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Abatract

We atudy optimal promotion design when observed aueoess pools two latent. funda-
mentaly: managerial ability and task sase. We build a two-period caroer-comeerng model
in which project suecess depends on ability, ease, and obsasrvable effort, while the Gro
commits Lo an culeome-contingent. promodion rule and a continuation decigion. The
key object = the posterior dizpersion of the promoted worker's ability [“reputational
volatility™]. We show that i eomparative statics with respect Lo lirst-period success are
pinmsd down by the technology s modularity: weder sufliciently strong submodularity
(ability and ease are substitutes), auecss lowers reputational volatility; under sufliciently
atrong supermodularity (eomplements), it raises it. With convex utility over reputation,
the optimal mbe is for the firm Lo promote afier Riluee under substitutability and afler
awcess wnder complementarity. The contineation decision oo-moves: promotion meay
sz parired with termination even when continuation B proditable in expectation under
aupermodularity, and conversely, the lrm may continme projects with negative expected
profita Lo preserye reputational option valoe under aubmodolarity.
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