98-F-3

Policy Reversals: A Democratic Nixon and a
Republican Clinton

César Martinelli
University of Rochester and Universidad Carlos I1I de Madrid

Akihiko Matsui
University of Tsukuba and University of Tokyo

January 1998

Discussion Papers are a series of manuscripts in their draft form. They are not intended for
circulation or distribution except as indicated by the author. For that reason Discussion Papers may

not be reproduced or distributed without the written consent of the author.



Policy Reversals: A Democratic Nixon and a
Republican Clinton*

César Martinelli' and Akihiko Matsui ¥

June 1997 (revised January 1998)

Abstract

We develop 2 model in which political parties but not voters are in-
formed about which policies induce the optimal outcome for the voters.
Policies can be located on the real line. Parties are policy-oriented, and
have polarized preferences, i.e., any leftward move of the implemented pol-
icy is preferred by the left-wing party, and any rightward move by the
right-wing party. Parties have to precommit to policy platforms before
the election. We divide the equilibrium set into two classes, according to
whether or not the public can infer the optimal policy from the platforms
the parties choose. In every equilibrium and every individual election, the
right-wing party proposes a platform that is at the right of the one proposed
by the left-wing party. However, in revealing, or separating, equilibria, the
policy position of the right-wing party when it gets to win the election is
at the left of the one implemented by the left-wing party when it wins in
turn. This result partly explains some observed electoral episodes in which
the winning party is the one which seems in principle least identified with
the policies wished for by the electorate.
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The Democrats used to be the party of the welfare state, of misgovernment-
as-usual, of a tendency to believe that the poor and the unconventional
and even the criminal deserved more sympathy than average Ameri-
cans. ... Mr. Clinton has abandoned these positions. He has ended
guaranteed welfare, and proclaimed the era of big government over.

He has trumpeted his tough policies on crime. He has talked little
about helping gays or feminists cr poor blacks, addressing himself in-
stead to the concerns of the middle class. ... Mr. Clinton has stolen
many Republican ideas, just as Nixon governed like a Democrat. (“A
Democratic Nixon?,” The Economist, November 2nd, 1996)

1. Introduction

The last presidential election in the United States has witnessed the triumph by
a comfortable margin of a traditionally left-leaning party in spite of the rising
influence on public opinion of the policy proposals of their right-wing counter-
part. Starting in the 1992 election but even more so in the last campaign, the
Democratic Party’s electoral position has tilted toward the right, and voters have
supported the Democratic Party to pursue policies that are, at least in principle,
closer to their opponents’ favorite policies.! Indeed, there is a number of episodes
in which important policy shifts have been supported by the electorates on par-
ties or candidates whose traditional position were to oppose such policies. Other

examples are market-oriented reforms in Latin America. Throughout the region,

LOf course, in the U.S. the administration’s influence on policy is affected by the composition
of Congress, a fact emphasized by Alesina and Rosenthal {1996].



radical trade liberalization and fiscal adjustment have been implemented by the
parties or candidates which had proved in 4the past penchants for populism and
interventionism.?

These episodes raise the question of why voters would end up supporting a
political party to implement a set of policies that appear to be far from the party’s
ideal policies rather than a political party whose ideology favors such policies. Fol-
lowing Cukierman and Tommasi [1996a,b], who first construct a model of such a
phenomenon, we call this seemingly unlikely choice a policy reversal and formulate
a model of electoral competition‘ which accounts for it.

In the present model, the utility of voters depends on the outcome of the
policy adopted by the winning party. The voters are interested in the outcome of
policies rather than in the policies themselves. Political parties are represented
as having distinct and polarized preferences on outcomes, and hence on policies.?
The political parties have better information than the voting public about the
likely outcome of different policies.

The parties simultaneously announce and commit to their policy platforms,

after obtaining some information about the correspondence between policies and

2See, e.g., Rodrik [1993].
3See, e.g., Wittman [1983, 1990] and Calvert [1985].



outcomes. The voters do not have the information that the parties obtained.
Instead, they observe the announced platforms and then decide which party to
vote for. The policy announced by the winning party is implemented.

Two remarks about the setup are in order. First, the assumption that the
parties are better informed than the public reflects the fact that politicians deal
frequently with public policy issues, but for most other people it is irrational to
become politically well-informed (Downs [1957]). Since the voters are uncertain
about the relationship betwéen policies and outcomes, they might end up sup-
porting very different policies according to the information revealed to them by
politicians.

Second, while the assumption that the parties commit to their platforms is
made for simplicity, we can think of it as the result of “announcement costs,” such
as future punishment by voters for past indiscretions (Banks [1990]). It should
be noted also that our analysis would remain unchanged if there is a one-to-one
correspondence between the proposed platform and the implemented policy.

We distinguish two types of equilibria, non-revealing equilibria and revealing

equilibria. In non-revealing equilibria, voters are unable to infer the information

4Existing papers sharing a similar setup include Harrington [1993], Roemer [1994], Schultz
[1996], and Martinelli [1996].



held by the parties since both parties do not condition their policy announcements
on the received information. In revealing equilibria, the voters are able to infer
the information held by the parties from their policy announcements, and use this
information in order to decide which party to support.

In all equilibria, the platform of the right-wing party is located at the right of
that of the left-wing party in every single election. That is, in every single election,
policy platforms are ordered as we could expect from the ideological positions of
the parties. Revealing equilibria, however, exhibit a paradoxical feature: the right-
wing party implements policies that are at the left of the policies implemented by
the left-wing party. Different parties win in different states of the world.

In revealing equilibria the information shared by the parties serves as a cor-
relation device for the parties’ policy platforms. There are two types of revealing
equilibria, according to whether policy platforms are positively correlated or neg-
atively correlated with the “state of the world” (i.e. the median voter’s preferred
policy platform if he/she learns the information held by the parties). In all pos-
itive correlation equilibria, the median voter supports the left-wing party when
the revealed information favors the right-leaning policies, and vice versa. As a

result, we observe the paradox of policy reversals.



Roughly speaking, the above outcome is supported as an equilibrium outcome
by the following location choices of the parties and belief formation of the voters.
Suppose that the signal favors the right-leaning policy (the other case is similarly
taken care of). In this case, it is proven, in the equilibrium, that the policy
position of the left-wing party is on the lefthand side of the median voter’s bliss
point, while the position of the right-wing party is on the righthand side, and they
are equally distant from the bliss point. If the right-wing party moves toward the
median voter’s bliss point, then the voters’ beliefs are changed so that they put a
positive probability on the other signal and still favors the position of the left-wing
party. The movement in the opposite direction does not change the outcome. The
left-wing party has no incentive to move, either. If it moves to the left, then it
loses the election, and the opponent implements the policy. It has no incentive to
move f,o the right since it wins the election anyway.

The logic behind the nonexistence of other revealing equilibria with positive
correlation is complicated as there are many candidates for equilibria which should
be eliminated. In this introduction, we mention only an intuitive reason for the
result that the moderate wins for certain, i.e., the left-wing (resp. right-wing)

party wins with probability one when the signal favors the right-leaning (resp.



left-leaning) policies.

Suppose, in an equilibrium with positive correlation, that the right-wing party
wins with a positive probability when the signal favors the right-leaning policies.
We divide the argument into two cases. First, if this party’s policy position is
located at the right of the median voter’s bliss point, then the left-wing party has
an incentive to move toward the right just enough to win the election for certain.
In doing so, it do:as not have to worry about an unfavorable shift of voters’ beliefs
since they already have the worst beliefs for the party.

Second, if the right-wing party is located either at the bliss point or on the
lefthand side of it, then it wins the election for certain. In this case, the left-
wing party has an incentive to mislead the public by switching to the platform
that it would take if the realized signal favors the left-leaning policies. Thus,
the right-wing party cannot win with a positive probability if its favorite state is
realized.

Revealing equilibria with negative correlation between platforms and the state
of the world are even more paradoxical. In this case, both the left-wing party and
the right-wing party change their platforms further to the left if the state of the

world favors the adoption of right-wing policies. We show, however, that among



revealing equilibria only those with positive correlation survive a requirement
similar in flavor to renegotiation-proofness, which we call credibility. Credibility
requires that no party announces a platform which it would like to renege on after
the election is over and the median voter, a fortiori, a majority, would be willing
to go along with such a deviation from announced policy platforms.

We have clear-cut welfare implications when we measure welfare in terms of
the expected payoff of the median voter. First of all, every revealing equilibrium
with positive correlation is more efficient than any non-revealing equilibrium and
any revealing equilibrium with negative correlation. Moreover, among revealing
equilibria with positive correlation, the farther the two implemented platforms
are apart, the higher is welfare.

It is useful to compare our model with Cukierman and Tommasi’s earlier work.
Cukierman and Tommasi [1996a] explain policy reversals in a context in which the
incumbent government, but not the challenger, has better information than voters
about the relation between policies and outcomes. In a related paper, Cukierman
and Tommasi [1996b] explain policy reversals in the context that the party in
power must submit a policy proposal to a referendum. In both cases, the driving

force of their result is that voters are willing to accept right-leaning policies only



when they are proposed by a left-wing incumbent: “if even the left-wing party
favors the rightward shift, we must favor it too.” For this argument to work,
it must be the case that the policy reversal is observed only when there is an
extreme shock to an economy so that even the incumbent prefers to move in the
direction it normally dislikes. The setup of our model is different from theirs in
that we have two informed parties competing for the electorate. In our model,
policy reversals are observed even when the optimal policy of the left-wing party
is unambiguously tilted to the left. Reversals occur not because everyone likes it,
but because one of the two parties reluctantly moves toward the policies it dislikes
in order to win the election.

The rest of the paper is organized as follows. Section 2 builds a model with
the features described above. Section 3 characterizes and discusses non-revealing
equilibria. Section 4 does a similar analysis for revealing equilibria. Section 5

presents some extensions. Section 6 concludes the paper.

2. Model

Consider a society with two parties, denoted by L and R, and a large number
of voters. They play an election game. In the beginning, nature chooses one of

two possible states, —1 and 1. We assume that both states occur with the same



probability. After observing the state, the two parties simultaneously propose a
platform, given by a real number. In the next stage, voters vote for one of the
two parties. Before they vote, they observe the platforms of the parties but not
the state of nature. The party which obtains the majority of the votes wins the
election and carries out the proposed platform.

If the state is s = —1,1, and if the implemented policy is located at z, then

the outcome y is assumed to be given by

Y=z —8.

Thus, the policy position z = s always induces the outcome y = 0.

There are three types of voters: the first two types are partisan, i.e. they have
the same preferences as the parties, one group always supports Party L, and the
other Party R. We assume that none of the partisan types has a majority.

The third type is composed of nonpartisan voters with one voter being a swing
voter, who is assume to determine the outcome of the election.® In what follows,

we ignore voters other than the swing voter.

5This assumption is justified if we further assume that the other non-partisan voters have
kinked linear, single-peaked and symmetric preferences as we see below, that they form the
belief in the same way as the swing voter, and that they vote sincerely. The analysis remains
unchanged if we consider a cluster of such swing voters.



The swing voter’s payoff if the outcome is y is given by

—lyl-

That is, y = 0 is the bliss point of the swing voter. Therefore, in terms of
the implemented policy, we have the following. If the proposed platform of the
winning party is z € R, and if the state is s (s = —1,1), then the swing voter’s
| payoff is given by

—lz — s|.

Note that s is identified with the swing voter’s most preferred policy.® The swing
voter is assumed to be an expected payoff maximizer. We use policy positions
instead of actual outcomes of those policies in the following argument.

Parties I and R are policy-oriented and have lexicographic preferences. They
first care about the actual implemented policy irrespective of which party is
elected. If the payoffs from the chosen policies are identical, each party prefers
winning the election to losing it. The (first-order) payoff functions for Party L
and Party R are up(z) and ugr(x), respectively. We assume that both are strictly

concave, uy, 1s strictly decreasing in z, and up is strictly increasing in z. Also, for

Linear preferences are assumed for the sake of simplicity. The results will not change (with
the exception of the welfare ordering) if the swing voters’ payoff function is single-peaked and
symumetric around the state of the world.
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the sake of simplicity, we keep symmetry by assuming uy,(—6) = ug(6) for all é.
One example is uy(z) = — exp(z), ug(z) = — exp(—z).”

We consider Bayesian Nash equilibria of this election game, with trembling
hand perfection for the second stage. These trembles correspond to some (arbi-
trarily) small uncertainty about how voters would vote, which precludes complete
convergence of policy platforms in equilibriurn.® We focus on the equilibria in
which the parties use pure strategies but the swing voter does not necessarily
do s0.? In the following analysis, we restrict our attention to the case in which
voters vote sincerely. Since the choice of the swing voter will always determine
the winner of the election, the swing voter is also called the median voter.

The above restrictions reduce our description of an equilibrium to ((z7,z}),
(g, z}), 1, q). In this expression, x5 (respectively z7) is the platform proposed
by Party P = L, R when it receives the signal —1 (respectively 1). Next, p :

2 — [0,1] is a belief system which maps the proposed platforms of the two

parties to the voters’ subjective probability of the true state’s being —1. Finally,

“For the sake of simplicity, we assume that the payoffs of the parties do not depend upon
s. The analysis and the results will not change at all if the utility functions shift in a parallel
manner. The qualitative results will not change even if we consider other shifts as long as we
keep the basic assumptions such as monotonicity and concavity.

8Trembling hand perfection cannot be applied to this game directly since there are a contin-
uum of strategies for the parties. Therefore, we use trembles only for the voting strategies.

9We can purify voters’ strategies if we consider a cluster of swing voters. Of course, the
result would not change then.
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g : ®? — [0,1] is the strategy of the swing voter: ¢(zr,zg) is the probability of
Party L’s winning when Parties I and R propose x;, and zg, respectively.

A profile ((z7,z3), (zg,T}), 4, ¢) constitutes an equilibrium if:

e there exists a sequence {¢*} of functions from R? into (0, 1) which converges

uniformly to g such that for each k, for s = —1, 1, and for any 2/, € R,

¢* (o, sp)ur(ay) + (1= ¢*(zy, zp)ur (o)

> g* (2, 2f)ur(ah) + (1 — ¢"(ah, z))ur(zh),

and the equality implies ¢*(z3,1%) > ¢* (2, z%), and for any =}, € R,

¢" (23, sxp)un(y) + (1 - ¢* (a1, 23)un(eh)

> g (zf, vp)ur(z}) + (1 - ¢" (2], 2%))ur(zh),
and the equality implies ¢*(z3,z%) < ¢*(z}, 2’g);

e if 27 = 2] and z = 2}, hold, then u(z},z;) = 1/2; otherwise, u(zf, ;) =

1, and p(z},z3) = 0;

=1 if BY(zp,zR) > ER(2L,2R),
o q(z,zr) ¢ €1[0,1] if Ef(zy,zgr) = Ex(zr, zr),
= () if EE(.’IIL,.’ER) < Ef (»T mR)

where FY(zr,2r) = p(zr, 2r)(—|zr + 1|) + (1 — (2, 2r))(—|zL — 1|), and
Eylzr,zr) = w(zr, zr)(—|zr + 1)) + (1 - plzr, zr)) (~|zr — 1),

12



In this definition, E4(zy,zr) is the expected payoff of the median voter if
Party P = L, R wins and implements zp. We will say that an equilibrium is
non-revealing if each party proposes the same platform irrespective of states, i.e.,
both 2z = z} and z; = z}; hold. Conversely, we will say that an equilibrium is
revealing if 7 # z} or zj # 3 hold.

Before we go to each class of equilibria, it is worthwhile to mention the fol-
lowing lemma. It states that for each signal {i.e., in every election) the platform
proposed by the left—wing party is at the left of the one proposed by the right-wing
party. No policy reversal is observed in any single election.

Lemma 2.1. In any equilibrium ((z7,z3), (25, 25), 1, q), 27 <z and 2} <

hold.

Proof: We proceed by contradiction. If z; > zp, then the party which wins
with a positive probability has an incentive to deviate. Suppose that Party L
wins with a positive probability. Then by setting its policy at zp, it obtains zp
for sure, which is better than a combination of z and zj > zjy.

If 27 = 2}, then we have
¢"(zz, ep)un(eg) + (1= ¢ (21, 7p)ur(zy)

= ug(z”) < ¢z, wp)ur(el) + (1 — ¢* (2, 27))ur(ey)

13



for any ¢*(-,-) € (0,1) and any z}, < z~. Therefore, the first equilibrium condition
(perfection) is violated, i.e., one cannot find a sequence g* for which incentive

constraints are satisfied. Other cases are proven in the same manner. 0

Note that according to the lemma no equilibrium in the model exhibits full
convergence. The fact that uncertainty about voters’ responses leads to departures
from full convergence when parties are policy-oriented has been well understood
since the work of Wittman [1983] and Calvert [1985]. Our lemma extends their
results to a situation in which voters’ preferences over policies are influenced by

parties’ platforms.

3. Non-revealing equilibria

In these equilibria, Parties L and R make different proposals from each other, say,
x5, and R, respectively, but each of them sticks to the same platform regardless of
10

the state. Hence, no information is revealed to voters on the equilibrium path.

We claim the following:

Proposition 3.1. ((z,zL), (zr,ZRr), &, q) is an equilibrium for some p and q if

and only if z; < x and one of the following three conditions Is satisfied:

1°Note, however, that the nonrevealing equilibria described below require voters to learn from
the parties’ platforms off the equilibrium path.
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(i) (zp +zg)/2> -1, and zg < 1;
(ii) (zp +zr)/2<1, and z, > —1;
(i) zp =—1-6, 2 = 1+ 6 for some § > 0, and

UL(l - (5) S % {’LLL(IEL) -+ UL(.’ER)] .

A typical non-revealing equilibrium outcome in terms of policy positions is

described in Figure 3.1.

Figure 3.1: Non-revealing equilibrium (i)

To show the if-part, we assume the condition and find appropriate ;2 and q.

First, let p(zy,zr) = 1/2 and
1 ifz, +xr >0,

g(zp,zr) =< 1/2 ifzp+zxp=0,
0 if zp +2r <0.

15



As for out-of-equilibrium beliefs, we assume?

1 if 2} =z, 7 # zr,

plzh,zlh) =4 0 iz} #zp, 2% =z,
1/2 otherwise.

Values of g(-,-) for out-of-equilibrium platforms are easily obtained from the as-
sumed beliefs.

In case (i), whenever Party L deviates, the outcome will be either zg or some-
thing that is to the right of zz. Thus, the left party has no incentive to deviate.
Party R has no incentive to deviate, either. Indeed, if the party deviates, voters
believe that the state is —1, and in order to beat Party L, Party R has to move
to the left if it is supposed to win with positive probability in the equilibrium, in
which case it, is worse off. (Checking for perfection in this and the following cases
is straightforward but tedious, so is relegated to Appendix 1.)

Case (ii) is the mirror image of case (i). In case (iii), an alternative for Party
L is to set its platform just right of 1 — § to obtain the median voter’s support
with probability one. The condition stated in (iii) implies that this deviation does
not give the party a higher payoff. The same argument holds for Party A.

To show the only-if-part, note first that z; < zy is guaranteed by the lemma.

Suppose that (zj, + zr)/2 < —1. Then Party R has an incentive to switch to

"This is an extreme belief system. In general, we can construct more realistic belief systems
in which beliefs change “gradually” as platforms change.
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T + ¢ for a sufficiently small & > 0. For any belief, zx + £ is strictly preferred
to zy by the median voter. Therefore, Party R does not fail to win and obtains
something better than before. The case of (1 +x)/2 > 1 is similarly taken care
of.

Next, suppose that xzp > 1 without satisfying z, + zp = 0. Consider the
case 77, + g < 0 first. In this case, zg is preferred to z, by the median voter.
Then Party L has an incentive to move to a platform between 1 and zp. By this
movement, it can capture the median voter under any belief, and it is better off.
In case z;, + zx > 0, Party R has an incentive to deviate for a similar reason.

Finally, supposc that z; = —1 — 6, zr = 1+ 6 for some 6 > 0, but we have

the reverse of the strict inequality of (iii), i.e.,
up(l—68) > 5 lup(zr) +ur(zr)]-

In this case, Party L has an incentive to set its platform just right of 1 — o to
obtain the median voter’s support with probability one. The above inequality

now implies that this deviation gives the party a higher payofl.
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4. Revealing equilibria

These equilibria exhibit a paradoxical phenomenon: the policy platform carried
out by the right-wing party is located at the left of the policy platform carried
out by the lefi-wing one. Note that Lemma 1 is still valid, namely, in each state
of the world, the right party proposes a platform which is at the right of the one
proposed by the left party at each state, i.e., 27 < zj and 2f < zj. It is that
when we compare the platforms of the winning parties across time, Party L’s
platform is located at the right of Party R’s platform.

There are two subclasses of revealing equilibria. In one subclass, the imple-
mented policy and the state of nature are positively correlated, while in the other,
the correlation is negative. We consider the two subclasses in that order.

4.1. Revealing equilibria with positive correlation

In these equilibria, the left party wins the election with probability one if s = 1,
i.e., the state of the world favors the adoption of right wing policies, and the right
party wins if s = —1. In other words, the “wrong” party wins every election.
Voters, however, benefit from the fact that the policy platforms of both parties
are positively correlated with the state of the world. The discussion in Section

5 makes clear that these equilibria are the best in terms of the median voter’s

18



welfare.

Proposition 4.1. Suppose that (z7,z}) and (23, 23) satisly the following for
some ¢* € (0,1):

() =z} <zp < zf <z},

(i) (zf +25)/2=—1, and (a7 +2})/2 =1,

(iii) vy (z]) > g ur(zy) + (1~ ¢")ur(z}h),
Assume further

(v} q(z7.23) =0, q(zf,2}) = 1, and q(z,2}) = ¢*.
Then, there exist i1 and q such that {(z7,z}), (zp,zk), i, q) is an equilib-
riurm.

A typical situation looks like the one in Figure 4.1.

To prove Proposition 4.1, first let p(z;,z5) = 1, and p(z],z};) = 0. These

are beliefs on the outcome path. They imply that Party R wins if s = —1, and

19



Figure 4.1: Revealing equilibrium: positive correlation case

Party L if s = 1. Next, let i be given by

1 ifaf, =) or 2}, and 2 # zg, ¢,
. ) - o L
(e, al) = 0 ifaz) #Fa2p,27, azld+.LR = I O Zp,
Lo - * : 7 / o T
wooif (2, 2%) = (@1, 2R),
1/2 otherwise,

where p* satisfies

W e+ 1]+ (L= p)eg — 1 = polag + 1+ (1 )l — 1,

or

* frotad "l:ﬁ}; - ]l + IZE}: - 1!
~lof = 1+ lep =1 = |og + U+ lag + 1]

M

(4.1)

Such a ;* exists between zero and one due to Conditions (1) and (ii). We will prove

that Party L does not have an incentive for a unilateral deviation. The incentive

constraint for Party R is checked in the same manner. Supposc first that the

state is —1. In this state, if Party L moves to 27, < zg, then p(z},zz) =

holds, and zj, is still chosen. If, on the other hand, it moves to the right of

Tp, there will be no gain, either. Suppose next that the state is 1. There is

20



no incentive to move further right. If it moves to z}, < z}, then we have two
possibilities, 2/, # z7 and z} = z]. If 27, # z] holds, then u(z},zy,) == 0, and
therefore, |77 — 1| > |z}, — 1| implies z}, is chosen. If 2, = 27 holds, then we
have p(z},23) = p(zr,zk) = p*, and equation (4.1) implies the median voter is
indifferent between the two alternatives. So we are allowed to let q(z; ,@};) = ¢".
Then, Condition (iii) implies that Party L has no incentive to choose z if the
state is 1. (Checking for perfection is tedious so is relegated to Appendix 2.)
Next, we show that there exists at least some revealing equilibria characterized
above. To find one, it is sufficient to prove that there exist (z,z]), (3, 2%), ¢

and ¢* which jointly satisfy (i)-(v). Suppose that = and z] are given by

e o
TR = —€, T} = ¢,

respectively, where ¢ > 0 will be chosen to be sufficiently small, and that z; and
, ‘*. . . . b
Ty are given by

z; = —2+¢, o =2—¢,
respectively. Note that Conditions (i) and (ii) are satisfied for any sufficiently
small e > 0. Let ¢* = 1/2. Condition (v) is sirmply assumed. It now suffices

to show that (iil) and (iv) hold for a sufficiently small & > 0. Due to the strict



concavity of uy, we have
Uz, (O) > %’LLL (—2) -+ %’LLL (2) .

The continuity of w; (which is a direct consequence of strict concavity on R
Y L q
implies that

up (€) > sup (=2 +¢€) + jur (2 —¢)

holds for a sufficiently small € > 0. Condition (iii) is proven. Condition (iv) is the

mirror image of (iii) and satisfied for the same e.
4.2. Revealing equilibria with negative correlation

These equilibria are even more paradoxical than those with positive correlation.
In these equilibria, the right party wins the election when the state of the world
favors right wing policies, and the left party when the state of the world favors
left wing policies. However, both the left party and the right party shift their
policy platforms to the left if the state of the world favors the adoption of right
wing policies. Hence, the “correct” party wins the election, but it does it with
the “wrong” policy platformn. As a result, the median voter may end up being
worse off than in an equilibrium in which no information held by the parties is

revealed (see Section 5). The discussion in Section 5 shows that these equilibria
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do not satisfy a requirement related to the credibility of parties’ commitment to

their electoral platforms.

Proposition 4.2. Suppose that (z7,z}) and (zy, z}f) satisfy the following for
some ¢** € (0,1):

(i) =z} <z} <zp < zR,

(i)’ (zf +aR)/2 <1, and (z} 4+ 2%)/2 > -1,

(3ii)> ur(er) > ¢ urle]) + (1 ¢ )ur(zg),

(iv)” wr(zf) > ¢ ur(zy) + (1 — ¢ )ur(zy).

Assume further

(v) qlag,zgq) =1, q(a;,ﬂ?) =0, and q(:z:[f,x;z) = g,

Then there exist u and q such that ((z7,z}), (&5, *4), 1, q) is an equilib-

rium.

To prove Proposition 4.2, first let p(z},25) = 1, and p(z}, z3) = 0, the beliefs

on the outcome path. For other beliefs, let u satisfy:
L ifzf =a; or 2}, and 2l # 2y, o,
0ol 0 if 2, # 27,x}, and 2y = 25 or a7},
; [ IR N SO S
p* o if (27, 2) = (27, 25R),
1/2 otherwise,
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Figure 4.2: Revealing equilibrium: negative correlation case

where p** satisfy

pler A 1A (1T

s ==+ 1 (- a1, (42)

or

= lop = 1 — oy~ 1] |
“lzp = U e = 1 = fep + U+ og +

This p** is between zero and one due to Conditions (i)’ and (ii)’ above. For
this value of 1**, the median voter is indifferent between z} and z};. Therefore,
any probability ¢(z], z3), in particular, ¢**, is consistent with the equilibrium
condition. As in the previous case, it is verified that there exists at least some
revealing equilibria as characterized above.

4.3. Nonexistence of other revealing equilibria

Proposition 4.3. There are no revealing equilibria other than those described

by Propositions 4.1 and 4.2.
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Suppose that ((z7,z}), (TR, 25), 1, ¢*) is a revealing equilibrium. We know
from Lemma 2.1 that 2] < zj and 2} < zf. We divide our analysis into two
cases. First, let us assume that 2, < z}; holds. This corresponds to the case of
positive correlation equilibria. Recall its equilibrium conditions (i)-(v). We show
that each condition is necessary.

Suppose (z} + 25)/2 # 1. If (=} + x})/2 > 1 holds, then when the signal
is 1, L has an incentive to deviate to zf — ¢ for a small ¢ > 0 and win the
election with a more favorable platform. If (2} + 25)/2 < 1 holds, then R will
win the election with its platform z}, when s = 1. In this case, in order for L

not to deviate to z; < z};, its probability of winning at {z],z}) must be zero.

However, if this is the case, then R would have an incentive to deviate from

to z} when s = —1. Thus, (] + z})/2 < 1 cannot be the case. Similarly,
(7 + 23)/2 = -1 should hold. Condition (ii) is established. Under (i), if

q(zf,z}) < 1 (respectively g(z,z%) > 0) holds, then L (respectively R) has an

incentive to move its platform toward the right (respectively left) by a sufficiently
small £ > 0 and win the election for sure. This establishes Condition (v). If
(iit) is violated, then L switches to z; when it gets s = 1. Similarly, if (iv) is

violated, then R switches to z}, when it gets s = —1. Finally, if 2, > 27 holds,
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if gz}, z3) < 1, then R switches to z; when it gets s = 1. On the other hand,

of them has an incentive to deviate, which establishes Condition (i). Hence, all
Conditions (i)-(v) are necessary if 27 < z; holds.™

Next, assume z] > 2 holds. This corresponds to the negative correlation
case. First of all, Condition (i)’ holds by the assumption and the lemma. To
check Condition (ii)’, suppose (2] + 2})/2 < —1 holds. Then, I has an incentive
to move its platform toward the right by a sufficiently small ¢ > 0. If, on the
other hand, (z; + 273)/2 > 1 holds, then L has an incentive to move its platform
toward the left by & > 0. If (iii)’ does not hold, then L has an incentive to switch
to 2} when the signal is —1. Similarly, if (iv)’ does not hold, then R switches to
x when the signal is 1. Finally, if Condition (v)’ is violated, it implies that the
median voter does not vote for his favorite platform. Hence, Conditions (i)’-(v)’

are necessary.

2Note that we require the inequalities in (iii) and (iv) to hold strictly. Some slack between
the LHS and the RHS of the inequalities is required in order to satisfy the first equilibrium
condition, as it is clear from Appendix 2. The same holds true with respect to Conditions (iii)’
and (iv)’.
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5. Additional Remarks

5.1. Credibility of commitment

In revealing equilibria, the information shared by the parties about the state of
nature serves as a signal leading to correlated play by the parties. However,
a subclass of revealing equilibria exhibit the seemingly unnatural feature of a
negative correlation between policy platforms and the state of nature. Note that
negative correlation equilibria require the left party, if it wins, to pursue a policy
platform that is to the right of the state of the world. (The opposite happens if the
right party wins.) Hence, both the winning party and the median voter could be
made better off if the party in office were allowed to renegotiate its policy platform.
Our commitment assumption becomes suspect in these equilibria because it does
not seem reasonable to assume that voters would punish a party for a move that
would benefit them. This leads one to think that a sensible requiremnent to ask
of an equilibrium is that commitment should be credible in the sense that in case
of winning a party would not modify its policy platform even if the median voter
were willing to go along with such a decision.

In particular, we will say that an equilibrium ((z7,z}), (25, z%), i, ) Is cred-

ible if for s = —1,1, and for P = L, R, there is no z’ such that up(z’) > up(z})
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and

plag, z7) (=12’ + 1)) + (1 = pleg, 23) (- 2"~ 1))

> ey, zp)(=lop + 1) + (1 - plel, 73)) (= zp — 1).

In words, we say that an equilibrium is credible if, after the election is over and
whatever the result of the election, there is no policy platform different from the
one prescribed by the equilibrium that makes both the winning party and the
median voter better off. In revealing equilibria, the credibility requirement boils

down to z7 < —1,zf <1,z; > —1,z} > 1. It is casy to see that

Proposition 5.1. Revealing equilibria with positive correlation are credible, while

revealing equilibria with negative correlation are not.

(With respect to non-revealing equilibria, credibility imposes the further con-
straint on Conditions (i) and (ii) that z, < 0,z > 0.)
5.2. Welfare
If we identify welfare with the payoff to the median voter, we can state the fol-
lowing:

Proposition 5.2. Welfare is higher in revealing equilibria with positive correla-
tion than in any other equilibrium.
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Indeed, in revealing equilibria with positive correlation the median voter’s

expected payoff is given by

~%|x§ + 1| - %}mz - 1.

Since in this subclass of equilibria we have —1 < zj < z§ < 1, the median
voter’s expected payoff is greater than —1. In revealing equilibria with negative

correlation, the median voter’s expected payoff is given by
1y~ P
o= 1] = Jlaf + 11

Since in this subclass of equilibria we have —1 < zj; < z; < 1, the expected
payoff is smaller than —1. Finally, if a non-revealing equilibrium satisfies either
(i) or (i) of Section 3, the expected payoff is —1, while if it satisfies (iii), the
expected payoff is —1 — § where 6 is positive. Thus, if one of the best equilibria
is played, policy reversals are necessarily observed. We can consider revealing
equilibria with positive correlation to be “focal” to the extent that they are the

best for voters.

5.3. A larger number of states

A question arises as to whether it is reasonable to assume that the mumber of
signal values is two, and as to how robust our results arc if the number is more
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than two. First, we think that a model with two possible signal values is a
good representation of the situations in which parties (and especially voters) can
only get a rough idea of the direction in which policy should be moving, e.g.,
low state intervention in the economy versus pervasive intervention (Harrington
[1993] makes a similar point).

Second, it can be shown that for any finite number of states a (pure stratzgy)
completely revealing equilibrium with positive correlation should exhibit policy
reversals in the seuse that the left-wing (resp. right-wing) party should win the
election with probability one when the state of the world is the most favorable for
the adoption of right-leaning (resp. left—leaning) policies, and that the left-wing
(resp. right-wing) party implements the policy which is the farthest right (resp.
left) among all the implemented policies in the equilibrium. The intuition for
this result is the same as the one that underlies Proposition 4.1: when the most
extreme signal to the right is observed, the left-wing party will move to the right
far enough to win the election with probability one because there is no way in

which out-of-equilibrivm beliefs can “penalize” it for doing so.
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6. Concluding Remarks

We present a spatial model of electoral competition with asymmetric information
between parties and voters. Unlike previous work using a similar setup,’® we
describe the complete set of (pure strategy) equilibria. Moreover, we show that,
when parties get to observe one of two possible signals, one favoring the adop-
tion of left-leaning policies and the other favoring the adoption of right-leaning
policies, all revealing equilibria exhibit policy reversals. That is, the policies im-
plemented by the left-leaning party when it gets to win the election are located
to the right of the policies implemented by the right-wing party. Reversals are
observed only across elections: in each election, no reversal is observed, i.e., the
platform proposed by the left party is always located at the left. of that proposed
by the right party.

Revealing equilibria in our model require that voters’ beliefs “penalize” the
deviating party by giving more weight to the state of the world it dislikes, ignoring
the evidence about the state of the world that can be extracted from the other
party’s action. In particular, in positive correlation equilibria, the party that is

playing “radical” does not gain anything by moderating its behavior because if it

BGee, e.g., the references in footnote 3.
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did so, the voters would think that the state of the world is the one that favors
the opposing party.

In a similar situation, Schultz [1996] has suggested that voters’ beliefs after
a deviation should be consistent with the non deviating party’s strategy. This
implies that their beliefs remain unchanged if only one party deviates. The re-
finement proposed by Schultz would be plausible it voters were limited to interpret
observed deviations as the result of uncorrelated “mistakes” by the parties.

We have two reservations about using this refinement. First, unfortunately,
this constraint on out-of-equilibrium beliefs would rule out all the equilibria, both
revealing and non-revealing ones, in our setup. Second, if we start discussing the
stories that justify particular refinements, we can think of other explanations for
deviations that seem equally valid as the story that justifies Schultz’ refinement.
For example, a possibility of correlated deviations due to additional signals like
sunspots observed only by the parties justifies the kind of belief revision used in
our argument. Other examples are payoff uncertainty, and uncertainty about the
possible signals received by the parties. In this sense, our model can be interpreted
as a limit case of a model where other signals and states of the world are possible

but unlikely.



We would like to conclude the paper by further discussing the relation of our
work with that of Cukierman and Tommasi [1996a,b]. Cukierman and Tommasi’s
explé.nation of policy reversals relies on the enhanced credibility of an incumbent
when it advocates policies that is expected to oppose on ideological grounds. Our
explanation, on the contrary, relies on the incentives that electoral competition
gives to each party to behave as either a “moderate” or a “radical” according to
the private information that the parties get. A question remains as to which of the
two explanations is more plausible in reality. In Latin American countries, where
incumbents enjoy better access to information, and where popular approval of
policies is usually obtained after elections are over and not, in the course of them,
Cukierman and Tomimasi’s account seems more compelling. On the other hand, in
countries like US, where two equally powerful parties compete for the government,
and where electoral platforms carry some weight in the design of actual policies,
our story might be more plausible. Needless to say, the two driving forces can
coexist in reality, and we regard their model and curs as complements rather than

substitutes.



Appendix 1

This appendix establishes that the non-revealing equilibria described by Propo-
sition 3.1 satisfy the first equilibrium condition (perfection). We consider explic-
itly case (i), with z;, + zp < 0 (see Figure 3.1). All other cases are analogous.

According to the specified beliefs, if both parties propose their equilibrium
aﬁtians, voters believe that the two states are equally likely (and vote for the
right party). If only the left-wing party deviates, voters will believe that the state
of the world is 1. Hence,

0 if 2} <apora >2—uap,
gz, zp) =< 1/2 iz} =zgor o} =2 - zp,
1 ifzp <2 <2-—2zp.
(To save on notation, we let ¢(-,-) = 1/2 whenever the voters arc indifferent
between the two parties and the equilibrium does not require them to vote in a
particular way).
To check for perfection, consider

ug(z}y)—ur(zn)

ek (3&.1&;1-.1&@&).) if o, < g,

(]k(fﬂljyfﬂR) = ek if T < .’L‘IL < Zpr OT .’L'/L > 2 Tp,
1/2 if 2}, =zpor 2 =2 apg,
1—é&F if zp <2} <2 xR

for k = 1,2,... and some ¢ € (0,1). Clearly, the sequence ¢*(-,z5) converges
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uniformly to q(-, zg). Moreover, it verifies that for each k and for any =} € &

¢z, zp)us(zL) + (1~ ¢* (21, 2r))ur(zr)

> ¢z, zp)ur(z)) + (1= ¢" (@), zr))ur(zn),

and the equality implies ¢*(zy, 25) > ¢*(z), zR).
Similarly, if only the right party deviates, voters will believe that the state of

the world is —1. Hence,

0 ifay=zgor |zh+1] <|zy+1],
qlzp,zy) =< 1/2 oy =z, 0or 2y = =2 — 1z,
1 ifazly#zpand |2+ 1 > |z + 1]

To check for perfection, consider

eF if 2y = ap or oy + 1 < |zp + 1],
i / 1/2 fay=a,0r2)y =21,
¢*(zr,2h) = { 1—¢ if oy < zg and |2 + 1] > |z + 1],

up(zly)-ur(zr)

for k =1,2,... and some ¢ € (0,1/2). The sequence ¢*(zy,-) converges uniformly
to ¢(zp,-). Moreover, it verifies that for each k and for any z/, €
¢*(zr,zr)ur(zy) + (1 — ¢*(z1, zr))ur(zr)
> Mz, )ur(zy) + (1 — ¢ (2, 7)) ur(zh).
Finally, when both partics deviate, voters believe that the two states are

equally likely. Hence, we can take ¢"(z,2) = q(z', %) = 1/2.
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Appendix 2

This appendix establishes that the revealing equilibria described by Proposi-
tions 4.1 and 4.2 satisfy the first equilibrium condition. We consider explicitly
a revealing equilibrium with positive correlation as described by Proposition 4.1
(see Figure 4.1). The proof for a revealing equilibrium with negative correlation
is analogous.

For the sake of brevity, we restrict our attention to the case in which the left-
wing party deviates at s = 1. Other cases are taken care of in a similar manner.

To check the first equilibrium condition for the present case, let q(z/,, z3;) be given

by
1 ifzf < m:,i < Zh,
1/2 ifz) ==z
At Y — L= Tr
q(zp, ) = x ’

q if ) =z,
0 if 2" #z7 and 2, <zt or o/, > .
L L L L L R

Note that this is consistent with other equilibrium conditions. To check the per-

fection of the equilibrium, consider

1—F if 2} < a2} < af,
1/2 if o, =z,
¢ (o ok = q . . if z) =z7,
ek (zi%%:iu‘%ﬁji) if 2, # 2] and 2} < ],
ek if 2, > z}.

for k =1,2,... and some € > 0 satisfying

e <1 q"(up(zr) —ur(zh)/(ur(zy) — unlzy)).
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(Condition (iii) implies that the RHS of the above inequality is strictly posi-

tive). The sequence ¢*(-, z};) converges uniformly to q(-,z};). Moreover, it verifies

that for cach k and for any z;, € £, we have
¢"(zf, whur(ed) + (1~ ¢ (af, o3))us (o)
> ¢Ma, ahur(or) + (1 - (o], a5))ur(zh),

and the equality implies ¢*(z}, z}) > ¢ (2, z})-
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