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POLITICAL CYCLES AND POLICY
CONVERGENCE

EDUARDO LEVY YEYATI

1. Introduction

Political Business Cycles (PBC) models that attempt to explain the link
between macroeconomic policy variables and election timing have a long history
in the economic literature. The first wave of papers combined purely opportun-
istic political parties, an explostable Phillips curve and backward-looking voter
behavior to show how politicians would implement expansionary policies during
election years to reduce unemployment and cnhance their chances to stay n
office’ . A second approach focused on the opposite case of purely ideological
politicians to explain the relationship between cveles and elections as a result of
different politicians taking turns n office™. All of these paper ignored the ra-
tional expectations hypothesis® .

Ten years later, a new group of rational expectations. game-theoretical
models came to the foreground with a renewed explanation of political cycles.

* Monetary and Exchange Rate Attairs Department, International Monetary Fund. The paper
was written when the author was at the Departiment of Economics ot the University of’ Penn-
sylvania. The author would like to thank Stephen Coate, Miguel Gouveta, Stephen Morris,
Andrew Postlewaite and Chrisuane Roehler for their helptul comments and suggestions. Fi-
nancial support from the Inter-American Development Bank is gratefully acknowledged. All
disclaimers apply.

JEL Classification: E3.

! Typical exponents of this tirst type of models are Nordhaus (1975) and McRae (1977).
* See Hibbs (1977, 1987).

¥ Nordhaus (1989) presents evidence of backward-looking behavior on the side of the voters,
As Alesina points out in the discussion of that paper, the rational expectations PBCs are con-
sistent with this result.
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They can be broadls divided 1n two groups. according to the assumption about
the politician’s utihity function The “partisan evele . orepresented by Alesina
(1987). assumes two ideological polincians with different preterred policies
The voters know the politicians preferred policies and their chances to win and
therefore maximize their own expected utihty If wages are set o /o Frscher
(1977). nght after the clection the winner can explowt some adjustment delay to
cither promote emplovment or to lower inflation. As contracts are rencgotiated.
the incumbent’s ability to manipulate the cconomy vamishes and the varnables
return to their long run levels.

In the opportunistic-party type of models. as in Cukicrman and Meltzer
(1986). Rogoft-Sibert (1988} and Rogoff (1990). the assumption of backward-
looking behavior is replaced by that of a temporary asvmmetry of information
between voters and politicians. In Rogoff-Sibert (1988) and Rogoff (1990). for
example. politicians differ in their compcetency. which is observed by the voters
with a lag. Since agents arc homogencous, the politicians and the voters have
the same policy preferences that maximizes a well-defined welfare function but.
at the same time. the politician obtains utility from being in office (“cgo rents™).
thus facing a trade-off between the cost of deviating from the optimum and the
expected returns of staving in office. Since inflating the cconomy is less costly
the more competent the politician is. a competent incumbent inflates to signal
his own high competency.

This paper discusses a model of political cycles n which politicians arc
both 1deological and opportunistic, and shows that. under certain conditions.
during election vears policies will lean towards the median voter's chorce. The
paper differs from the first tvpe of models in that its results do not require anv
lag n the adjustment of macrocconomic variabies (c.g. wages as in Alcsina
(1987)) and that the difference between political contenders 1s based in policy
orientation rather than in competency (as in Rogoff-Sibert (1988) and Rogoff
(1990). The implication of the model is that. as reclection approaches. policy
tends to converge to the center of the ideologreal spectrum. Thus. we should
obscrve a deterioration of the fiscal position during clection vears {as in Rogoff
and as opposed to Alcsina). and changes in the mix of expenditure and tax
policies that reflect the policy stance of the incumbent

The model assumes that the economy 1s populated by a continuum of vo-
ters with single-peaked preferences over policies. uniformiy distributed accord-
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ing to their preferred policy or “type”. The economy has two parties, Left (1)
and Right (R), each covering a known range of types. The model introduces two
sources of uncertainty, about the incumbent’s type and about the location of the
median voter. In every period, the incumbent is subject to a shock to his prefer-
ences that can move his type towards the median voter’s (moderate incumbent)
or further away from it (extremist incumbent)*. The shock is known by the vo-
fers at the beginning of the following period. Therefore, during the electoral
vear the voters can only infer the last shock from the policy implemented by the
incumbent. [ also assume that there is uncertainty regarding the median voter’s
tvpe”.

Since the distribution of new candidates” types ar¢ known, in an open seat
election the winner is the candidate whose expected type is closer to the median,
and cycles arise as both parties take turns in office, as in Hibbs (1977, 1987).
However, if an incumbent is allowed to run for reelection, he can signal his type
through his policy stance during the election year. If the “ideological” cost of
deviating from his preferred policy is increasing with the magnitude of the de-
viation, an incumbent will be more willing to deviate to signal his type and im-
prove his chances of reelection the closer his type is to the median type. It can
be proved that there exists a separating equilibrium such that 2 moderate in-
cumbent of any party always signals his type by shifting his policy stance to-
wards the median type during the election vear’. Since the median voter's type

* This change can be motivated in ditferent ways, depending on what it is understood by ide-
ology. It ideology is interpreted as the politician’s beliefs about the effectiveness of different
policies, 1t may be change as a result of his exposure to new information and constraints, un-
known to the voters. If; on the other hand, a particular policy is the result of the interaction of
difterent interests groups, 2$ in Grossman and Helpman (1992), changes in the relative power
of those groups will attect the incumbent’s policy choice (the policy that yields the maximum
pay-otl to the politician). The paper will adopt this second view.

* Changes in the distribution of voters' preference may be attributed, for example, to demo-
graphic changes, or changes in the economic context or the information available.

® Note that the voter does not take electoral policies at face value. Since the possible types are
known by the voters, a shitt towards the median of, say, a right wing incumbent will indicate
that the incumbent’s type is closer to the median than other possible right wing types. How-
ever, the voters know that, in case he wins, the incumbent will implement a more conservative
policy. In this sense, it can be said that the voter discounts electoral signals.
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is not known, the outcome of the election itself 1s uncertain. As a result, even in
a separating equilibrium an extremist incumbent has a positive probability of
winning the election and therefore runs’ *.

The paper is organized as follows. The next section introduces the model.
Section 3 discusses the different equilibria and show that, under certain condi-
tions, standard refinements can rule out pooling equilibria. Section 4 summari-
zes the results. Section 5 concludes.

2. The Model

The model economy is populated by a continuum of voters indexed by
their preferred policy or type. At a particular time ¢, individual o’s preferences
are represented by

EU)= F[—i 5 'U(la - p,

(1)
U(0)=0, I'<0, U"<0

where p, is the policy implemented at time s, & is a time discount factor and F,
denotes expectations given the information available to the voter at time 1.
At period ¢, voters’ types are uniformly distributed around a mean «, 1.€.

7 Uncertainty about the outcome leads to uncertainty about the policy to be implemented in the
future. Then, under Alesina’s assumptions a “partisan cycle’” may still arise.

8 A mention should be done to Harrington (1993), where otherwise homogeneous voters have
different beliefs about the etticacy of ditferent policies. When voters’ beliefs are influenced by
the past policy performance, even a purely opportunistic incumbent! may implement the less
popular policy if he believes it to be sufficiently efficient to modify voters™ preferences. In con-
trast, in this paper [ assume that voters’ types are determined by their individual economic con-
text: all policies are in principle equally effective but have differential ettects on different ty-
pes ol voters.
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o, ~U/[a, £ z]. where z is a scalar. | assume that ¢, is independently dis-
tnbuted. There are two parties in the economy, Left and Right (denoted by the
superscripts L and R, respectively). Each party chooses a candidate according
to the preferences of its partisans, whose types are uniformly distributed around
their known means, @ " and a”, with @" <@ <a” °. Every other vear, a
national election 1s held. The incumbent can run for reelection only once.

The politician's preferences at the beginning of period ¢ are represented by

EW,)=F {ié YU, - p|)+ X} e

¥t .

where {715 the same as in (1), and X denotes “ego rents™ that are positive only
when the politician 1s in office (the opportunistic motive).

A, Information Structure

There are two sources of uncertainty in the economy. First, there is uncer-
tainty about the distribution of the voters” preferences. The politician has imper-
fect information about & . which under the assumption of uniform distribution
of tvpes and single-peakedness of preferences, corresponds to the median
voter's choice and 1s all the information the politician needs to asses his chances
of being reclected. At the beginning of the election year he orders a survey and

_gets a point cstimate @ . with known distribution & ~ G[a,0.] "

Second. m cvery vear in office, the politician 1s subject to exogenous

shocks to his preferences. For simplicity. I assume that the shock may be of two

kinds towards the median voter's type (€ ', ) with probability 7z, or further

from it {( £ ') with probability | - 7. where i denotes the politician’s party.

* We assume that the opponent's tvpe 1s known for notational simplicity. The model can be
casily extended to the case where the voters know only the distribution of the opponent’s
possible types

* ime subscripts are dropped for simplicity.
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To simplify notation, supposc that at the end of vear /-2 a candidate from
party R with type equal to &° is clected”' . At 1. hus first year mn office, the
incumbent receives a shock &, | that can towards the right (£ ) or the left

(&5 of his initial type. i¢.

a® +¢e,
a, | = 5 (3)

— R
where cef{el 8}, @ <el <a <é&p and Pe=£f)=rm Voters ob-

scrve &, ; only at the beginning of period 7.

From 7 on, an incumbent’s tvpe depends only on the previous and the cur-
rent shock:

g.y + Es—l

\ 5 fors>1-1 4)

(74

’

At r, when a new clection is held, the incumbent’s type may assume one of
three values, 1¢c. @, € {a‘f, sff +5£, gg }. If the incumbent is not reelected.
after leaving office he switches back to his original type a. *.

Since the incumbent can be reelected only for a second period. the alterna-
tives he faces at the beginning of the election year are the foltowing:

1. He wins. Then, since the second is his last peniod in office and he has no
incenttve to signal a different type, he implements his preferred policy at
times r~1 and - 2.

"' It instead the candidate’s type is not known, since he cannot signal his type, voters assign
him an expected type equal to his party’s median type. no matter what his actual tvpe is

*> This is consistent with the interpretation that interprets the shocks as the eflect of the po-
litical influence of pressure groups on the politician’s own 1deology.
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2. He s voted out and a new incumbent of type o is elected. At the end of
vear f - 2 the game ends.

B The CGlame
Voters™ belicfs are generated on the basis of current policy p, and the last
observed shock £, . and take the following general form:

p P x {z;fl,gg} —[0.1]
(3)
p(p.e )=p
where 7 1s the policy space. and p stands for the probability assigned by the
voter to the event &, = &7, . Voters choose to reelect the incumbent only 1f they

belicve that s tvpe 1s closer to their own than the candidate's. Thus. the stra-
tegy for the voter of tvpe « takes the following form" .

s [oa] = for
sp)=0 if a>a'(p) (6)
slp)=1 if a<a'(p)

where s (p) equals one if the voter votes for the incumbent and zero if he votes

for the chailenger. and @ (p) is defined as the type that 1s indifferent between

voting for any of the contenders if he belicves that the incumbent is moderate (&
&g with probability p

" Only equilibria i pure strategies are discussed in this paper.
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The incumbent’s problem at the beginning of peniod f may be expressed as

max EW,)=Ule,-p/+
Pl

U5E:([([Qar+l 7p141‘)+ X:—I]+5 [(](](X!‘: — P )+ XF-.Z:I) (7)
+{(1-v)s U"(aR)
where
' . . . 2N
A I | SR aRf:%‘ L (%)
/)

and e e{el efy el <a’ <&l <a Ple=e()=n.

‘Given his information on voters™ preferences and beliefs. v is the prob-
ability assigned by the incumbent to his reelection. Under our assumption about
voters’ preferences, the median voter theorem applies.

Therefore, since the incumbent is concerned only with the behavior of the
median voter, v simplifies to

vlo.1] —{o.1]

w(p)=Pr [ =a’(p)]=1-ale (o) )

It 1s clear that the choice of p,., and p. - does not depend on po o af the

incumbent is reclected, he will implement his preferred poliey m cach perod so

* Note that being a moderate is not enough to win the election 1 we want to allow or the
possibility of a radical to be reclected. it sutlices 10 set = buge cooneh to lenve o non-seno proh-

ability of the median being closer to a radical than o o maderate
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that p,.y = ¢,y and p,.» = e, Then, (7) simplifies to:

max F(W)= U(’axI —p,‘f)+6'E! {U (p)X+[]*u(p)]U"(aR)

st vlp)=1-Gla" (o)) "

where ais the incumbent's type atrand X' = X, +6 X, .

From (10) 1t is clear the trade-off faced by the incumbent. The first term
represents the cost of deviating today from the preferred policy. The gains from
doing comes from preventing the implementation of the candidate’s policy du-
rng the next office period  (second term), and the future ‘ego-rents” (third
term)' ' '

The incumbent s strategy is a function of the following form:

ROR KR
P {E_U=g.’:'}x {g.\!*gh‘}__) P

T
plp.e )=p o

that maximuzes (10). Then. an equilibrium for this game is a tuple
18, P ptsuch that. given the voter's beliefs o . s maximizes the voter's ex-
pected utility given p. and p maximizes the politician's expected utility'®

Note that &” () < 0. and. in particular. G |a” ()] = 1 impliesv (0) = 0.
Thus. 1f the precision of the information is high enough. in equilibrium the radi-
cal type may pereerve that he has no chance of being reclected and. therefore
docs not run

Phe tirsl tao ters are Ideologieally motivated: the last one represents the opportunistic
molivye

Whenever the tme subserpt s omtted. the vanable corresponds 1o the election vear 1.

The vose mewhieh the menmbent feaves lus place 1o another candidate from his party 18

Srcussad o sechien
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3. Equilibria

A Separating Equilibria
To save notation. denote p (é;‘f l,pfr ): p,, and p (S, l,pf. ) = Py " In
a separating cquilibrium. p,, # p, . Then, Bayesian beliefs imply that

,O(PM):L p(PE):O (12)

In a separating equilibrium. an extremist incumbent plays his preferred
policy, since by definition his type is revealed and there 1s no gain in deviating
from his “full information” strategy. Thus.

Ii¢
] + g,".'

2

&
Pr=a, =

¢

(13)

Define

A= p;(ﬂgf—lz _,ﬂw[{)(nmmu(n}m(aﬂ)]>5[U(0)X+[1U(o)] z__f(oﬁ)]

g{p: (ﬂ%’gﬁf ﬁ}»a‘m}l*, [X—(f(af’*)]>0}

where Av, = v(l) - v(0) .

(14)

The set 4 includes all the equilibrium policies from which a moderate in-

" This implies that the analysis below assumes a particular value of &.1. As in the case of the
incumbent s party, the resuits can be casily generalized 1o all possible values of the variable.
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Cuininnt e est dovate vnen that off-equilibriuny beliefs assign any other
stiatees o a0 o cers oo o amy odier strategy voters will believe that the
INULTTDCIT S by Oy euiidd,

ianwiy ot Ao beaefined such that oincludes all the pohcies fo
whtehs v leo s does oot bave meentives to deviate from his equi-

Db sty 00 s o st the neadespte
L oe e o . o ! .
Boopl7 s 0 AV {ea ) =0 (1>}

Assumig that belwfs off the cquilibrium path are of the following form

plp=p,)-1
p(p P ) =0

(16}

Thorotore, the set of strategics supported as a separating equilibrium b
the beliefs grven by (12):

The following proposition indicates that there exists at least one separating
cquilibrium for this game'”

Y Qe proot 1 the Appendix
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Proposition 1 For 4 and B as defined in (14) and (15). if

R
AP
(] 1[']2‘L 7])

ol ‘ S Au, ) .

8]
then AMB =
In addition, it 1s straightforward to prove the following:

Proposition 2 The wunique separating cquilibriem thai survives the iest of
equilibrium dominance (Cho and Kreps, 1987) is a strategy S — ( Pop)
such that

R
£, T Ep ;
Pe :—Lz E and 12

Proof: Equihibrium dominance requires that p (p) — 1. for all pm A4 -4
since all those strategies are equilibrium dorminated for the extreme tvpe but not
for the moderate. Then, a moderate type will choose the strategy belonging to
A~ B that mimmizes the deviation from s preferred policy . 1¢
Py =max , A B which implies that p., has to satisfv (19)

B. Pooling Equilibria

In the previous section. [ showed that there exists an cquilibrium i which
the moderate incumbent has incentives to signal his tvpe by deviating from his
preferred policy towards the median voter's during clection vears  Although
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voters know that py, does not represent the true moderate incumbent’s type. the
poticy provides information to infer the true type. However, there aiso exist
pooling cquilibria in which the extremist incumbent mimics the moderate to
enhance his chances of reelection and policy during electoral vears 1s therefore
uninformative. Consider the following pooling cquilibrium:

Py =P =P

,(J(p ,gr_i):,c)<‘l (20}
plp)=0 forallpzp

As before. define

i = Ip(":/iéi:;‘f - pU+oAu SX = ;“(a’?)]l =0
i t‘ < ‘\ WJ @
B pld) i pi\.JréiAL),, H[X%U"(a” )]f > ()
s = J

where Av = v(p) — L{(0) .

Then. the set of possible pooling equilibria strategics is charactenized by
A4~ B However. further refinements on voters” beliefs climmate all pooling
cquilibria In particular. the followng proposition ¢stablishes that no pooling
culibnum satisfies the Intntive Criterion (IC) as defined in Che and Kreps
{1987

Proposition 3 No pooling equlibrium satisfies (IC)

e miiton belund this result s sinular to that behmd proposition 1. The
soderate candidate has the advantage of a lower utility cost of signaling today.
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Lothe wioineieal and the opportumistic motnve to signal |sc-
ATk in 0] are the same for both The maximal deviation
i strategs s ligher for the moderate incumbent Between them,

o

iple comparative static results from the cquilibrium
= policy deviation during electoral vears bv ). such

Gl (22)

~aMiA ase the poiey implemented by the moderate incumbent and his

: ar ooor (recall that the extremust always plavs his pre-
a3 Theal ity ey to show that

Loy gt
BN SO ()

o0 e by
—— 0, .
2u(l) cu(0)

s ation depends posttively on the importance of the “tgo rents” as-
o hemg e office. since the stronger the opportunistic motive. the
¢ sraderaie incumibent 1s willing to £0 to improve his chances of reelec-

“eviation alse depends positively onu(l)and ncgatively on (0),

cied gamns from signaling increase with the difference in probabil-
clection between the moderate and the extremist,
ssume that the distribution 7 is symmetric and that 1 > v(l) >

TSN
Py

i, spread of the distribution (i.c as the information
nedian voter gets more precise), will cause v(l) to
seases tf 12 5 0(0) > 0. less information increases v{0)  Thus,

w1 the preferred policy during electoral vears de-
G incumbent has less (more) information about the lo-
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cation of the median voter. In other words. information mduces I ray gl

nons

B A ihigression on the Assumptions

Two simplifving assumptions on the political process nesd som

On the onc hand. 1f an incumbent is allowed to leave his placs t oo

date from his partv (c.g.. when his probability of winning is o
places an upper bound to the desutility he is willing to e in

)2 1 O o

where ((J) 15 the probability that party R wins an cpen sea

l ;(aR ) 1s the expected utility of an incumbent with smivial urdmy ¢

didate from his party wins the election” . This can oniv reduse the o
cies he 1s willing to implement during electoral vears. leaving T

unaffected.

Second, the assumption of strict concavity of the usility funetior,

sary for proposition 2 to hold. However, for lincar uttlity and X ~ =, 0 ..

. ey £ 1
shown that only onc pooling equilibrium, namely p,,  pr — f’—l;—
2

fics Divinity as defined in Banks and Sobel (1987) .

0

alternative candidate from his party

2 See Faucher et al.(1993) tor a proof that can be easily extended to the setting 100

A moderate incumbent wili never deo this, since his chances are never lover that i,
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. Optimality Considerations

As 1t was pointed out n the mtroduction. the optimality of the outcome can
not be judged given the heterogencity of prcfcrcnccs:_ However, under certain
conditions. policy convergence may lead to a welfare improvement. Assume that
shocks are svmmetricalhy distributed around the median voter's tvpe Define an
incumbent’s deviation as “reasonable” whenever
]

i}‘l ll;f\ ‘ 24

'O; _
2

— el
oo p.\:‘ &

Tncomplete information onlv modifics the policy that a moderate incumbent
:mplements during clectoral vears Due to the svmmetry of the problem the
expected policy. with or without complete information. coincides with the me-
dian voter’s choice If the equilibrium deviations are “reasonable™ the distribu-
sion of policies during clectoral vears will have the same mean (namchy. the
median voter's choice) and lower dispersion than n the complete information
savironment where incumbents implement their preferred choices: Thus., 1f vot-
w15 are risk averse with respect to pohicies, imperfect information and signaling
imph an unambiguous gamn 1 terus of welfare.

72, Predictions and Empirical Testing

The prediction of the model is that we will observe. on average during
reelection vears. an political cyele involving a shuft to the Ieft by the nght wing
narty incumbent and to the right by the left wing party incumbent. For example.
a conscrvative incumbent running will lean towards more social spending and
lewer interest rates, whereas a liberal (left wing) imcumbent will implement tax
cuts or Jower government outlays.  Accordingly. the empirical evidence 1s likely
to be mixed The incumbent may use a number of visible short term policy -
struments (e.g.. monetary policy. transfers, tax cuts. ctc ) to signal his current
ideplogical stance.

* Unless we are willing to specifs a particular social welfare function
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This 15 consistent with empirical tests of the “opportunistic-partisan” mo-
del.” that find evidence of a “loose™ fiscal policy (as measured by the fiscal
deficit) prior to clections. but no indication of political cyveles in government ex-
penses or revenues. Since the signal is usually intended for a target population,
the mstrument chosen mav not be the same for each party. Whereas party R
may seck the favor of low-income people increasing transfers. party L may try
to appeal 10 high income voters by cutting taxes. In other words, there may exist
a party-specific mix of clectoral policies. in both cases accompanied by a more
generous fiscal pohicy.

E. Extensions

The model presented here may be extended in a number of different ways.
‘So far, it was assumed that the political rents of retaining office did not depend
on any macrocconomic variable. It may as well be the case that the “ego rents”
or the pav-off of carrving out an announced policy 1s positively correlated with
the cconomic success of said policy. in which case a positive correlation be-
tween macroeconomic indicators and the magnitude of the signal should be
observed (¢.g.. between growth rate and the change in the amount of public
transfers during pre-election vears)™ There are other ways of setting the politi-
cal process in a macroeconomic context. For example, the costs of signaling
may vary with the economic situation. Alternatively, an exogenous positive (ne-
gative) shock imperfectly perceived by the voters may bias the voters’ prefe-
rences towards (against) the incumbent s policy™" .

In the model. ideological motivation and preference shocks are assumed
but not derived In particular. the model can benefit from an explicit analysis of
the determination of the politician’s pay-off, under the hypothesis of the exis-
tence of special interest groups™ . In addition the model abstracts from the

* See, e.g. Alesina et ab. (1992).

“This 15 easily motivated by thinking of the politician’s “ego rents” as the satisfaction derived
trom recognition and popularity among his nationals,

** See Harrington ( 1993} tor a related medel along this lmes

* Nee Grossmun and [lelpman (1994) for a caretul analysis of the political process in the
presence of pressure groups, in a different context,
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r+chlem of how the candidate’s types are decided within the partics It would be
mteresting to consider explicitly the strategic behavior of each party's partisans
duning the internal election to nomunate a candidate My conjpecture s that the
nclusion of the partisans™ problem at this first stage of the game will move the
candidate’s type closer to the median. inducing further convergence

If we assume for a moment that there exists a minimum level of commit-
ment between electoral promises and clections. in that failure to comply with the
amnounced platform carries with it a reputation cost. the incumbencey advantage
will be negatively affected when the opponent has this (presumably more costly)
wav of signaling The relationship between reputation and propaganda seems to
e a potenttally interesting way of allowing the opponent to plav a more active
roste than in the present model.

Fmallv. current empincal studies in the PBC hterature can be extended to
control for the ideological position of the incumbent while analyzing separately
the cyvelical behavior of expenditure and revenue (and its components)

S, Conclusions

This paper has shown that imperfect information in the pohtical process
mas lead to poliey convergence during reclection vears . Under certain condi-
trons, standard refinements rule out all but one separating cquilibrium an which
a moderate incumbent (1.¢. the incumbent whaose policy choice 15 closest to the
median voter's preferred policy) to signal his tvpe through a devianon tosards
the median. As opposed to other models of political business cveles. this one
allows for the custence of non distorting political cveles. Tirst. i the paper
policy deviations do not imply increased policy inefficiencics. although the time
frame miav cause cxcessive reliance on short term visible instruments. possibly
with a lagged negative effect on the fiscal position. Sccond. the paper empha-
sizes that whereas reclections may indeed induce a detenieration of the fiscal
accounts. they mayv also be preferred by nisk averse voters that benefit from the
lonver poliey dispersion during reclection periods. Finally, vohils analvzing the

The analysis could be extended to elections m peneral by assuming thut the incumbent party
prplements the poliey, and that its partisuns benetit from the partv's being in office. Within
this tramework, reelections would onlv inerease “ego rents” . exacerbating the ovelical beha-
V10T,
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ccononue conseque o of reclections. w addinon to broad vanables like the
w2 be considered.

el TS PIEGTeT T
CHONUTT DOSICT IR

fisenl deficoit. the pe oo o iaie
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APPENDIX

Proposition 1

Pt

Proof. First. it 1s ummediate to see that of {18} helds. 4 « &%

i)

Define pl = max{].? pE f)’} - Then. it 1s casy to see that p @ A

mMax

stee by continuty of preferences.

/|g L ogk N
U! Pl Dt 5 Au [‘\' -7 (a g )] =0
Vo2 7,
. (23)
I R M
£, +& . ,
U "l—ifpl ~ 8 Ap ,\[X—-U‘[a‘() =0
‘\ 2 ‘}.‘ ! L {
- ¥

Proposition 2

Proof. First note that a pooling cquilibrium strategy p has to satisfy
p A, B, which, by defimtion of B, implics

U[if’—-'—t—{i— pU =0 Av H[X - I.-‘“'(a” )] >0 (26)

Morcover. from (10) we know that. fory - AL I

/
W(a_] ,p) = !
\

£t

2 ¥
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A le p p) il [é Prplp)=tlon {g piplpds ol
. i\‘-‘ i |
e e, | die s Ly gt 2 ) (28)
R [ RIT C
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By contimniy of preferences. wo know that as Jong as Ao = O for all
pothere casts po posuch that A p' py - 0 To prove the preposition

it suffices to show that there exasts some o such that

AW(z,.p'p) -0

(29)
A H"’(aﬁ ppyeu

Define p () such that AW (e, p" p) = 0 Note that. for any pooling
cquilibrium p. p” represents the furthest to the left that a extrenust ncumben-

finet 15 willing to deviate if by doing so he ensures that the voter will believe he
15 4 moderate. But from (1), we know that £7 0, which implies that

CAWle, pp Mo 4g N (le 1o K
. ( . i / ) oz (,“ iL £ ! — [)' ‘ i — (j"'| LZ_ f ,,,,,E‘,,‘{': l)i : < 0 (3())
g N 2 J I‘\ 2 l/

Therefore. by continuity of preferences there exists p'< p- such that (29)
holds.
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POLITICAL CYCLES AND POLICY
CONVERGENCE

SUMMARY

s paper presents o model of clections anth helerogencous yvoters wd asviumetric
miormation about the incinunbents tpe. o which signaling i electoral vears leads o policy
convergence. Politictans face hoth 1declopical and opportinustic imctivaiions while choosing o
poiiey, Moderate inctunbents uuplement policies that balance the costs of deviating [rom their
preferred poliey and the gns rom therr increased chanees of reelection. Usmg standard egi-
librum relinements, conditions are oblained ander which the unque equbibriom s separating
in policies Under cerlain vonditions, 115k averse volers beneilt tom the Tower dispersion ol
policies during electoral vears

CICLOS POLITICOS Y CONVERGENCIA
DE POLITICA

RESTUMEN

1'ste trabajo presenta un modedo de clecciones con votantes heteregéneoss © miorma-
ci6n asimeétrica sobre el ipo de tuncionano, en el gue ke sefalizacion de los afios electorales
conducen g una convergencia de politica. Los politicos entrentan motivaciones tanto rdeologi-
cas como politicas al elegir une pohitica. Funcionarios moderados implementan politicas que
equuparan os costos de desvizeish de su politnea prefenda v los beneficios de sumcremento en
la posibilidad de re-cleccion. Utilizando refinamientos de equilibrio estandar. se obticnen las
condiciones bajo lus cuales el equubibrno anco s dividide en peliticas. Bujo Giertus condicio-
nes, los votantes con aversion al riesgo se benetician de una menor dispersion de politicas du-
raute anos electorales





