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Abstract.

WHEN DOES IT TAKE A NIXON TO GO TO CHINA?

BY: ALEX CUKIERMAN AND MARIANO TOMMASI'

Fonhcoming : American Economic Review

Substantial changes in policy ate sometimes implemented by "unlikely" parties; Jor

example, radical market-oriented reforms by populist parties and substantial steps towards

peace 6y hawks" like Begin or Nixon. To account for such episodes, we develop a framework

in which incumbent politicinns have more injormation than the voting public about the state

of the world, and hence about which po(icies are optímal. Politicinns nre unable to trnnsmit

Jully this injormation, since there is also incomplete information about their prejerences. We

conclude that popular support for a policy, or its "credibility," depends on the policymaker-

policy pair. (.JEL: D7, D8, E6, C72)

The hist.ory of pirblic policy contains several episodes in which strrrctural reforms or

important economic or foreign policy shifts were itnplemented by parties or policyrnakers

whose traditional position was to oppose such policies. Argentina under (Peronist) Menem,

Peru under Flyimori, and Bolivia under (populist) Paz Estenssoreo underwent profound

market-oricnted economic reforms.~l Ft-ance privatized some of its public sector and shifted

the emphasis of economic policy to price stability during the 1980's, imder socialist President.

(`[itterand. In the late 1970's, after ten years of vehement opposition to trading lanci for

peace, hawkish Isrleli Prime RJinister Begin yielded the entire Sinai peninsula in return for

peace with Egypt. His partner to this historical deal was President Sadat of Egypt, who

is considered to be the first Atab leader to mount a relatively effective military campaign

against lsrael. Having established a strong and persistent anti-Communist record during the

1950's and 1960's, President Nixon then opened the door to the international legitimization

of t.he People's R.epublic of China in the early 1970's.

These episodes should not be interpreted to imply that large shifts in policy can be

irnplemented only by political parties having a historical bias agairust such policies. Privati-



zation and other reforms rmder Thatcher are an obvious counterexample. [3ut the examplc5

in the preceding paragraph raise an intriguing and important. quest.ion about the cirrnnr

stances under which policies are implemented by "unlikely" political parties rather than by

the parties whose ideologies favor such policies. Our objective in this paper is to identify

conditions under which shifts in policy are more likely to be implemented by improbable

characters. To this end, we first develop a political economy framework in which such a

phenomenon can occrrr and use it to pin down a set of conditions which make it more likely

that such policies will be implemented by the "wrong" parties.

We then develop an explanation for "policy reversals" within the framework of asy~ri-

metric information about the mapping of policy instruments into policy outcornes.~2 Inciim-

bent politicians normally have better information than the general public about the likely

outcomes of alternative policies. Governments deal with publíc policy issues on a daily btisis,

t,hey have access to the advice of specialists, and in some cases, they possess classified infor-

mation. Flrrthermore, since information collection is costly, a large part of the voting public

has neither the incentive nor the ability to become fully informed about all the aspect,s of

complex public policy issues.~3 This idea is captured here by assuming that a key stochast,ic

parameter of the mapping of policies into outcomes is observed by policymakers in office bnt

not by the voting pirblic.

People's welfare depends on outcomes, and policy choices affect outcomes. However,

out.comes are also inRtrenced by external circumstances about which policymakers normally

have better information than does the general public. Thris, depending on external circum-

stances, a right-wing policy may or may not. be desirable from the point. of view o[ a majority

of the population. Snppose that. it is, and that the incnmbent party is firlly informed aboirt.

this. In order to implement a policy, the party in office has to elicit support. To that end, it.

t~as to transmit to the public its private information about the relative desirability of, in this

case, right-wing policies. When the incumbent is a recognized left-winger, his ability to do so

and to implement the required policies is greater than the ability of a right-wing incirmbent.

The reason for this apparent incongriiity is that the public has less reason to suspect that.

the right-wing policy is proposed solely because of the natural ideological tendencies of t.he



party in office, i.e., it may be perceived ~LS an objectively rnotivated policy.

Another important. element of our framework is the inabitity of voters t.o firlly ciis-

tinguish policy shifts that are due to changes in (information abortt) the mapping of policy

into outcomes from those that are due to intraparty politics.~4 This inability prevents the

public from making precise inferences about government's private information concerning

this mapping (the state of the world). The reason is that the policy proposals of incumbent.

governments are affected by shocks to this mapping as well as by changes in the incumbent

party's preferred policy position. The second type of change makes the proposecl policy a

coisy indicator for the state of the world.

5ome conditions make a policy reversal more likely. The policy switch that - in view

of external circumstances - Is desirable, shonld be considerable g~r~ relatively rare. These

condicions appear to have been sati~fied in the episodes mentioned before. Major cronomic

reforrns, the tracling of land for peace, and the opening of a pathway towards China arr, policy

~ocisions of a scope that occurs infrequently. Elrrthermore, policy reversals are more likely

when the voting public has substantial uncertainty aboat the governments' exact preferences.

In addition, the final outcomes of the policies under consideration occur far in the future -

that is why the vot,ing public has to use the policy proposals of incumbents as signals for

the likely future outcomes of the proposed policies. This feature is formalized by assuming

rhat voting takes place e or the realization of final outcomes.~5

'The basic ideas of the paper are presented in Section I with a representative-democracy

model in which, after receiving some information about the mapping of policies into out-

romes, the incumbent. party commits to a policy platform.~ó This is followed by elections. If

tlre incumbent is reelected, he implements the proposed policy; if another party is elected, it.

picks t:he policy that is nearest. to its own preferences given the realization of the stochastic

~~omponent of the policy-to-outcome mapping.~7

~Ve show in Ser.tion II that e at right-wing policies are more likely to be im-

plementecí by right-wing parties (and similarly for the left), but extreme right-wing policies

arr more likely to be implemented by left-wing parties (and vice-versa). In Section lI[, we

~I;s.vss ~ome irnplications for credibility. Set~tion IV contains compazative statics. 5ection V



roncludes, pointing to the next steps in this research agenda.

I. The Model

The economy consists of a large number of individual vol.crs with different preferences

over a single policy issue. The utility of a type j voter is given by:

(l) -~x`-(cif7`)~

where x is policy, c~ is a constant, and ry is a normally distributed stochastic variable wit.h

zero mean and vaziance o~. The superscript e attached to x and ry denotes expected vahies

of these variables conditional to the informat.ion available to the ~roter. (c~ -}- ry') is Lhc

(perceived) ideal policy of a type j votar. It. depends on the type-specific "taste" parameter

c~, as well as on the voter's perception of the realization of an exogenous state-of-natnre

parameter, ry, that induces a imidirectional shift in the preferred policies of all voters.

ry is meant to capture the efíect of external circumstances on the ideal policies of

vot.ers. Voters have well-defined and stable preferences over outcomes, but the mapping of

policies into outcomes, and hence the indirect utility Gmction over policies, has a stochastic

element.

People generally have difYerent preferences~opinions about the desirability of alterna-

tive policies. But when they learn that there has been a shift in exogenous circumstanc~,

.~II voters shift, their preferred policies in the same direction. To ilhustrate, consider the "land

versus peacé' issue in the ongoing negotiations between Israel and Syria. Different individn-

als in Israel have different opinions about. how much territory to give up for a peace of a given

quality; some would give up very little and others a lot. In the language of economics, they

possess different. marginal rates of substitution. But the policy preferred by each individual

(how much land to give up) also depends on his or her perception of the "deal" that Israel can

work out with Syria. Again in the language of economics, preferred policies also depend on

t.he exogenoiis marginal rate of transformation between land and peace. When they believe



t.hat. it is possible t.o obtain a higher-quality peace for a given amount of territory, all Israelis

a~lvocat.e more dovish policies, altliongh hawks are still wi!ling to give up le~s territory than

doves. The heterogeneity of preferences is captured by c~ and the common effect of perceived

r.rtcrnal circumstances by ry`.

In a represeutative democrxy, voters do not. choose policy directly. Instead, they

rlioose elected officials who decide what policy to follow. We model this institutional setup

l~y postiilating two parties, the right R and the left L, that compete for office. Exh party

~~:ues about the issues as well ns about being in ofFice per se ( this Downsian component is

~ a!!ed ego-rents by Rogoff and Anne Sibert, 1988.) We use h to denote this "value of office"

i~ un, and c; to denote the ( deterministic part of the) bliss point of party i- L, R, with

ci, G r.R.

An idea well established in political science - see Otto Kirchheimer ( 1966) and Laver

:u:d Schofield ( 1990) - is that ditFerent parties cater to the interests of different but contign-

nns groups of constituencies. The ideal policy of t.he left-wing party reAects a compromise

lx~l.~t~een the di(ferent leftist groups, and similarly for the right-wing party. The relative abil-

il.y of each such group to affect the party's policy position is usually in a state of fi~ix and not

fully known by the general public. We model this effect by postiilating that the preferred

policies of particx are subject to intraparty shocks labelled E;, i - L, R. The realizations of

th~~e shocks, which are independently and normally distributed with mean zero and variance

o~, are known to the parties but not to the publia ln addition, as is the case with voters,

rhe parties' ideal point also depends on ry. Those fxtors are incorporated by poatulating

that the bliss point of party i is given by (c; f E; f ry), and its objective function by

It- I 2i -(c; -~ Ei -~ "i') ~.

"Che deterministic component, c;, is common knowledge, but the stochastic component, E;,

~s not known by th~ hnblic. Similarly, the realization of ry is observed by the incumbent

t~ni t.y. not by the general public. This is a stylized way of expressing the presnmption

f l~at. ,~~~ernment. ha.~ a more precise notion than does the general public about the effect. of

~-xr,e: ual circumsLances on the way in which policy instruments map into outcomes. Sine-e



(l

the incumbent. party has its ow.n policy preferences, it is not. able to transmit full~~ thi~

inforrnat.ion to voters. But. the voting public normally lcarns sornctlring about. the re~clixation

of ry from the incicmbent's policy proposal.

.A. Timing, Informatron and Elections

It. is convenient to divide the sequence of events, illustrated in Figure 1, inl.o twn

periods. At the beginning of the Rtst period, the incumbent observes ry and his owu e. lle

then makes a proposal x. After having observed the incumbent's proposal, the general pnblic

votes for or against the incumbent. In the second and last period, public policy is carriecl

out. If the incumbent. is reelected, he carries out tlre policy proposed in the first period (Lhe

proposal is a binding commitment). If the challenger gets elected, he picks the polic~y 1.hat.

maximizes the ex-post value of his objectives (knowing ry and his own E.)

This way of modeling the interaction between the voting public ancl goverument.

is designed to capture the fact that a policy has to satisfy two conditions in order t.o be

implemented. First, the government has to propose the policy; second, the proposal should

draw sufficient public support. Obvioc~sly, the model can be interpreted literally as stated

in the previons paragraph. But it is also possible to interpret the model more broadly, as

cnpturing the fact that a policy cannot be implemented if it does not gather sufficient public

support or if it raises too much oppositiorr. Under such a broader interpretation, a"vote

against. the incumbent" would refer to a st.ate in which the proposed policy is abandoned

after some trial period for lack of sufficient public support (even in the absence of forrnal

elections), while a"vote for the incumbent" permits the cont.inuation of the policy.~8

[INSERT FIGURE 1 ABOUT HERE~

Note that there is an asymmetry between the incumbent and the challenger. While the

Rrst commits to a policy prior to elections the second -if elected- gets to choose his preferred

policy. This asymmetry reRects the presumption that reputational and other considerations

make it. more difficult to adjust policy [or the incumbent than for the challenger.~9

At election time, each individual votes for the party that he perceives is going to



implemenY, a policy nearest his own preferred policy. f3ut this depends, in tnrn, on thr~ incli-

vidnal's perception oF the exogenons slcock y. I~nowing t.hat the incumbent's proposecl po(icy

partially reftects that. party's private information about ry, ench voter utilizes governmental

policy as a signal for ry(in a way that will be made cxplicit below.)

Let g(c„w) be the fract.ion, or density, of voters with preference parameter c~, wlrere

~; is a stochastic shift parameter. Given the realization of w, the distribution of c~ is non-

stochastic, so that electoral uncertainty is captnred by the distribution of w. Each realization

uf w induces a different. non-stochastic distribution of c~, each with its own median c,„. The

:nc~dian c,,, is, hence, a function of w; we assume that it is a linear function, and that w has a

~u,iform distribut.ion. 'Tlus implies that cm also possess~ a uniform distribution. Let c and

n bc, respectively, the upper and lower bounds of this distribution.

Since voters' preferences are single-peaked, the outcome of the elections is determined

ln tl:e preferred policy of the median voter. The party whose (expected) policy po,~ition is

:u~arF~st to the ideal policy (c,,, t ry`) of the median voter on election day wins the elections.

lincertainty about the distribution of voters' ideal points induces probabilistic voting -the

lirobability of reelection of an incrrmbent party is, in general, strictly between zero and one

(sec Conghlin, 1992).~10

B. Equilibrium

Suppose, for concreteness and without. loss of generalit.y, that the incumbent. is party

L. Since policy must. be chosen prior to elections and since the election outcome is uncertain,

tlcr inc~.cnnbent party t.akes into consideration the effcrt. of the current poticy choice on the~

tirohahility of reelection. ï`lore precisely it choses policy x~ so as to maximize:

Í ~1 P~"(21") (~t'- I TL - ~('L -F- Ei" f y) I~ f~l - Pr'( xL)~ ~- I E(xa I y) -(cc } 7) I~.

ts the prol~:chility thxt I, will be rcrlcv~ted and depends on policy clroice xr,. '['he

,,~ ~.,u~l term in t hc:~ incumbent party's objective is the utility it expects to obtain if it, loses



r.he election and policy is chosen by the challenger.j 11 As the incumbent knows ry, t he t~ulic~v
it erliect.s from R is E(xR ~ ry).

The fimctional form of P~(.) depends on the way the vr,ting public forms its percop-
tion of ry. fiowever, t.he formakion of this percept.ion depends on the (opt.irnal) policy rule
of the incutnbent. which depends, in tnrn, on P~(.). In c~nilibrínm, the policy rnle tliat thr~
public postulates in order to form perceptiotts of ry ttctis to be consistent with the actual poli~~v
ntle followed by the incumbent, and the public's expectation formation process asstimed bv
the incumbent has to be identical to the actual process of expectation formation. ~` hill
de6nition of equilibriutn follows.

DFFINiT[oN 1. An equilibrium is a pnir ojpoficy junctions, .xf (ry,EL) and xR(~,ert).
tngether unth voters' óeliefs, ry`(x~), such thnt:

~ The incumbent party chooses policy (prior to elecltonsJ so as to ntaxinazze (2).
~ Ij elected, the dtallenging party chooses policy after elections so as f,a rninvmzr,

I IR -(CR i- ER i- ry~) I

~ Civen his perception oj ry(and oj the policy oj the challenging party), lhe mcrtaan
voter vates jor the party rnhose expected policy is neam.st to ha ideal point.

~ Voters' perceptions about ry (nnd about the polícy of the chnllenging party, ij elected)
are jormed rntionally, using all the available injormntion.

If the right.-wing challeuger is elected, he selects the policy that maximizes his ex-post.
objectives, namely, he implernents policy: .

(3)
xR -CRffRfry.

The policy expected by voters from R, prior to elections is, therefore:

(~f) xR - E(~R I~L) - CR f 7`.

Nnte that the policy expcYaed from R depends on the poticy propased by the left:wing



~

incnmbent prior t,o elcrtions. 1'he re~son is that. the rhoice of polir,y by both R lnrí L
~lepF,nds on ry, and that voters receive information abont. ry irorn zL.

The choice of policy by the left, wing incnmbent is more complicated, since he has t.o

t.ake int.o considcration the e(fect of his current. policy on voters' expectations and, through

them, on the probability of reelection. Usiug (3) and the fact that E(eR) - 0 and that

L'(2R I j') - CL ~- ry, the objective function (2) can be rewritten as:

PL(xL ) Ih- ~ xL - (cL -t~ er, f ry) I~ -( l - PL( x[.)I ( CR - CL)

The equilibrium sohttion for xL is obtained by the method of undetermined coeffi-

~ ieuts. ~Ye first postulate that the equilibrium choice of xL is the following linear function

~,t ry and eL:

(G) xr. - BL f bL7~T' f bLcFL

wh~~re 13L , br,, and bL~ are coefficients to be determined. Observation of xL by voters does

not enabte thetn to disentangle the effect of y from the effect of e; it is easy to verify that

this implies t.hat bL, - 6L~ - 6L. Therefore, (6) simplifies to

(i) xL - BL f bL(1 f t;L)

Voters know the decision nde in (7), observe xL prior to elections, ancí use it. t.o

improve their forecast, of ry. Since BL is a known combination of parametets, it is e~sy to

show that, the expectfxl valne of ry, conditional on xL, is given by (De Groot 1970, p. IG9):

(xL - BL)
;?1 7~-E(1'~xL)-e bL

,~.i~„i„

a2B- 7
~2 f o2.7 ~



Ifl

Since the policy of any incumbent becomes more right: wing the larger t,he ry(it will I~~ s'ttou n

t,hat b~ ~ Q) - and this is known by the pnblic - a more right-wing policy (a larger rt,) i,

partially interpreterl by the pnblic as being dne t.o a larger 7. [3ut this signal is twisy beransc.

t,he ittcutnbent.'s policy cltoice is also inflnenced by the int.rapart.y shock. I'or this reascm, thc

impact. of xL on ry` is weighted by B.

We assume ( assumption 1) that. voters believe that the policy proposed by the

incumbent L is always to the left o[ tltat of the challenger R, OC T~ - x~ G xlt. 7'hc

assnmption stat.es that party R is always perceived to be the right-wing party. Condit.ions on

the model's parameters for the fulfilhnent of this assumption are presented in the Appendix

(see also Alesina and Cukierman, 1990).

Assnmption 1 together with the decision rule of the median voter, implies that thcrc

exists a critical value of c,,,, denotecl c`m, such that if c,,, C cm, the incumbent L wins the

elections, and if c,,, ~ c;,, the challenger R wins the election.4. The valne of cn is obtained

from:

~x~-7`-cm~-~xit-?'`-c;,,~,

which, due to Assumpt.ion 1, is equivalent to:

(l0) (1` -F c~~) - xt - xit - (7` - F- c;,).

Rearranging ((0) and nsing (4), we obtain:

1
( l f) Cm - 2(CR i- 2~- 7` ).

The probabilit.y P~(xL), that the left; wing incumbent is reelected, is equal t.o the

prohabilit.y that the ideal point,, c,,,, of the stochastic median voter falls to the left. of cm.

Sin~~c c,,, is nni(ormly clistributai, t.his probability is given by:~12

~ C~m -C

( l3) R (x~) - ~ - ~ ~



1]

Using (8) in (ll) and the resulting expression in (12), we obtain:

(13) P~(yc) - i ~CR - 2~ f B~L f dxtl ,
2(~ - ~) J

where d - 1 - 4~6L.

Substituting ( 13) into L's objective function ( 5), we obtain the following first. and

second order conditions for an internal maximum:

Case 1: If x~ ~ ct f et f ry , the first and second order conditions are given respectively

by:

(1.;) d(h - x~ f E~ t 7 t cR) - 2(~ - ~)PL(xt) - 0

(15) -d ~ 0.

CóSe 2: If 2~ G C~ f E~ i- 7 , the first and second-order conditions ace given respectively by:

( lG) d~h f x~ - Í2cr. -F E~ f 7) f CR~ f 2(~G -!i)PL(xL) - 0.

(i,) d ~ 0.

Rearranging the firstorder ronditions, we obtain:

Case 1: (zi, ~ c~ i- Ec f 7)

1 ( Bc j i
(l8) t~-2dld(cRfh)-cR-BbLf2~Jf2(7fEC)
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CaSe 2: (xr, G r.L ~- fL f- ti)

f jI aL f

xL-2d `2~-CR-Bb t[Í(2CL-CR-It )1 -t-ZÍ7-~fL)
L J

Equating c.oefT'icients across eynations (18), (19) aud (7) we obtain:

~zo)

and

(21)Pt. -

z l(2c - cR) ~l t,-}~ t(h t crs) ~1 -~~ 1 for xr, 1 cL t fL t 7

2~(i~ - CR) ~), t~ J t(ZCL - CR - Ít ) ~1 - ~} J I fOC T.L G CL t fL ~- 1.

Equation (20) implies that

z z
d-~~-~7

~z t oz ,
c ry

so that the second-order conditions for a maximum in the two cases are, respectively:

Case 1: 07 ~ o~ for xL ~ cL t fL t y

CóSC 2: rr~ ) rr~ foC 2L G CL t fL f ry

From (13), (15), and (17), PL(xL) will be increasing in Case 1 and decreasing in Case

2. The intuition underlying the two cases is t.he following. When L moves policy to the right,

he triggers two conflicting effects on his reelection prospects. For a given ry`, this moves him

c.loser to the center of the political spectrnm and increases his probability of reelertiocr. We

shall refer to this as the "Notelling effect." But the shift of policy to the right also raises the

[oreca.st o[ y. This moves the ideal points of all voters to the right and increases the electoral

prospects of the challenging right-wing part.y. We refer to this as the "expectation efíect."
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When ary G a~, this shift of policy induces a moderate reduction in the reelection prospcrt.s

of L via the expectation effect, and the Hotelling ef[ect dominates, raising t.he reelc~ct.ion

prospects of tiie left-wing incumbent. It therefore pays L to choose a policy that. is morc

centtist than its ideal policy (c~ -F e~ f ry). When o7 ~ a~, the expectation effec,t dorninates

and a shift to the right reduces, on balance, L's reelection prospects. It therefore chooses a

policy t.hat is more extreme than its ideal point.

It is shown below tltat in both Cnses 1 and 2, a right-wing incumbent ( RWI) is

more likely to prnpose a relatively right-wing polic.y. [n Case 2, as policy shifts to the

right, the probability of reelection of a left-wing incumbent ( LWI) falls and that of a RW[

rises. Hence, policy reversals ( i.e., higher chances of a right-wing policy being adopted by

a l~~ft:wing incumbent) are nrled out in Case 2. Since we are interested in the conditions

~l~a.esmining pnlicy reversals, we concentrate on Case 1 in the following. 07 c o~ is, therefore,

one of the conditions required for policy reversals. A small oy means that Lhe me~s assigneri

to thc t.ails oï t.he norrnal distribnt.ion of ry is small (i.e., that the probability of ry taking

extreme values is small).

II. Which Party is More Likely to Implement Which Policies?

~l'e now comc to the central issue, stated in the title of this section. To do that, we

íoc ns on a ~omparison between the behavior of left and of right-wing incumbents.

n derivation equivalent t.o that of the previous section, for a right: wiug incurnbent,

rfor ay c o~) Icrtds t.o:

1
xR - gR } 2(i f ER)~

.uit.h the mean (equilibrium) policy choice of a right-wing incumbent being

1 ( ?2 ~s
~:'3} B.~ - Z ( I 1 -

Q~~ (ct~ -
h) f ~l f ~z~ (Zc - c~) .

l ~

1';,~; ~,rohr,bilit v ~~f rcelection of a right-wing incumbent as a funetion of his ( privately optimal)

r:n}i~'V ChOiCC ÍR:



í-t

1~~3) PnÍsR) - 1 ~2c - cf, - 2Bl3~i - dxR~ .
2(T' - c)

Notice, cornparing ( 21) and (2'l), that as the value of ofEice, h, increases, hi~Ih p:utics'

policies couverge to the center ( the Hotelling effc~~t.). On tlre other hand, ~~5 the drgrcY: o(

electoral nncertainty increases ( a larger c ancí~or smaller ~), the policy of R be~-omc~s tnnrc~

right: wing (and that of L becoenes more left-wing.) Finally, cR and c~ also entcr with th~~

expectecl sign.

Let P!'(x) be the probability that incumbent party i implements policy x, ancí (,~'(r)

be the probability that incumbent party i proposes policy x. For a policy to be implernentcrl,

it. has to be proposed by the incnmbent party a c, given tlus proposal, the incumbent party

htu to receive public snpport via reelectíon. It follows that the probability of implementat.ion

of policy x by pnrty i is:

PI'(x) - Q'(x)P'(x),

where P'(x) are the probabilities of reelection as stated in (13) and (23).

Notice that x; - B; f 2(ry f e;) implies that

x; ~ N~Bc, v),

with V-(ay f o~)~4. Flence:

R'(x) - (2aL')-(t~zl exp{- (x - B')z }.
2V

To sirnplify tlre calculations, we con6ne ourselves, henceforth, to the symmetric case:

in which c--~ ~ 0 and cR -- c~ ~ 0. This implies that

~z` oz h oz
BR - -B~ - B - ~í f

~c I ~ - ~í - ~é ~ 2 } O~
~R,

P~(Z) - A~d?, and PR(x) - ~~~
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where

a2 2a'~ aZ(aZ - a2)
A-2 1--' ~f 1- ' cR~ '` ' h.

a~ a~ (a~ i- a7 ) (o~ f a~ )

Notice, as before, that the (average) policy of each of the parties contains the following

factors: an electoral uncertainty effect (B inereasing in 'c), a Hotelling-Down,g effect (B

decreasing in h), and an ideological preference effect (B increasing in cR).~13

Let

~PI(x) - PIR(x) - PIL(x).

When ~PI(x) 1 0, policy x is more likely to be implemented by a right-wing party than by

a left-wing party; the converse is true when ~PI(x) e 0.~19 Let

F(x) - 2Bx -F !n(A - dx) - ln(A f dx).

LGIviAIA 1. sign[~PI(x)J - sign[F(x)]

FROPOSITION 1. ljVd~B G A ~ r, then the mnge oj policies x can be partitioned in the

following u,~ay:

(I) There is a centrnl region (~,i) in which tlee conventional result obtains (policies

to the left of the center of the polilical spectrum are mone likely to be implemented 6y L, and

poficie.Q to the right oj the center am. more likely to 6e implemented 6y R).

(2) (Policy Reversals) There is a negion outside (~,i) in which very left-vring policies

(x G x) am mom likely to be implemented 6y R, and very right-vring poltcies (x 1 i) are

n:ore lrkely to 6e implemented by L.

(3) (Orzly Nixon) For. even more extreme values oj x, nóove xR and below xo (where

r~~ ~ i and xL G~), o~ the unlikely party r.an implement policy x (i.e., PR(x ~ xR] - 0,

RRd P~'[x G 2~] - O).

[1NSER'I' FIGURE 2 AEiOUT HERE]

Pronfs of Lemma 1 and Proposition 2 are provided in the Appendix. Figure 2 sum-

insrires th~ intuition of the proposition. Panei (a) shows the probabilities of each proposal,
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CZ`(x). Panel (6) shows the probabilities of winning the election as a funct.ion of the pr~iposal.

P'(x). Notice that the picture of PI~(x) - Q~(x)Pl (x), shown in panel (c), can be obt.ainal

by increasing the rrt~ss of the rigbt tail and decreasing the mass of the ]eft tail of Qr~(x), and

i~onversely for R. Panel (d) shows the behavior o[ F(xj.

III. Comparative Statics

Figure 2c suggests that, in general, relatively extreme policies are nnlikely to be

implemented by either party. The reason is that extreme realizations of the stochast.ic com-

ponent of the mapping of policies into outcomes and of the intraparty shocks are relatively

rare. Howevet, when such events do appear, the probability that the corresponding extreme

policy will be implemented by an "unlikely" party is greater than the probability t.hat. it will

be implemented by the "likely" party.

Intuitively, the conditiorrs that are conducive to policy reversals can be summarized

as follows: First, the variability of intraparty policy preferences has to be large in comparison

t.o the variability in ttre mapping of policies into outcomes. This assures that when tlre policy

proposal of the incumbent party shifts towards the center, the Hotelling effect dominates the

expectation eflect, thus increasing the reelection prospects of the party. Second, reversals

are more likely to occur the more extreme the policy tlrat is being proposed. Since extreme

policies are proposed infrequently, policy reversals will also be infrequent events that will bc

~ssociated with extreme and relatively rare realizations of ry..

In order to gain additional insights, we will now perform comparative stati~s to see

how the range of revcrsals, the complement of (~, i), varies with the parameters of the modcl.

~Ve know that x, 0 and i are the three roots of F(x) - 0(althongh only the locat.ion of x

and i varies with the ~mderlying parameters.)~15 Let o denote any parameter. Applying

Lhe implicit function thcorem t.o F(x) - 0,

dx l 2x aa av ea - xe - ea -~ xe
(2~1) áa - - F'(x) { vZ ~áa v - áa e) } (A - dx) (~a f dx) } '



whcre x- x, 0, á..

Applying (2~!) to the electoral uncertaint.v patametet ~, we obtain

Notice thut

dx x 2(1 f~) 4(1 -~})d l
dc - - F'(x) ~ V ~ } AZ - (dx)Z J .

GO atx-~GO
x

F,(x) - 0 at, x- 0 ~

10 atx-i~0

and t.hat the expression in curly brackets in (25) is positive. This leads to:

fiesult 1: An increase in electora! uncertainty (measurr.d by c), reduces the rnnge of jiolicy

mvr.rsals. "

Similarly,

dx 2x o7 d~1 - 2~8~

dcR - - F'(x) Y'a~ } A`~ - (dx)2

Since ~ G 1, ~1 - 2~8~ is positive. [t is easy to see the following:

Result 2: Aie incrense in the degree of party potnrisntion or ideologicat distance between the

parties (measured by cR), decreases the range of `policy reversals. "~16

Following a similar procedure, we are able to show:

R.esult 3: An increase in uncertainty about to the íncumbent's ideological position (measured

by aZ), increases the range oj `policy r~eversals."

Result 3 suggests that the policy reversals we are studying shoiild be more common

in conntries characterized by "catchall" parties that comprise a wide spectrum of relatively

i~et.emgenous consLituencics, or by coalition governments within which there are agreements

~`~acals) whii h are not. easily observed by the general publio. The Peronist movement in

rlrgenl.ina fits the first interpretation quit.e well, and some of the broad "unit.y" governments

in lsrael crluform I,o the second.



IV. Implications for Credit,ility~lï

Politicians usnally jnstify t.heir policy proposals by claiming thal. the stat.e of tho

world is the one that (if believed) would elicit maximum public support for their proposc~i

policies. In otder to elicit support for their policies, polit.icians argue that. those policies are

beneficial for the majority of the population. In the cont.ext of our model they wonld argne

that ry is quite Iarge (small) when they propose a right (left)-wing policy.~18

In this section, we ~~se two notions which measure the credibility of (implicit) stat.e-

ments about ry by looking at the posterior beliefs about ry held by voters have after having

observed policy proposals. We shall contiune to refer to any policy that is to the right. of t.he

center of the political spectnrm as "right wing" and to any policy that. is to the left. of this

center as left wing. (For the symmetric case the center of the political spectnim is at U.)

1. The credibility of a given policymaker when he proposes a relativcly left. (right)-wing

policy can be characterized as the posterior probability that ry is smaller (larger) t.han a

given value of y.

The public's observation of the policy proposal x, given their knowledge of B; aud

of 6; - 1~2, is equivalent. to an observation of (ry -F e;) - 2(x - B;), for i- L, R. We

are interested in inferences about the nnknown value of ry made from the observation of

(ry-~E;). This observation is a random drawing from a normal distríbution with an nnknown

mean ry and variance o~. The prior distribntion over that ~mknown mean is N(U, 07). Using

"fheorem 1 of Section 9.5 of De Groot (197U, p. 167), the posterior distribution of ry , j;(ry, ~),

is N(ry~ (T), EZ), where ryi (x) - B(7 t f;) - 20(x - B;), and EZ - o~oy~(a~ f o~,).

Recalling that BL G BR, it is easy to see that ryR(x) G ry~(x) for all x. This mcans that.

any given policy, x, is int.erpreted by the public as being associated with a lower (posterior

mean) value of ry when this polícy is proposed by n RWI than when it is proposed by a LWI.

The intuition is simple. Being aware of the systematic ideological differences between the

t.Hro parties, the public expects to observe the same policy from both incumbents only when

the R.WI observes a lower value of ry than his leftist counterpart.
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[INSERI' FIGURE 3 ABOUT HEREJ

The postcrior distribntion that the public assigns to ry after obsetving a proposal x,

is depicted (for the symmetric c.tise) in Figure 3. lt is clear that, for any given x,

(2G)
Ía(7.x) c fn(ry,x) for ry G 0,

Ïr.(7, x) 1 Ín(ry, x) fnr 7~ 0

Fc(ry, x) ~ FR(ry, x) , dry ,

u~ticre F is ttie c.d.j. of f.

It follows:

tiesult 4: (Credibility of implicit statements about ry across policymakers) For

uny given (commonJ policy proposal: (i) a lejt-wing policymaker is mane credible t.han a

right-wing policymaker when he claims that right-wéng policies are desirable, and (ii) a raght-

~~,ing policymaker is more credible than a left-wing policymaker when he claims that left-wing

policies are desirable.

'l. Consider now "extreme" polic.ies. Extreme policies are defined as policies that are to

rlie rigVit of the average policy proposal made by a RWI or to the left of the average policy

proposal made by a LWI. Politicians can c.onvince a majority that an extreme policy is

net~essary by t"laiming that there has been an extreme realization of ry. We therefore mea~ure

the credibility of policy proposals by the posterior probability assigned by the public to the

e~ent "ry is larger than a sufficie.ntly large and positive "ry" when an extreme right-wing policy

r is proposed -- and by the posterior probability assigned by the public to the event "ry is

smaller than -~" when an extreme left-wing policy is proposed.

Consider a policy x 1 B~ 0 and its mirror image (in the symmetric case) -x, ancl

le~t y~~ ?.H((3 -t- .r.). We know that ry~(x) - 2B(B ~- x) and that 7i(-x) - 2B(B - x). It. is

e~.~y to sce that Li .- 0 implies

ry~(-x) - ~-7) ~ 7 - 7t(x)~
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t.hat. is, ry deviates from ~~,(:z) less than (-j) deviates from J~(-2). ThiS YÍChIS

(2~) ~l - Fc(7,s)] ~ Fr,~-7,-T).

,1 sirnilar dcrivatiou for a right: wing incumbent yiclils:

Í28) ra(-7,-x) ~ ~1 - ral"~,x)].

ln words, (27) and (28) imply~

Result 5: (Credibility of a given policymaker across extreme policies) (i) :I leJ~-

wing pol:cymaker has more credibility when he proposes a significant policy shijt tn t1LC rcght

than when he propases a significant policy shift to the left. (ii) A right-unng palicymakr,r has

rnore credióility when he proposes a significant policy shijt to the left fhan when he prnposcs

a significant policy shift tn the right.

V. Conclusions

When governments have better information than do voters about the way in which

policies map into orrt.comes, policy proposals convey infonnation. This may lead to situa-

tions in which extreme, but. rarely proposed, policies are more likely to be implemented by

"uulikely" actors. A necessary, bnt. not suf6cient, condition for such reversals is that the

rmcertainty about t.he preferred policy pasition of parties be sufficiently large compared to

the uncertainty about. the stat.e of the world.

A main resnlt of the paper is that policy reversals are more likely following the

realization of extreme and relatively unlikely vahres of parameters that, map policy choices

into outcomes. A corollary Lo this result is that policy reversals occur infrequently.

This logic can be applied to several poticy arenas. In Cukierman and Tommasi ( L9rJ('i)

~ce apply it to the specific issne of market: oriented reforms undertaken by many conntries
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over the last decade. lVe argue thete that. politicians rorning from the left of the spectnun.

when faced wít.h the fact tltat. such policies were ncressary, had a cromparative advant.age in

r,nnvincing people of the long-run nec~sity of these changes, even if they hurt now. There is

some preliminary evidence in favor of this point. .John Williamson asked the contribntors to

his 1994 editeri volnme to check the conventional wisdorn that utarket-oriented reforms arc

creatures of right: wing governments. Little support was fonnd for such an associat.ion, rL5

snmmarized by N~'illiamson and Stephan Haggard (1994). As a rnatter of fact, in only f.hrec

of their 13 cases w1s market-oriented reform implementecí by what they classified as right-

~ving governments. Interestingly, these three cases inclrtded the two military dictatorships

in their sample (Chile and Korea.) T}ris seems consistent with the prediction that, rmder

dernocratic conditions, large shifts in policy are more likely to involve reversats of a party's

trn~litional policy pasition.~19 In Cukierman and Tommasi ( 1996) we discuss some cases,

ntlrer thatn those inclu~ed in the Williamsan volume, which display similar characteristics.

Some well-known foreign policy reversals are also consistent with the framework of

rhis paper, suach as the opening up to the People's ftepublic of China by statmch anti-

Comrnunist Richard Nixon, and the trading of laatd for peace by hawkish Israeli Prime

~[inister Begin, cited above. Begin managed to overcome strong, and sometimes violent,

opposition to t.he dismantling of Jewish settlements in the Sinai Peninsula largely because

he had a long and respectable record against such a policy. His record as a hawk helped

him convince voters that tlre agreement was beneficial for a majority of Israelis. If the same

po!icy had been adopted by the dovish Labor Party, mobilization of sufficient public sup~ort.

~~-~~,dd havc been harder if not impossible. Similarly, if the opening up to China had been

,tt.ternptetl by [Iumphrey rather than by Nixon, opposition to that, policy would havc been

rnnre difTicrdt Lo overcome.

1'Le analysis has some interasting implications for the qnestion of crecíibilit.y. Lt par-

trr~aar, we shrnv t(r1t, the nredibility of a policy depends on the ideological identity of the

i~olic~}m~iker ;,rnposing it, as wcll :~5 on the policy he proposes. This is related, althongh

:~nt i~lent.ical, to t.he distinction between the credibility of policies and the credibility of pol-

ir.,makers :na~!e }r~- Drazen and hlasson (1994).~21 In both papers, the notion of crecíibility



employed depends npon t.he policy-policyrnaker pair. [3ut there are also important clifTer-

euces. In Drazen and blasson credibility refers to the likelihood that. an announcal policy

will be carried out (under disctetion), wítttin a framework in which there is uncertainl.v 1óouf

the policymaker's type and about economic shocks that. may alter his ex-post preferred pol-

icy. Here there is no uncertainty about the policy of Lhe iucumbent since he is cornmitlecl to

t.he policy "announced;" hence, our concept of credibility refers to the incnmbent's nbiliLy

t.o convince voters that the policy he will irnplement, if reelec,ted, is better from t.he point of

view of the majority than the challenging party's polic}.. [n both cases there is uucerl.ainty

about the policy that will, ultimately, be implemented. In our case the uncertainty is dne

t.o political competit.ion in conjunction with elc~aoral rmcertainty, while in Drazen lncl M:LS-

son it is due to imcertainty about the policymaker's type in conjunetion with mrcertainty

about economic shocks. Each notion of credibility is natural whit.in the framework nnder

cousideration. Cortrbining the two frameworks may yield more general insights abont basic

institntional deterrninants of credibilit.y. We leave this task for fnture work.
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Appendix

Note: This appendix focuses on the case a} c rr~, which is necessary for policy

reversals.

1. Conditions on Exogenous Pazameters for Assumption 1.

Assumption 1 requires that

1
xL - QL i- 2 ("Y f EL ) G CR -~ B("Y -~ f L)- xR

1`sing (21) we can rearrange (A1) as:

(7-~EL) 2(1}ó?)(crt-~)-(1-,-3)h
(aé t ?7) ` (~i - AZ)7

(A1)

(A2)

"fhe 1.h.s. of (A2) is a standard normal. Therefore, the condition is satisfied with very high

probability if cR is sufficiently Iarger than c and~or the (positive) difference (~~ - o}) is

snf6ciently smalt. (It is also more likely to be satisfied, the smaller the value of h.)

2. T~dcing Care of Corners

Note: For the sake of brevity, we work directly with the symmetric case, as in Section
if.

The analysis in the text w2s undertaken under the implicit assumption that. thc

probability oi rc,~rlect.ion described by i~nntion ( 13) belongs to ( 0, 1). For the incumbeut 1,,

Lhis rneans that.

Atdx
Pf'(x) - ,~~ E (~, f ) (A3)

Lct ~eL --, -} -~,. Frrnn the policy fimction rr, - BL f~pL, it is easy to sec that ( A3) reqiiires

ht, E (IrL, ~L),
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where pi --2(A~d -}- By) and p~ - 2I(~ic - A) jd - Br J. (The correspondiug calnes of xt.
rue xo --A~d and xi -(~}c - A)~d.)

In eryuilibrium, the probability of rc~electiott P[(x) can be t.honght of as the stor~hast.ic~
at;gregation of the tnedian voter's best r~ponse to the policy (unction ry(tly). 1'liis poli~,v
fnnction is, in turn, the best response to Py(z). l~'e have established iu Section I that

I ( ) - AfdsP' x-- 4c and xy(py) - fjy f 2t~y are best respouses to each other, whicl[ is t,rue onlv
for liy E(p~,~y). Now ~~.e procmd to dcscribe behavior outside that range.

t. When py c~a~, py(x) - 0 and xy(pt.) - Bf -{- Z~tr are best. responses to crult
othcr. For xy C-A~d, all potential median voters prefer to vote Cor the challenger R, so
that Py(x) - 0. Given that, the incumbent fac~ the dccision of either de,finítcly losing thc
election, or committing to a policy x[, 1-A~d. The first conrse of action gives a payoff of
-(ca - cy) - -2cR and the scrond, an expected payoff of

r A-~ d2~ il -t- dxI` (~[ - xy f cr, f t[f.~ -~l - ~?ciz.4c .~~

It. can be shown that (h - xy f cy -}. p yJ c -2cH for xy ~-A~d and p y ~ tc~, implying t.hat.
the first course of action is preferrtd. This is demoustrat.ed by showing that this inequality
is satisfied for xy --A~d and py - tai and by noting that it is a fortiori satisfied for higher
values of x[, and lower values of ~~y.

Hence, when ~ey c pL, the incnmbent chooses a policy that gives Py(x) - 0 since, in
order to attain Pr~(x) 1 0 he wonld have to commit to a policy too far from his (ex-post.)
preferred one. This means that any poticy function xy(py) that gives xy c-A~d dpy c ~,o
is consistent with Py(x) - 0`dx c-A~d. In particnlar, 2y(~(y) - BL ~ z~y is one snch
function.

ii. ~Vhen ~y ~~L, the previotLS policy function induces an xy so large that 'tá~ ~ l
which means that all potential median voters would vote for the incumbent (so t.hat Py(x),
pmperly defined, eqnals 1). In this range, the electoral effect on policy becomes irrelevant.,
since he is going to ne reeler~ted with certainty. Hence, party L adopts its most, preferred
policy, xr, - cy f py. If the pnblic knows that xy - cy ~- py, it forms expcctations acrording
t.o ~' - t7(xy - cy). This expectation function leads to the incumbent L being reelcxted
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~~i~.h probability one for xG ) Zc~(1 - B) - cR or, equivalently, {st ~ Zc~(1 - B). Notice
that, depending on the values of the underlying parameters, ~~ can be smaller than, larger
than, or cqual to 2c~(1 - B). For the sake of brevity, assume that {ai ~ r~(1 - B). In that
('aSe, {PL(x) - '~~s,xL({~4) - BL f ~{~L} f0[ {.6L ~ J.C~, {PL(x) - 1,xL({~L) - OL f {~L) for
Frt 1 u~, and both are best-response pairs for pL E(iB, p~), ff, ~ a refinement, we rcyiiire
continuity of the PLO function, the full charlcterization of equilibrium is:

xL(I~L) -~ BL f~I1L fOr {LL G~.L

~L } {~L fOC {!L ~ ~~

anci

0 for x G -A~d
[~L(x) - Afds for - A~d c x c (4~ - A) jd4c

L Cor x 1 (4rx - A)~d.

3. Proof of Lemma 1:

OPI x-(2nV)-(~h) x- a z
~

~~ ~

( ) ac {(ft - dx) eXp (- ( Z~ ) 1 - (A .1- dx) exp - (x f a)
l J 2V

(2,rt')-t~i~t ( x~ f gzj
9c eXP I -- ~V J~(A - dx) exP [~x] -(A f dx) exp ~- ~xJ J

Clearly,

OPI(x) ? 0 as (A - dx) exp [~x1 7(A f dx) exp [-Bx] .

`Caking the logarithms ( a monot~nic transformat.ion) of both sides of the inequality, we arrive
;tt

~PI(x) 1 0 as Bx f In(A - dx) ~-Bx f ln(A -i- dx) ,

as r.laimcd.

1. Prouf of Yropc: ition 2:

Pir~t r.otic:e t.hat panels (c) and (d) of Figrrre 2 are equivalent.
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In order for the curvcs to be as present.ed, it is necessary t.hat. t.Le interior rc~gions

(rL,x~) and ( xá,xit) overlap, or x~ - (4c - A)~d ~(A - 4'c)~d - xR, whirh is ~o say

di' ~ A.~22

l4'e now procced to charactcrize F(x). Notc that F(0) -(l, that F(x) -, eo ~c~ z y.r`f

from above, and that F(x) --~ -oo as x -~ xR [rom bclow. flcncc, wc know from con~innit~,

Lhat F(x) - 0 at. least three titnes, at x-~ E(x~, 0), at x- 0, and at x- i E ( ~),:c~r).

We can verify that, these are iudeed the three crossings by analyzing

~(x) - ~ - (A ~dx) - (Af dx).

Notice that F'(x) - 0 at

1 t.'d
x-d 1-il(3

Sin~e Vd G AD, F'(x) - 0 hns exrrctly two real roots, one positive nnd one negative, whiclt

are eyuidistant from zero.

Also,

() 1 1
F" x - -dZ -

(A - dx)' (A f dx)2 ~

It. is easy to see that F"(x) G 0[or x ~ 0 and thnt F"(x) 7 0 for x G 0. This implies that

the negative root of (A4) corresponds to a minimtrm of F(x), and that the positive róot. of

(A4) corresponds to n maximum of F(x). Hence, in the range (x~,xR), the slope of F(a)

switches signs three times. Since F(x) is positive near the lower end of this range, negat.ive

near its npper end, and 0 at x - 0, it follows that F(x) has exactly three roots and t.hat.

Figure 2d correctly represents the curve. Since the figure and the proposit.ion are equivalcut,

tltis completes the proof.
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1. Rodrik ( 1993) points out that it is ironic that populist and interventiort-

ist parties have implemented radical trade liberalizations, fiscal adjustments and

market-oriented reforms.
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2. The notion that. t.his rnapping is stochastic is not new. Recent referencrs

are Thomas Gilligan and Keith Krehbiel (1989), Kenneth Rogoff (1990), Albert.o

Alesina and Alex Cukierman (1990), Joseph flarrington (1993), John Roemer

(1994) and Christian Schultz (1996). David Austen-Smith (1993) emphasizes

that legislation (or policy more generally) is a means to an end rather than a

final objective. Several of these authors also postulate, as we do, that incumbent

parties have better information about some aspects of the mapping of policies into

ontcomes than does the general pnhliC,

3. This natiirally leads to specialization in knowledge (some people know more

about some tlungs than others) and to rational ignorance. This idea goes back to

Anthony Downs (1957); for recent, treatments see Arthur Lupia (1992), Gilligan

(1993) ancí John lvtatsusaka (1995).

4. Michael Laver and Norman Schofield (1990) have stressed the effects of

intraparty politics on policy choices.

5. 'I'his timing is a crucial difference between our model and that in Harrington
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(1993). Elarrington uses an otherwise similar informational structure lo derive

implications from voter uncertainty to policy tnanipulation tor reelection purpases.

6. We are assuming that the incumbent takc~s an action that commits Itim to

a future policy (like making a statement or sending a bill to Congress) thereby

revealing part or all of his private information to the public. Although the action

taken by the policymaker might iuclude a verbal statement, it is not "cheap t.alk"

in the scnse of Viucent Crawford and Joel Sobel (1982). As stressed by Cukier-

man and Nissan Liviatan (1991), announcements of future policies by inciunbetd.

politicians are not necessarily costless frorn their point of view. Thus, although

our analytical strncture bears some resemblance to models of information I rans-

mission in debates - such as those in Attstin-Smith (1990) and (1992) - it is based

on costly rather thnn costle~ signalling.

7. In Cukierman and blariano Tommasi (1996), we explore the same ideas in

the context oC a reierendtun game (direct democracy). The broad conditions for

the typc of reversal discnssed in this paper apply t.o both institutional stntct.nres.
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8. Policy is known to react to opinion polls even between elections. See Page

and Shapiro (1983) for U.S. evidence. These considerations are developed in more

detail in Cukierman and Tornma~i (199G), with a for.us on developing couutries.

9. M. Daniel [3enihardt and Uaniel [ngberman ( 1985) and [ngberman (1984)

analyze the notion that the platforms of incumbents are more reliable indicators of

their future policies than are the platforms of challengers. Schultz (1996) discusses

the csse in which oth parties r.ntnniit t.o their respective policy platform.

10. [t is commonly accepted that. probabilistic wting is more realistic than

deterrninistic voting. For example, Calvert (1986) points out that "this view is

in har~nony with the import.ance attached by traditional political scientists to the

role of imperfect informat.ion in politics" (p.54).

11. ~Ve assume that. the intraparty shock e~ is "semi-persistent." That is,

it persisls into the posf.-eler~tion period only if the incumbent party is reelected.

Qesi~ies simplifying the algebra considerably, this assumption has some descript.ive

rc~alism ~iuce snccess in the elections normally increases the dnrability of a given

33



deviation from the ~nean bliss point, cr„ while failnre normally rednccs it..

12. Obviously, the probability function is bound t.o belong to (0, t). In Yar1. 2

of the Appendix, we analyze what happens when cm c~ and when c;, )'c.

13. We as.4ume, hencefotth, that the mean policy proposed by a RWI is larger

than the mean policy proposed by a LWI. That is, BR ) B~. This is the case when

the systematic differenc,e between the ideological positions of the two partic~ is

suf6ciently large in comparison to their (shazed) love of office, h. In the symrnetric

case, this implies tlrat BR is positive, By is negative, and that they are positioned

at equal distances from the center of the political spectrum (which is at x- O).

14. [Yotice that we c.orrcentrate on comparing the probabilities of implemen-

tation attached to diRerent. inciunbents. We believe that this is the relevant.

comparison since in our (two-period) model, only the incumbent behaves iu an

interestiug strategic way; the behavior of challengers is pr~ssive.

l5. Not.c that thc probabilit.y of icnplcment.ation of thc policy x- 0, tit. thc
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center, is identical for both parties. The far,t that F(0) - 0 is a conseqnence of

t.he postulated symmet.ry, but the general qualitative nature of Proposition 2 does

not depend on the symmetry assiimption.

16. Schultz (1996) addres,se.s other effects of polarization in a model t.hat

also emphasizes asymmetric information about a parameter that he calls "the

fiinctioning of the economy," which plays the exact same role as our y.

17. The notions of credibility that we nse in this sect.ion are by no means t.he

only ones possible. Alternative notions of credibility are discnssed in Chapt.er l l

of C~ikierman (1992). See also the discussion of Allan Drazen and Paul Masson

(1994) in Section V below.

18. [n itoemer (1994), political parties make announcements about "the way

the economy works" (ry in our model), and then propose policies. In his model,

there is complete comergence of policies (the median voter theorem) but different

parties annoimce different ry's in an attempt to inftuence people's reduced-form

preferences. Roemer does not model the Eormation of beliefs explicitly, he jnst
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post.nl:ct.es n mappiug of .rnnrtuucc,mc~uts into hc~licfs. Ilc~re, ur cleYlnc~e t.he h~~lic~f-

formation process frorn the rationa! (Bayesianl bchavior of voters.

19. On a related issue, Cesar h[artinelli and Tommasi ( 1994) argne that t.he

implementation of reform packages miglrt suffer from time-consistency problems.

Groups that benefit from early re(orms but suffer from later ones may blockade

the later stages, making some reform paths time-inconsistent. An implication of

the logic of t.his paper is that policymakers rnay, then, initiate a re[orm seqrrence

by impletnenting those measrues that hurt their own constituencies.

20. Putting this idea together with the comparative static results in Scrtion

![[, we obtain several empirical implications. Our model predicts that market-

oriented reforms are adopted more often by left-wing governments when electoral

uncertainty and political polarization are relatively small, and uncertainty about

intraparty (or coalition) politics is large. We plan to explore this implication in

[uture work.

31. Sc~e also Drazen (1996) for a more gcneral treatment.
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22. For the detailed drnwing of Figure 2, it maf.tcrs whether xi is srnaller

than, equnl to or greater thfln xR, t.he vtilae of x snch that PR(xR) - Q The

figure is drnwn with xR C xi, which implies 2c ~ A, which is stronger t.hnn the

condition in the tcrt.
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