organizations reallocated hires into exam-exempt slots to preserve control,
a classic form of buffering.

Among interventions that reduce the value of control rights, our model predicts that
a minority quota can induce an organization to switch from (basic) entrenchment to
constrained meritocracy, and consequently lead to a higher average quality of majority
members,; which is consistent with the evidence in Besley et al (2017).

In line with our analysis of reputational/symbolic rewards, more structured hiring
reduces in-group favoritism while improving performance (Hoffman et al, 2017). More-
over, reputational interventions, such as raising awareness of the inappropriateness of
discrimination, can backfire and result in more discrimination when such interventions
are perceived as short-lived, whereas policies that put in place durable practices and
structures do reduce discrimination lastingly (Hirsh-Cha, 2017). Similarly, the mode of
resolution of employment discrimination lawsuits influences the organization’s future be-
havior: lawsuits that attract sufficient media coverage commit the organization to less
discrimination and lead to lasting higher diversity; by contrast, lawsuits that do not

attract sufficient public scrutiny do not reduce, and can even increase the discrimina-
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tion against minorities within the organization (Hirsh-Cha, 2018). Consistent with our
prediction, salient non-discretionary changes (court-mandated, visible to markets and
media) durably improve diversity, whereas one-off payouts without credible monitoring

can backfire.

4 The collegial bias against meritocracy: Further

drivers

This section considers robustness results and extensions, causing organizations and
their members to depart from the (meritocratic and basic-entrenchment) canons we de-
scribed in Section 2. More pervasive and/or more intense forms of entrenchment arise,
indicating that in practice, one can expect (significantly) fewer meritocratic recruitments

than described by these canons.

4.1 The "weak link" principle in asymmetric environments

We begin with an observation on asymmetric environments — with a group having
stronger homophily preferences, or a higher patience — showing that "it takes two to
build meritocracy": a meritocratic equilibrium exists only if the group with the strongest

homophily preferences, or the highest patience finds it optimal to behave meritocratically.

Asymmetric homophily benefits. Suppose that type-A agents have stronger ho-
mophily preferences than type-B agents, i.e. that by > bg. So, from the point of view of

meritocracy, group A is the "weak link".

Proposition 2. (Asymmetric homophily benefits) With asymmetric homophily
benefits by, bg such that bg < by < s,

(i) The meritocratic equilibrium exists if and only if s/ba > p™.
(ii) The basic-entrenchment equilibrium exists if and only if s/bg < p°,

(7ii) If homophily benefits are sufficiently dissimilar (so that p°bp < p™ba), the unique
MPE in pure strategies when p°bp < s < p™by is such that, regardless of initial

conditions, type-A members eventually form a basically-entrenched majority.
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(iv) If p"ba < p°bp, the meritocratic and basic-entrenchment equilibria coexist over
a non-empty range of qualities s. Qver this range, the meritocratic equilibrium

Pareto-dominates the basic-entrenchment one.

As Proposition 2’ shows, it takes two to build meritocracy, and it takes only one
to destroy it. Indeed, when facing a rival group with strong homophily preferences (A,
with s/bs < p™), an otherwise meritocratic group (B, with s/bg > p™) anticipates the
entrenched behavior of its rival, and thus either opts for "preemptive entrenchment" (when
s/bp < p°), or for meritocratic recruitments (when s/bg > p°), only to eventually lose

control to the other group, which then entrenches its majority.®

Asymmetric patience. The same weak-link principle holds when the two horizontal
groups have different pure-time preferences dg 4, 6o, 5 (and similar homophily preferences).
It is then the most patient group who triggers entrenchment.

Suppose for instance that dp 4 > dp 5. Hence, the meritocratic equilibrium exists if
and only if s/b > p™(dp.4), while the basic-entrenchment equilibrium exists if and only
if s/b < p°(608).> If p°(do.8) < p™(60.4), the unique MPE in pure strategies when
p°(60.8) < s/b < p™(dp,a) is such that type-A members eventually form a (basically)

entrenched majority.

4.2 A continuum of vertical types

We have assumed so far that talent can take only two values. When talent is smoothly
distributed in R, for the natural generalization of canonical equilibria developed below,
full meritocracy never prevails, as the majority always prefers an in-group candidate
over a slightly more talented out-group candidate. But, as we will see, we can still
order equilibria in terms of their "level of meritocracy"'. Our previous insights generalize:
(i) a stronger majority engages in more meritocratic recruitments, and (ii) whenever
several equilibria coexist, they can be ranked from more to less meritocratic and Pareto-
compared.

Generalizing canonical equilibria to arbitrary talent distributions, equilibria can be

38Put differently, an increase in bs can have long-term consequences on the organization’s dynamics,
whereas an increase in bp (still below b,4) has at most short-term consequences.

39We refer to p™(dp) and p°(8y) as the cutoffs that obtain from the no-profitable-deviation condition
for a group with pure-time preference dy (see expressions in Online Appendix C.2.1). [Note that the
cutoffs p™(dp) and p®(dy) for a given group do not depend on the other group’s time preference: they
depend only on the group’s own time preference (dg), the talent distribution (parameters x, «) and the
transition probabilities (driven by the two groups’ strategies).] By Proposition 2.(iv), we know that
p™ (o) and p°(dp) increase with dy.
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described as a sequence of strictly positive cut-offs (Ans)areqr,..., n—13 such that a majority
of size M recruits the out-group candidate with (discounted) talent § against the in-
group candidate with (discounted) talent s if and only if § —s > Aj;. We show in Online
Appendix M that in any such equilibrium, Ay, > b for any M € {k, ..., N—1}. Intuitively,
in-group recruiting when b > 5—s yields a double dividend — a larger homophily payoff and
a tighter grip on the organization —, and thus for a minority candidate to be considered
by the majority, her talent must exceed the majority candidate’s by strictly more than
the homophily benefit: § — s > b.

We denote by < the order relation defined over the set of decision rules such that
A < A" if and only if Ay < Ay, for all M € {k,..., N —1}. We will then say that the

former decision rule is more meritocratic.

Definition. Let G be the set of continuous joint distributions of (s,§), i.e. resp. the
quality of the magjority and the minority candidate, with support in [0, +00)* such that
E[max(8,s + b)] < oo, and (§ — s) is symmetrically distributed around 0 with P(§ — s >
b) > 0 and such that, letting the function h be defined by

WA) =E[(s+ A)1{s — s < A} + E[s1{s — s > A}],

the functions A — [h(A)—=A/2] and A — [A—h(A)] are strictly increasing with A € (b,35)
where s = sup(§ — s) € (b, +0o0].

In equilibrium, the talent bar A faced by minority candidates equals the homophily
and control-driven benefits that a majority candidate brings to majority members. The
function h thus captures the sum of the expected benefit from the current hire (§ when
the minority candidate is recruited, s + A when the majority one is).*

The set G notably includes the set of (full support) continuous joint symmetric dis-
tributions with finite-mean marginals. It also includes the case where the majority can-
didate has a fixed talent s > 0 and the minority candidate a talent s + D where D is a

(full support) random variable with a continuously differentiable distribution over (—s, s)

symmetric around 0.

Proposition 10. (A continuum of vertical types) Assume talents are distributed

40The restrictions on h for distributions in G have an intuitive interpretation: raising the homophily
and control-driven benefits that a majority candidate brings to the majority members by a small amount
dA must induce a gain that is (i) strictly higher than dA/2 if majority candidates are recruited more
often than minority ones (and such gains are thus collected with a probability higher than 1/2), but (ii)
strictly lower than dA if minority candidates are still recruited with a strictly positive probability (and
such gains are thus collected with a probability lower than 1).
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according to a joint distribution G € G. Any symmetric MPE described by a sequence of
cut-offs (Anr)megk,...N—13 15 such that Ay > b for any M, and the sequence (Apr)nr s
strictly decreasing: a stronger magjority discriminates less than a weaker majority.
Moreover, whenever they coexist, any two such equilibria with distinct decision rules
A and A, can be ranked by the order relation <. If A < A', then the equilibrium
characterized by the decision rule A (which is more meritocratic than the one described
by A') is preferred at any majority size by all current majority members, and for 6y small,

by all current minority members as well.

Consistently with our previous stance, let us consider the following equilibrium se-
lection: At any time ¢, the current majority can choose its preferred continuation equi-
librium. In the binary-talent case, Proposition 3 implies that this criterion selects the
meritocratic equilibrium whenever it exists — as we assume throughout our analysis of the
binary case. Correspondingly, in the continuous-talent case, Proposition 10 thus implies
that, whenever several equilibria coexist, the most meritocratic one (i.e., with the lowest

sequence of cut-offs A) is selected.*!

4.3 Generalization to non-linear homophily benefits

Our analysis can be extended to non-linear homophily benefits. Convex homophily
benefits arise for instance when facilities or regulations must be added to accommodate
the existence of a minority, or when a group’s reaching a critical size delivers additional
opportunities to its members, e.g., because of supermajority clauses for some decisions.
Conversely, concave homophily benefits arise if there are decreasing returns to having
one more in-group member (e.g., limited time for "horizontal" interactions) or increasing
returns to having one more out-group member (e.g., benefits from diversity).

We show in Online Appendix N that concave homophily benefits still give rise to
equilibria that are either meritocratic, basically-entrenched or super-entrenched, whereas
convex homophily benefits can induce equilibria in which all recruitments are entrenched

above a certain majority size.’? In other words, while with linear (as in our baseline

“For any distribution in G, a most meritocratic equilibrium exists. Indeed, Proposition 10 implies
that any two symmetric MPE described by distinct cut-off rules A and A’ can be ranked by the order
relation <. Moreover, all cut-off rules are bounded from below by the constant rule with Ay, = b for
all M. Suppose by contradiction that the set of equilibrium cut-off rules has no minimum (according
to <). The above arguments imply that this set has a finite infimum. By continuity, the equilibrium
conditions still hold at the infimum, and so the set of equilibrium cut-off rules has a minimum, i.e., a
most meritocratic equilibrium.

42G8tarting from a majority size above the threshold, such equilibria thus generate the same (on-path)
dynamics as full entrenchment.
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model) or concave homophily benefits, our model predicts that larger majorities discrim-
inate less than thinner ones, the opposite may hold with (sufficiently) convex homophily

benefits: then, larger majorities may actually discriminate more than thinner ones.

4.4 Further drivers of super-entrenchment under laissez-faire

Returning to the binary-talent case, the most obvious case yielding super-entrenchment
is s < b, which trivially leads to full entrenchment. Section 4.3 noted that, even for s > b,
non-linear homophily benefits may lead to super-entrenchment. Let us now describe two
other drivers of super- and full-entrenchment under laissez-faire: homogamic evaluation

capability and uncertain voting participation or identification of group allegiance.

4.4.1 Homogamic evaluation capability

We assumed that all members are equally proficient at evaluating the talents of in-
and out-group candidates. However, some environments exhibit an asymmetry in this
ability. For example, econometricians are better placed than development economists to
evaluate an econometrician, and conversely.

When only in-group evaluation is feasible, the majority still selects the majority can-
didate if the latter has quality s. So, the minority candidate is only considered when
the majority candidate has quality 0. With Z = = + (1 — 2x)a denoting the probability
of a given group’s candidate being of quality s, the conditional quality of the minority

candidate is then

1—-=

Let us focus on the case of "pessimistic expectations' (or negative stereotypes): st <b.
This case arises when correlation is high (z low) and average quality low (Z low), so the
majority is pessimistic about the minority candidate’s talent when its own candidate lacks
talent. [Departing from the Bayesian framework, this case would also be more likely if
the majority members had a negative stereotype about minority members’ talent.] When
st < b, talented minority candidates are victims of asymmetric information as their
talent and possibly superiority over untalented majority candidates is not observed by the
majority. Therefore, the majority is fully entrenched: it keeps admitting solely majority
candidates and ends up being homogeneous. This implies that imperfect information (in

the form of homogamic evaluation capability) may transform a basically-entrenched or
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meritocratic organization into a fully entrenched one.*?

Proposition 11. (Homogamic evaluation capability) If s' < b (pessimistic expec-
tations/negative stereotype), the majority coopts only candidates of the in-group and thus
becomes homogeneous. Homogamic evaluation capability then lowers the ergodic welfare

relative to perfect information.

Remark: Disclosing vertical information. Proposition 11 suggests a policy interven-
tion when s < b and the principal has hard information about candidates’ talent (e.g.,
via test scores): disclosing such information improves ergodic welfare — consistently with
the evidence in Hoffman et al. (2017), who show that under discretionary hiring, the
availability of test scores raises the quality of appointments (as measured by subsequent

job tenure).**

4.4.2 Uncertain voting participation or identification of group allegiance

We have assumed so far that all members of the organization vote, and that they vote
as expected. Relaxing one or the other assumption, we note that absenteeism (whether
due to illness or alternative obligations) or uncertain identification of group allegiance (if
candidates are able to mascarade as belonging to the majority group, or if homophily-vs-
quality preferences are heterogeneous within groups and privately observed, with some
individuals putting a much higher weight on talent relative to homophily) may incentivize
groups to secure majorities of more than one vote so as to minimize the probability of
a control switch. Consequently, with uncertain voting participation or identification of
group allegiance, even large majorities may find it optimal to stand in the way of talented
minority candidates.

We focus on uncertain voting participation, referring to Online Appendix P for the

imperfect identification of group allegiance. For any majority size M € {k,...,N — 1}, let

430nline Appendix O studies the more complex case in which the minority candidate is in expectation
preferred to an untalented majority candidates (sT > b). Then, analogues of the meritocratic and basic-
entrenchment equilibria exist, in which the minority candidate is given the benefit of the doubt except
perhaps when the majority is tight (M = k). We show that such meritocratic and basic-entrenchment
equilibria with homogamic evaluation capability yield a lower ergodic aggregate welfare than their perfect-
information counterparts.

4By contrast, in the absence of hard information and of commitment, communication in the form
of one-shot cheap talk cannot operate due to a form of winner’s curse. Because the majority picks
its candidate whenever talented, the minority infers that whatever message it sends can only have an
impact when the majority candidate is untalented. But conditional on a low-quality majority candidate,
the minority always prefers its own candidate, and so any message sent by the minority is necessarily
uninformative.
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A(M) be the probability that, because of absenteeism, the minority’s choice prevails.*’
We assume that the majority is strictly more likely than the minority to win the vote,
and the more so, the greater the majority size, with the majority being certain to win for

sufficiently large majority sizes (clearly so for N — 1):

A decreases with respect to majority size M,
A(M) € (0,1/2) forany M € {k,...k+1—1}, and A(M)=0 forany M >k+1
(2)

While the A function can capture correlation in absenteeism, either within groups or
across the entire population of members, an interesting case occurs when absences are
i.i.d. (the Bernoulli case). That case satisfies (2) with A(M) > 0 for all M < N — 1.

We look for pure-strategy symmetric MPEs in which a stronger majority makes
(weakly) more meritocratic recruitments. In contrast to the baseline model, the mi-
nority’s strategy now matters at any majority size M at which A(M) > 0. When looking
for level-l super-entrenchment equilibria, we now look for equilibria in which (a) the
majority is super-entrenched up to level [, and (b) the minority always votes for its in-
group candidate whenever it is pivotal with a strictly positive probability, i.e., whenever

M<k+1-1

Proposition 12. (Uncertain voting participation and super-entrenchment) Let
A satisfy (2) and x < 1/2. For s/b sufficiently close to 1, super-entrenchment at level [ is
the unique pure symmetric MPE such that a stronger majority makes (weakly) more mer-
itocratic recruitments. In particular, if | = k — 1 as in the Bernoulli case, the possibility

of absenteeism triggers full entrenchment for s/b sufficiently close to 1.

When A satisfies (2) with [ < k — 1, the majority is "safe' at any majority size
M > k+ 1+ 1 as it will still control the outcome with probability 1 in the next period.

Therefore, meritocratic recruitments are optimal at these majority sizes.

Remark: Fighting absenteeism. Interestingly, under the conditions of Proposition 12,
strong in-group discipline, inasmuch as it reduces voting uncertainty, makes hiring more

meritocratic. More generally, any policy intervention curbing absenteeism may make all

45We thus assume that absenteeism in a given period is independent of the candidates’ qualities in
that given period. While we allow for a wide range of absenteeism functions (in particular as we allow
for correlation in voting turnout), condition (2) below may not be warranted if voting participation is
strategic rather than caused by exogenous events.
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members better off by reducing the degree of entrenchment.

4.5 Anterooms for appointments

We have so far viewed the appointment process as an organizational choice between
recruiting a candidate and letting them go away for good. While a first step, this as-
sumption ignores the possibility that appointments may result from a dynamic process
operating outside or inside the organization. First, turned-away candidates may be persis-
tent and later reapply. Second, the organization may groom junior members for possible
promotion to senior positions. This section analyzes these two possibilities, which display

several similarities.

4.5.1 Candidates can re-apply

We investigate the consequences of unselected candidates being able to re-apply. Un-
successful candidates keep re-applying until they are recruited.*® For the sake of exposi-
tion, we make a further simplifying assumption: a = 0, so that in any period, the new
majority and minority candidates are equally talented if and only if they both are untal-
ented (which happens with probability (1 —2z)), and the unconditional probability that a
new candidate is talented is given by x. This assumption implies that under meritocratic
hiring, talented candidates are always immediately hired and so the ability to re-apply
is irrelevant on an equilibrium path. However, the knowledge that talented minority

candidates will reapply lowers the cost of entrenchment and thus favors discrimination.

Proposition 13. (Reapplying for membership) Assume a = 0. Basic entrench-
ment yields the majority a higher value function when candidates reapply than when they
cannot: being able to "keep in store” a talented minority candidate when the majority is
tight reduces the cost for the majority of turning down her application. Moreover, the
existence region for the meritocratic equilibrium shrinks when the organization can store

applications.

4.5.2 Hierarchies and the glass ceiling

The expression “glass ceiling” refers to the difficulty for women (or minorities) to rise
beyond a certain level in a hierarchy. While there are various hypotheses for its existence,

whose relevance is reviewed e.g., in Bertrand (2018), we here investigate whether the

46Qur results would still hold if we assumed instead that such candidates stopped re-applying following
some Poisson process.
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desire for the dominant group to retain control might be a factor.

Online Appendix R considers a (large) two-tier organization with (many) senior and
junior positions. At each point in time, a fraction of seniors exogenously departs and
is replaced by juniors promoted to seniority. A fraction of juniors exogenously quit the
organization as well. Flows out of the junior pool are offset by new recruitments. Seniors
have control over hiring and promotion decisions.

We say that a glass ceiling exists if the probability of promotion of a talented majority
member is higher than the one of a minority member. Even if majority dominance and
favoritism contribute to hiring discrimination against minorities, it is not a priori obvious
that they imply a lower rate of promotion for the latter within the organization. Indeed,
hiring discrimination implies that minority recruits are fewer and more talented than
majority ones. Assuming that hiring and promotions are controlled at the senior level,

we nonetheless show that a glass ceiling arises for two reasons:

o Concern for control: as earlier in the paper, control allows and incentivizes groups
to engage in favoritism. This in turn implies some discrimination in promotions,

which in general exceeds that at the hiring level (if any).

o Differential mingling effect: for organizational reasons, senior members tend to
hang around more with senior members than with junior ones. Their homophily

concerns are therefore higher for promotions than for hiring decisions.*”

Proposition 14. (Glass ceiling) In the hierarchical organization’s steady state, hir-
ing at the junior level is fully meritocratic. By contrast, there exists a glass ceiling for
minority juniors: A talented minority junior is less likely to be promoted than a talented

majority junior.

Our version of the glass ceiling paradigm suggests a new answer to the “macro puzzle”
regarding the ubiquitous control by men of the upper echelons. While at the micro level
homophily explains why a majority can be self-perpetuating in the long run, it does not
address the possibility that some firms could take advantage of the resulting wasted female
talent. The standard explanation for this is the statistical discrimination theory, which

presumes that individual talent is imperfectly observed: The minority does not invest in

“"In line with Carmichael (1988) and Friebel-Raith (2004), it may thus be optimal for the seniors’
majority not to let current juniors coopt new juniors as a majority of out-group juniors may engage in
un-meritocratic hiring in order to increase their chances of being appointed to the senior board. This
optimality result may not hold if for instance, juniors are better able than seniors at scouting talented
candidates.
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human capital in anticipation of future discrimination. A different hypothesis is provided
here: The minority’s talents instead are broadly used by incumbent organizations, but

few make it to the top due to the concern-for-control and differential-mingling effects.

5 Related theoretical literature

Discrimination theory. It shares with the literature on the economics of discrimi-
nation initiated by Becker (1957) the idea that homophily may lead organizations to
disfavor minority members in their hiring decisions. Becker, though, famously empha-
sized that competitive market forces may make such discrimination vacuous, while we
look at organizations facing imperfect market pressure. Also, Becker’s analysis is static
while the focus of our study is on the evolution of the organization. In thinking about
policies that protect minorities, our work is akin to the extensive literature on affirmative
action (see Fryer-Loury 2005 for an overview). In Coate-Loury (1993), employers have
a taste for discrimination and a principal wants to boost minority workers’ incentives to
invest in skills. Affirmative action gives the minority prospects and, if modest, boosts its
incentives, but if extensive, creates a “patronizing equilibrium” and reduces incentives.
In Rosen (1997)’s statistical discrimination model, a group of workers who find it hard
to get a job in competition with candidates from the outgroup become less choosy; they
apply for jobs for which they are less suited, and knowing this, firms rationally discrimi-
nate against group members and in favor of the outgroup.

Recruiting like-minded candidates. Our emphasis on cooptation is reminiscent of the
theories of clubs (initiated by Buchanan 1965) and of local public goods (e.g., Tiebout
1956, Jehiel-Scotchmer 1997). A couple of contributions examine the dynamics of or-
ganizational membership assuming, as we do, that current members think through the
impact of joiners on future recruitment decisions. They consider contexts rather different
from ours, though. In particular, they stress the time variation of the size of the orga-
nization. Barbera et al. (2001) look at clubs in which each member can bring on board
any candidate without the assent of other members. They are interested in the forces
that determine the growth or the stagnation of organizations. A member’s (unilateral)
decision of coopting a candidate hinges on the number of additional candidates whom
the newly admitted one brings in the future; for instance, a member may not vote for
his friend, because his friend may bring enemies to the group. Roberts (2015), like us,

assumes majority rule, but posits that individuals care only about the (endogenous) size
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of the organization; there is a well-determined order of cooptation, with new members
being more favorable to expansion than previous ones and therefore, if admitted, taking
incumbent members into dynamics they may not wish. Acemoglu et al. (2012) also looks
at the long-term consequences of reforms that benefit the rulers in the short run, but
may imply a transfer of control in the future; for instance, a controlling elite may not
want to liberalize (give political or religious rights to other citizens) by fear of a slippery
slope that would later entail a loss of control.*®

Recruiting talent under incomplete information. Section 4.4.1 on homogamic evalua-
tion capability bears resemblance with Board et al. (2025), which assumes that talented
people are better at identifying new talents, hence deriving rich dynamics. Section 4.4.1
also considers homogamic evaluation capability, but in the horizontal dimension rather
than the vertical one; there may then be a separation between information and control,
unlike in Board et al.*®

Trade-off between talent and like-mindedness. Cai et al. (2018) analyzes the dynamics
of a three-member club. Players are characterized by a vertical and a horizontal type,
but unlike in our paper, homophily benefits are constant-sum (they stand for the sharing
of spoils), while they are not in our model. Sections 2 and 4.2 generalize the analysis
of Cai et al. to an arbitrary-size organization, arbitrary homophily benefits and a larger
set of talent distributions, deriving new insights. While Cai et al’s model includes costly

search for candidates,” our model allows for a much larger scope of inquiry. Notably,

48 Acemoglu et al. (2018) emphasize that when individuals anticipate to benefit from upward social
mobility in the future (i.e., to join the ranks of the elite), they may exhibit more conservative behavior in
the present — and conversely when they expect to suffer from downward social mobility. Compared with
our study of uncertain voting participation/group allegiance (Section 4.4.2), in Acemoglu et al (2018),
individuals expect their own preferences to change in the future (as they become richer/poorer), whereas
in our model, individuals expect their colleagues’ preferences to change in the future.

*Moldovanu-Shi (2013) model also exhibits heterogeneous evaluation capabilities. Members of a
committee sequentially assessing candidates for a job and coopting using the unanimity rule each have a
superior expertise in evaluating a candidate’s performance along the dimension he cares most about. The
focus is on the acceptance standards and the comparison between a dictator and a committee; given the
focus on a single job opening, the dynamics of control are not investigated. In Egorov-Polborn (2011),
similar backgrounds (homophily dimension) facilitate the estimation of others’ ability. A force pushing
toward homogeneity of organizations is then the winner’s curse: competition among employers makes it
more likely that organizations will hire majority candidates, on whom they have superior information.

%0 An interesting insight of their analysis that is not (but could be) present in our model is the possibility
of “intertemporal free riding”: Even in a homogenous population (which corresponds to b = 0 in our
model), current members will not maximize social welfare; for, in Cai et al., members engage in costly
search for candidates and as current members are not infinitely lived and thus do not enjoy the benefits
of quality recruitment as long as the organization, they underinvest in search. A similar effect is present
in Schmeiser (2012), who analyses the dynamics of board composition and the potential benefits of
outside-directors rules and nominating committee regulations. In his paper, even outside directors may
not stand for shareholders’ best interests, even if they can be ascertained to have no connection with
insiders. The point is that, in the absence of delayed compensation, outside directors favor immediate
benefits due to their limited tenure.
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in contrast with Cai et al., we investigate super-entrenchment and explore its drivers
— in particular, we show that super-entrenchment can stem from non-linear homophily
benefits, uncertain voting participation or homogamic evaluation capability, or else be
the unintended consequence of several policy interventions. Moreover, while Cai et al.
focus on finding the optimal voting rule in a three-member club,’* we study a distinct
and wide set of familiar policy interventions, including affirmative action, quality-based
rewards, discretionary overrulings of majority appointments, curbing absenteeism, etc.
In particular, we describe how such policies generate two conflicting effects: the loss-of-
control-value effect and the precautionary-buffer effect. Finally, interesting extensions to
more than two groups — see the conclusion — require studying N larger than 4.

Glass ceiling. In Athey et al. (2000), players also have a horizontal (gender) and
vertical (talent) types. Ability to fill a senior position depends on intrinsic talent and on
mentoring received as a junior member. Mentoring is type-based, and so majority juniors
receive more mentoring and are favored in promotions. The upper level may therefore
become homogenous. The organizations however may (depending on the mentoring tech-
nology’s concavity) want to bias the promotion decision in favor of minority juniors, so
as to create diversity and more efficient mentoring. Control is not a focus of their paper,

unlike ours.

6 Conclusion

This paper studies homophily-induced control concerns in collegial organizations. It
provides rich and testable insights as to where and when such concerns lead to violations
of meritocracy. It investigates several potential remedies, identifying conditions for their
effectiveness and warning about their (possibly dramatic) unintended consequences.

On the positive front, this paper’s insights belong to two main themes. Firstly, meri-
tocracy is at risk whenever control stakes are high. Distrust of the outgroup jeopardizes
meritocracy as each group is more eager to cling to power if it suspects the other group

would not fulfil its part of the meritocratic deal. Relatedly, an organization is only

510ur model also allows for a general investigation of voting rules in clubs of arbitrary size. Consider
for instance supermajority voting rules. Suppose that a (completely uninformed) principal mandates
that, to be elected, a candidate must receive at least k + [ votes, where [ > 1. If no candidate reaches
the election threshold, the principal picks one among the two candidates at random. As intuitive from
our analysis, such a supermajority voting rule jeopardizes the majority’s control when it has a size below
the threshold. Unsurprisingly, it can be shown that for < 1/2, for s/b sufficiently close to 1, super-
entrenchment at level [ is the unique symmetric MPE such that a stronger majority makes (weakly) more
meritocratic recruitments.
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as meritocratic as its less-meritocracy-prone group (its weakest link). Similarly, longer
tenures within the organization heighten control stakes and foster entrenchment. Sec-
ondly, meritocracy is at risk whenever control itself is at stake, i.e., either frail, uncertain
or impeded. For instance, larger majorities are more meritocratic than thinner ones (for
linear or concave homophily benefits); majorities with stronger group discipline are more
meritocratic than majorities unable to prevent absenteeism or turncoats; majorities that
always have the option of recruiting a majority candidate may be more meritocratic than
majorities that may face no majority candidate in some periods (e.g., due to a semi-blind
hiring process); independent majorities are more meritocratic than majorities exposed to
outside overrulings.

On the normative front, (direct or strategic) side effects may hurt society and even
the minority the policy intends to protect. Common interventions can be divided into
two categories: interventions reducing the value of control rights (equal treatment of
members, affirmative action, and homophily-blind selection) and those that tilt the cur-
rent decision toward meritocracy (semi-blind recruitment, and micromanagement, for
the command-and-control approach; penalizing hiring discrimination through material
or symbolic rewards, or competitive rewards for aggregate quality, for the incentive ap-
proach).

Reducing the value of control rights introduces inefficiencies by limiting the major-
ity’s managerial capability. Tilting the current decision toward meritocracy, when of the
command-and-control type, ends up going against meritocracy, as the dominant group
plays cat-and-mouse with the social planner and stuffs the organization with its candi-
dates much more than it would have done in the absence of public intervention (building
a safety buffer). In the end, zero-sum interventions on incentives unambiguously foster
meritocracy and improve welfare. Pigovian incentive-based policies align the majority’s
interests with society’s, without the decision-inefficiency or buffer-building side effects
inherent in the other policies.

Theoretical questions. An important extension of the research agenda is the general-
ization to more than two groups. The core insights from the two-group analysis — that
meritocracy is threatened whenever control stakes are high and control itself is contested
— continue to apply, along with their implications for meritocracy. At the same time,
a richer set of new phenomena emerges. In particular, entrenchment no longer requires
holding an outright majority. Instead, it can arise from the ability to form temporary

or durable alliances that prevent a transfer of control to a common opponent. In this
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setting, a moderate group may rely on an alliance of convenience with the smallest flank
to block a takeover by the largest flank. Online Appendix T confirms these intuitions in
a three-group polity (a center and two flanks) with single-peaked preferences. As in the
two-group case, the dynamic Condorcet winner features full entrenchment when s/b is
strictly less than 1, basic entrenchment when s/b is strictly higher than but close to 1,
and meritocracy when s/b is large. Finally, as noted above, basic entrenchment requires
a majority on its own for a flank, but not for the moderate group (who only needs to be
part of a majoritarian alliance with a flank).

Empirical questions. We have observed that our theoretical conclusions are broadly
consistent with evidence, both under laissez-faire and under policy interventions. In fu-
ture investigation, the model could be tested from its basic assumptions to its predictions.
For instance, the homophily incentive b has in recent years increased in some dimensions
(e.g., political polarization) and decreased in others (as when social norms penalize a lack
of diversity). Depending on factors such as initial conditions, the nature of internal inter-
actions, the size of the organization®® or the competitiveness of the market for talent, this
evolution should impact dependent variables such as the quality of recruitments and the
heterogeneity within and across organizations. Does patience (e.g., longer-term perspec-
tives for members within the organization) foster entrenchment as the model predicts?
For example, the model’s predictions on the role of patience may be particularly relevant
when applied to local communities. People with low prospects of ever leaving a region or
a neighborhood (the "somewheres', to borrow from Goodhart 2017), should be expected
to be more inclined to entrench themselves, i.e., be opposed to a large immigration that
would make them become a minority, while by contrast, highly mobile individuals (the
"anywheres") should be more tolerant/less sensitive. We leave these exciting theoretical

and empirical questions for future research.
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