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Trade off policy responsiveness vs stability

Posner and Vermeule (2002):

"Many political institutions are celebrated for their effect on
the stability of government: constitutionalism, stare decisis,
representative government, and so forth are said to make
government more predictable, and this makes it easier for
individuals to arrange their affairs. It is always immediately
pointed out in response that too much stability is a bad thing,
that government should change its policies when circumstances
change. The best government reflects a balance of these
competing concerns”
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Trade off policy responsiveness vs stability

@ Policy-making is an ongoing process: policies must react to a
changing environment

e Fiscal policies over the business cycle
e Social security and changing demographics

@ But citizens and firms need stable and predictable policies to conduct
their own business
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Trade off policy responsiveness vs stability

@ Policy-making is an ongoing process: policies must react to a
changing environment

e Fiscal policies over the business cycle
e Social security and changing demographics

@ But citizens and firms need stable and predictable policies to conduct
their own business

@ The main questions:

e How do different allocations of political power resolve this trade-off?
e What allocation of political power would voters choose?

@ This paper: divided versus united gvt
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The main take away

@ Allocation of political power affects...

o ...how policy makers’ votes are aggregated

— Divided gvt optimally trades off policy responsiveness and stability
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The main take away

@ Allocation of political power affects...
o ...how policy makers’ votes are aggregated
— Divided gvt optimally trades off policy responsiveness and stability
e ... but also how policy makers vote
— Divided gvt induces policy makers to behave in a more polarized way

@ If voters can pick the allocation of power at any time, they always
choose a divded gvt

o Greater term length allows them to commit to choose a united gvt,
which can be beneficial
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The Model

The model
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The Model

Primitives

Time:

e Infinite horizon: t € {0,1, ...}
Alternatives:

@ In each period t, a policy x (t) must be chosen in X = {L, R}
Players:

@ Two policy makers / and r (choose policy x (t))

@ A representative voter m (chooses allocation of power)
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Payoffs

@ Players maximize expected discounted sum of period payoffs (¢)
@ Period payoff of player i € {/, m, r} in period t is

U (8(t),R) — U (8(t), L) = 0(t) + p;.
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Payoffs
@ Players maximize expected discounted sum of period payoffs (¢)
@ Period payoff of player i € {/, m, r} in period t is
Ui(0(t),R)—U;i(0(t),L)=0(t)+ pi.

e 0(t) € R : payoff state

o Shock to policy environment (common to all players)
@ i.i.d. across periods
e p.d.f. f symmetric and single-peaked
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@ Players maximize expected discounted sum of period payoffs (¢)
@ Period payoff of player i € {/, m, r} in period t is

U (8(t),R) — U (8(t), L) = 0(t) + p;.

e 0(t) € R : payoff state

o Shock to policy environment (common to all players)
@ i.i.d. across periods
e p.d.f. f symmetric and single-peaked

e p; € R: ideology of player i € {/,m, r}

o pr=—p=p>0
o pm=0
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Payoffs

Players maximize expected discounted sum of period payoffs (J)

Period payoff of player i € {/, m, r} in period t is
Ui(0(t),R)—U;i(0(t),L)=0(t)+ pi.

6 (t) € R : payoff state

o Shock to policy environment (common to all players)
@ i.i.d. across periods
e p.d.f. f symmetric and single-peaked

pi € R : ideology of player i € {/,m, r}

o pr=—p=p>0
o pm=0

Cost of policy change ¢ > 0 (incurred by /, m, and r)
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Payoffs

Players maximize expected discounted sum of period payoffs (J)

Period payoff of player i € {/, m, r} in period t is
Ui(0(t),R)—U;i(0(t),L)=0(t)+ pi.

6 (t) € R : payoff state

o Shock to policy environment (common to all players)
@ i.i.d. across periods
e p.d.f. f symmetric and single-peaked

pi € R : ideology of player i € {/,m, r}

o pr=—p=p>0
o pm=0

Cost of policy change ¢ > 0 (incurred by /, m, and r)

Remark: policy makers are policy motivated
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The game

In each period t € IN,

@ Players observe status quo s (t) € {L, R}
Voter m chooses the allocation of power 7y (t) € {/, r, div}
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Voter m chooses the allocation of power 7y (t) € {/, r, div}
@ Payoff state 0 (t) is realized and observed by all players
Each policy maker i € {/, r} casts a vote for L or R

— If v (t) =/, the vote of [ is implemented
— If v (t) = r, the vote of r is implemented

Wioletta Dziuda, Antoine Loeper (University June 2019

8/19



The game

In each period t € IN,

@ Players observe status quo s (t) € {L, R}
Voter m chooses the allocation of power 7y (t) € {/, r, div}

@ Payoff state 0 (t) is realized and observed by all players
Each policy maker i € {/, r} casts a vote for L or R

— If v (t) =/, the vote of [ is implemented

— If v (t) = r, the vote of r is implemented

— If v (t) = div, if | and r vote for the same alternative, it is
implemented, otherwise s (t) stays in place

Wioletta Dziuda, Antoine Loeper (University June 2019

8/19
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The game

In each period t € IN,

@ Players observe status quo s (t) € {L, R}
Voter m chooses the allocation of power 7y (t) € {/, r, div}
@ Payoff state 0 (t) is realized and observed by all players

Each policy maker i € {/, r} casts a vote for L or R

— If v (t) =/, the vote of [ is implemented

— If v (t) = r, the vote of r is implemented

— If v (t) = div, if | and r vote for the same alternative, it is
implemented, otherwise s (t) stays in place

@ Implemented policy x (t) determines period payoffs
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The game

In each period t € IN,

@ Players observe status quo s (t) € {L, R}
Voter m chooses the allocation of power 7y (t) € {/, r, div}

@ Payoff state 0 (t) is realized and observed by all players
Each policy maker i € {/, r} casts a vote for L or R

— If v (t) =/, the vote of [ is implemented

— If v (t) = r, the vote of r is implemented

— If ¢ (t) = div, if | and r vote for the same alternative, it is
implemented, otherwise s (t) stays in place

@ Implemented policy x (t) determines period payoffs
— payoff U; (8 (t),x(t)), minus the fixed cost ¢ > 0 if x (t) # s (t)

@ Game moves to t + 1 with status quo s (t +1) = x (t)
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How the allocation of power affects
policy makers’ behavior
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Policy makers’ incentives

@ Policy choice in t affects continuation game in t + 1 only via s (t + 1)
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Policy makers’ incentives

@ Policy choice in t affects continuation game in t + 1 only via s (t + 1)

@ Continuation payoff gain for i from implementing R versus L in t
6 (t) + pi + od

d? : i's continuation payoff gain from t + 1 onwards from having

s(t+1) = R instead of L given continuation play o

Wioletta Dziuda, Antoine Loeper (University June 2019 10 / 19



Policy makers’ incentives

@ Policy choice in t affects continuation game in t + 1 only via s (t + 1)

@ Continuation payoff gain for i from implementing R versus L in t
6 (t) + pi + od

d? : i's continuation payoff gain from t + 1 onwards from having

s(t+1) = R instead of L given continuation play o

— Stage undomination: i votes as if she is myopic with ideology p; + ddY
instead of p;

Wioletta Dziuda, Antoine Loeper (University June 2019 10 / 19



Policy makers’ incentives

@ Policy choice in t affects continuation game in t + 1 only via s (t + 1)

@ Continuation payoff gain for i from implementing R versus L in t
6 (t) + pi + od

d? : i's continuation payoff gain from t + 1 onwards from having

s(t+1) = R instead of L given continuation play o

— Stage undomination: i votes as if she is myopic with ideology p; + ddY
instead of p;

@ Bottomline:

e Equilibrium behavior is characterized by voting distortion d7 € R
° d;’ captures i's preferences over the next status quo
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The benchmark case: permanent dictator

@ Consider the game in which:

o In all periods, m always appoints the same 7y € {/, r}
o Policy maker y votes optimally
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The benchmark case: permanent dictator

@ Consider the game in which:

o In all periods, m always appoints the same 7y € {/, r}
o Policy maker y votes optimally

Proposition

If y € {I,r} is a permanent dictator, there is a unique "equilibrium". The
voting distortion of the dictator exacerbates her ideological difference with
the other policy maker: d/ < 0 < d!.
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The benchmark case: permanent dictator

@ Consider the game in which:

o In all periods, m always appoints the same 7y € {/, r}
o Policy maker y votes optimally

Proposition

If y € {I,r} is a permanent dictator, there is a unique "equilibrium". The
voting distortion of the dictator exacerbates her ideological difference with
the other policy maker: d/ < 0 < d!.

@ Intuition: status quo matters only via cost of policy change ¢

e Permanent dictator r expects she will prefer policy R tomorrow
— r prefers status quo R tomorrow to minimizes likelihood of policy
change
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Divided government: strategic polarization

o Consider the game in which:

o m always appoint a divided gvt: 7y (t) = div for all t € N
e policy makers vote strategically
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Policy makers' behavior

Divided government: strategic polarization

o Consider the game in which:

o m always appoint a divided gvt: 7y (t) = div for all t € N
e policy makers vote strategically

Proposition
Under a permanently divided gvt, in any equilibrium, the voting distortions

(d,di", d;ii") further exacerbate policy makers’ polarization (strategic
polarization): d&V < d/ < 0 < df < d4iv.
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Policy makers' behavior

Divided government: strategic polarization

o Consider the game in which:

o m always appoint a divided gvt: 7y (t) = div for all t € N
e policy makers vote strategically

Proposition
Under a permanently divided gvt, in any equilibrium, the voting distortions

(d,di", dﬁii") further exacerbate policy makers’ polarization (strategic
polarization): d&V < d/ < 0 < df < d4iv.

@ Intuition: under a divided gvt, status quo also affects future pivotality

o When / & r have to agree to change the policy, r (/) is pivotal under
status quo R (L)

— pivotality effect increases r's preference for status quo R relative to
permanent dictatorship
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How voters choose
the allocation of political power
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Voter's incentives (fixing policy makers’ behavior)

o Consider first the "game" in which

e policy makers' voting distortions are fixed (with d; = —d;)
e in any period, m chooses the allocation of power optimally
— Will she prefer to appoint / or r?
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o Consider first the "game" in which

e policy makers' voting distortions are fixed (with d; = —d;)
e in any period, m chooses the allocation of power optimally
— Will she prefer to appoint / or r?

Lemma (voter's conservative bias) J

In any period t, if s (t) = R (L), m prefers to appoint r (1)

— m appoints the policy maker who is more likely to prefer the current
status quo.
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e policy makers' voting distortions are fixed (with d; = —d;)
e in any period, m chooses the allocation of power optimally
— Will she prefer to appoint / or r?

Lemma (voter's conservative bias) J

In any period t, if s (t) = R (L), m prefers to appoint r (1)

— m appoints the policy maker who is more likely to prefer the current
status quo.

@ Intuition: m wants to avoid disagreement with elected policy maker

o when m and r disagree, L >, Rand R >, L
e when m and / disagree, R >, Land L >, R
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Voter's incentives (fixing policy makers’ behavior)

o Consider first the "game" in which

e policy makers' voting distortions are fixed (with d; = —d;)
e in any period, m chooses the allocation of power optimally
— Will she prefer to appoint / or r?

Lemma (voter's conservative bias) J

In any period t, if s (t) = R (L), m prefers to appoint r (1)

— m appoints the policy maker who is more likely to prefer the current
status quo.

@ Intuition: m wants to avoid disagreement with elected policy maker

o when m and r disagree, L >, Rand R >, L

e when m and / disagree, R >, Land L >, R

o when s (t) = R, R >p L is more likely than L >, R, so the latter is
more likely than the former
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Voter's incentives (fixing policy makers' behavior)

Remark

m choosing 7y (t) = div is equivalent to m choosing y (t) = r ifs(t) = R
and v (t) =1 ifs(t) = L.

Wioletta Dziuda, Antoine Loeper (University June 2019 15 / 19



Voter's incentives (fixing policy makers' behavior)

Remark
m choosing 7y (t) = div is equivalent to m choosing y (t) = r ifs(t) = R
and v (t) =1 ifs(t) = L.

.

Corollary

If we abstract away from policy makers’ incentives, having a divided gvt in
all period is an optimal allocation of power for m.
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Voter's incentives (fixing policy makers’ behavior)

Remark
m choosing 7y (t) = div is equivalent to m choosing y (t) = r ifs(t) = R
and v (t) =1 ifs(t) = L.

.

Corollary

If we abstract away from policy makers’ incentives, having a divided gvt in
all period is an optimal allocation of power for m.

@ What we have learned so far?

e Fixing policy makers' behavior, m is better off with a divided gvt
o But once we take into account policy makers’ incentives, a divided gvt
exacerbates their polarization
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Equilibrium behavior

General equilibrium
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Equilibrium behavior

@ Consider now the full game: in any period t € IN,

e voter m chooses the allocation of power strategically
e policy makers | and r vote strategically
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@ Consider now the full game: in any period t € IN,

e voter m chooses the allocation of power strategically
e policy makers | and r vote strategically

Proposition
In any equilibrium,
@ m behaves as if policy makers’ behavior was fixed: m always appoints
a divided gvt
@ policy makers anticipate that allocation of political power: their
voting distortions exhibit strategic polarization

Wioletta Dziuda, Antoine Loeper (University June 2019 17 / 19



Equilibrium behavior

@ Consider now the full game: in any period t € IN,

e voter m chooses the allocation of power strategically
e policy makers | and r vote strategically
Proposition
In any equilibrium,
@ m behaves as if policy makers’ behavior was fixed: m always appoints
a divided gvt

@ policy makers anticipate that allocation of political power: their
voting distortions exhibit strategic polarization

@ Intuition: policy makers’ behavior in t are driven by their expectation
about 1y (t') for t/ >t

— m’s choice of 1y (t) does not affect current nor future voting behavior
— m chooses 7 (t) taking policy makers' behavior as given
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Equilibrium behavior: optimality

@ This simple model provides a rationale for split ticket voting
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Equilibrium behavior: optimality

@ This simple model provides a rationale for split ticket voting
@ Raises several questions

e normative: is m’'s choice optimal ex-ante?
e positive: why m’s choice does not reflect the trade-off responsiveness
vs stability?
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Equilibrium behavior

Equilibrium behavior: optimality

@ This simple model provides a rationale for split ticket voting
@ Raises several questions

e normative: is m’'s choice optimal ex-ante?

e positive: why m’s choice does not reflect the trade-off responsiveness
vs stability?

Proposition

When c is sufficiently small, p is sufficiently large, and/or f sufficiently

"flat”, m would be better off if she could commit to permanently appoint
lorr.

— Dynamic commitment problem
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Equilibrium behavior

How can we solve the voter's dynamic commitment?

@ Natural extension: limited political tenure of T periods

o m can change the allocation of political power 7y (t) only every T >1

periods
e Policy makers can revise the previous policy (according to the current
v (t)) in every period as before
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Equilibrium behavior

How can we solve the voter's dynamic commitment?

@ Natural extension: limited political tenure of T periods

o m can change the allocation of political power 7y (t) only every T >1
periods

e Policy makers can revise the previous policy (according to the current
v (t)) in every period as before

@ In that model, appointing a divided gvt is different from appoint / (r)
under status quo L (R)

Proposition

When c is sufficiently small, p is sufficiently large, and/or f sufficiently
"flat”, then there exists an equilibrium in which in the election periods, m
chooses to appoint | (r) under status quo L (R).

In that equilibrium, voting distortions are smaller than when gvt is
permanently divided.

v
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