ECO/PSC 582 Political Economy 11

Jean Guillaume Forand*

Spring 2011, Rochester

Lectures: TBA.

Office Hours: By appointment, or drop by my office.

Course Outline: This course, a companion to ECO/PSC 575, will focus on surveying and dis-
cussing applications of dynamic models to political economy. Studying political dynamics helps
to better align applied theory with important observed phenomena and to gather insight into
the mechanics of the models we work with. Examples of topics covered are: dynamic electoral
competition and extensions (or failures) of median voter theorems; dynamic legislative bargain-
ing and the evolution (or unraveling) of compromise; sequential elections and the formation (or
not) of bandwagons. Lectures will consist of working though important ‘classic’ papers as well
as interesting new research and results. Emphasis on particular topics may vary with the con-
figuration of class interests. Ideally, the class will serve as a vehicle for students to develop new
research projects.

We will focus mostly on infinite-horizon models. This is not because finite extensive-form
games cannot be useful to understand political dynamics. I see this course as being as much
about learning how to apply a set of interrelated theoretical tools as about specific results. You
are probably much more familiar with backward induction than with repeated and dynamic
games. Going through a lot of examples of the latter should give you a good feel for their
applications in any number of fields.

Evaluation: There will be no exam for this class. Instead, evaluation will be based on paper
presentations and referee reports. At various point in the term, I will ask you to present some of
the papers in the course and may request that you focus on specific results. I will also ask you to
write referee reports (max 3 pages) on papers that need not be on the class reading list. What
papers are acceptable is open to accommodation. Ideally these will be less polished working
papers. The number of presentations and reports and their respective weights in the grading
scheme will depend on the time allowed by the number of students in the class.

Topics: The following is how I categorise the existing literature in dynamic political economy.
Some papers can plausibly be listed under various topics and the list of papers is certainly
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incomplete. I have included mostly those papers I think we may cover. Depending on class
interests, we can be flexible with respect to the topics and papers covered as well as the order in
which we do so.

1 Dynamic Extensions of the Standard Spatial Model

The spatial model has been a workhorse of theoretical political economy. There are a number of
ways to extend it to deal with dynamic issues.
1.1 Repeated Games

Alesina (1988), Duggan and Fey (2006).

1.2 Unknown Candidate Preferences

Duggan (2000), Banks and Duggan (2008), Bernhardt et al. (2004), Bernhardt et al. (2009),
Bernhardt et al. (2011), Kalandrakis (2009a). Van Weelden (2009) is a related model with
perfect information.

1.3 Policy Persistence

Wittman (1977), Kramer (1977), Forand (2009), Anesi (2010).

2 Dynamic Bargaining

How do attitudes towards compromise, driven by endogenous changes in bargaining power,
evolve?

2.1 Pie/Risk-sharing

Dixit et al. (2000). Yared (2010) is a recent paper using similar methods, although the application
is different.

2.2 Legislative Bargaining with Persistent Status Quo

Kalandrakis (2004), Baron (1996), Baron et al. (2007), Baron et al. (2008), Kalandrakis (2009b),
Duggan and Kalandrakis (2009), Fong (2008).



3 Dynamic Public Goods Provision

Policy-makers anticipating that their replacements may not share their preferences can distort
current public goods provision to ‘tie the hands’ of future decision-makers.

Battaglini and Coate (2007), Battaglini and Coate (2008), Bai and Lagunoff (2010), Azzimonti
(2011).

4 Dynamic Institutional Choice/Change

The choice of political institutions gets a lot richer in a dynamic setting. Beneficial institutional
change in the current environment can be blocked by agents which fear these new rules facilitate
further transitions towards undesirable institutions in the future.

Acemoglu and Robinson (2000), Acemoglu and Robinson (2001), Acemoglu and Robinson
(2008), Acemoglu et al. (2008), Acemoglu et al. (2009), Fernandez and Rodrik (1991), Jack and
Lagunoff (2006), Lagunoff (2009), Lizzeri and Persico (2004), Martinelli and Escorza (2007).

5 Dynamic Political Agency

Principal-agent models can be adapted to study the provision of incentives to politicians. This
usually requires imposing suitable (a) restrictions on the space of contracts ‘offered’ by the voters
or (b) assumptions on politician’s types and effort technology.

5.1 Retrospective Voting and Politician Screening

Ferejohn (1986), Banks and Sundaram (1993), Banks and Sundaram (1998), Schwabe (2009)

5.2 Preventing Disasters and Crises

Myerson (2007), Myerson (2008), Biais et al. (2010).

5.3 Lobbying and Common Agency

Bergemann and Valimaki (2003)

6 Political Experimentation/Learning

Political campaigns as well as policy decisions are naturally represented as processes in which
voters learn about politicians and vice-versa. This seems like a very promising field for dynamic
political economy. There is almost no work in this area.



6.1 Campaigns and Voter Learning

Gul and Pesendorfer (2010).

6.2 Policy Choice and Government Experimentation

Callander (2009), Strulovici (2009), Keppo and Smith (2008)

7 Sequential Elections

What differences should we expect in electoral outcomes when voters can observe the votes of
their predecessors before heading to the polls? In light of models of ‘rational herding’, should
‘electoral bandwagons’ form?

Dekel and Piccione (2000), Callander (2007), Nageeb and Kartik (2010), Battaglini (2005).

References

Acemoglu, D., G. Egorov, and K. Sonin (2008). Dynamics and stability of constitutions, coali-
tions, and clubs. NBER working paper.

Acemoglu, D., G. Egorov, and K. Sonin (2009). Political Selection and Persistence of Bad
Governments. NBER Working Paper.

Acemoglu, D. and J. Robinson (2000). Why did the West Extend the Franchise? Democracy,
Inequality, and Growth in Historical Perspective. Quarterly Journal of Economics 115(4),
1167-1199.

Acemoglu, D. and J. Robinson (2001). A theory of political transitions. American Economic
Review 91(4), 938-963.

Acemoglu, D. and J. Robinson (2008). Persistence of power, elites, and institutions. American
Economic Review 98(1), 267-293.

Alesina, A. (1988). Credibility and policy convergence in a two-party system with rational voters.
The American Economic Review 78(4), 796-805.

Anesi, V. (2010). A New Old Solution for Weak Tournaments. Discussion Papers.

Azzimonti, M. (2011). Barriers to investment in polarized societies. American Economic Review,

forthcoming.

Bai, J. and R. Lagunoff (2010). On the Faustian Dynamics of Policy and Political Power. Review

of Economic Studies, forthcoming.



Banks, J. and J. Duggan (2008). A dynamic model of democratic elections in multidimensional
policy spaces. Quarterly Journal of Political Science 3(3), 269-299.

Banks, J. and R. Sundaram (1993). Adverse selection and moral hazard in a repeated elections
model. In Political economy: institutions, competition, and representation: proceedings of the
Seventh International Symposium in Economic Theory and Econometrics, pp. 295. Cambridge

University Press.

Banks, J. and R. Sundaram (1998). Optimal Retention in Agency Problems. Journal of Economic
Theory 82(2), 293-323.

Baron, D. (1996). A dynamic theory of collective goods programs. American Political Science
Review 90(2), 316-330.

Baron, D., D. Diermeier, and P. Fong (2008). A Dynamic Theory of Parliamentary Democracy.
Working paper.

Baron, D. P., D. Diermeier, and P. Fong (2007). Policy Dynamics in a Democracy with Propor-

tional Representation.

Battaglini, M. (2005). Sequential voting with abstention. Games and Economic Behavior 51(2),
445-463.

Battaglini, M. and S. Coate (2007). Inefficiency in legislative policymaking: a dynamic analysis.

The American economic review, 118-149.

Battaglini, M. and S. Coate (2008). A dynamic theory of public spending, taxation, and debt.
American Economic Review 98(1), 201-236.

Bergemann, D. and J. Valimaki (2003). Dynamic common agency. Journal of Economic The-
ory 111, 23-48.

Bernhardt, D., O. Camara, and F. Squintani (2011). Competence and ideology. Review of

Economic Studies, forthcoming.

Bernhardt, D., L. Campuzano, F. Squintani, and O. Camara (2009). On the benefits of party
competition. Games and Economic Behavior 66(2), 685-707.

Bernhardt, D., S. Dubey, and E. Hughson (2004). Term limits and pork barrel politics. Journal
of Public Economics 88(12), 2383-2422.

Biais, B., T. Mariotti, J. Rochet, and S. Villeneuve (2010). Large risks, limited liability, and
dynamic moral hazard. Econometrica 78(1), 73-118.



Callander, S. (2007, July). Bandwagons and Momentum in Sequential Voting. Review of Eco-
nomic Studies 34 (1), 123-684.

Callander, S. (2009). Searching for Good Policies.

Dekel, E. and M. Piccione (2000). Sequential voting procedures in symmetric binary elections.
Journal of Political Economy 108(1), 34-55.

Dixit, A., G. Grossman, and F. Gul (2000). The dynamics of political compromise. Journal of
Political Economy 108(3), 531-568.

Duggan, J. (2000). Repeated elections with asymmetric information. Economics and Poli-
tics 12(2), 109-135.

Duggan, J. and M. Fey (2006). Repeated Downsian electoral competition. International Journal
of Game Theory 35(1), 39-69.

Duggan, J. and T. Kalandrakis (2009). Dynamic Legislative Policy Making. Working paper.
Ferejohn, J. (1986). Incumbent performance and electoral control. Public choice 50(1), 5-25.

Fernandez, R. and D. Rodrik (1991). Resistance to reform: Status quo bias in the presence of

individual-specific uncertainty. The American Economic Review 81(5), 1146-1155.
Fong, P. (2008). Dynamics of Government and Policy Choice. Working paper.
Forand, J. (2009). Two-Party Competition with Persistent Policies.

Gul, F. and W. Pesendorfer (2010). The war of information.

Jack, W. and R. Lagunoff (2006). Dynamic enfranchisement. Journal of Public Economics 90(4-
5), 551-572.

Kalandrakis, T. (2004). A three-player dynamic majoritarian bargaining game. Journal of
Economic Theory 116(2), 294-322.

Kalandrakis, T. (2009a). A Reputational Theory of Two-Party Competition. Quarterly Journal
of Political Science 4(4), 343-378.

Kalandrakis, T. (2009b). Minimum winning coalitions and endogenous status quo. International
Journal of Game Theory (November), 1-27.

Keppo, J. and L. Smith (2008, April). Optimal Electoral Timing: Exercise Wisely and You May
Live Longer. Review of Economic Studies 45(2), C16-628.



Kramer, G. (1977). A dynamical model of political equilibrium. Journal of Economic The-
ory 16(2), 310-334.

Lagunoff, R. (2009). Dynamic stability and reform of political institutions. Games and Economic
Behavior 67(2), 569-583.

Lizzeri, A. and N. Persico (2004). Why Did the Elites Extend the Suffrage? Democracy and the
Scope Of Government, with an Application to Britain’s ” Age Of Reform”. Quarterly Journal
of Economics 119(2), 707-765.

Martinelli, C. and R. Escorza (2007). When are stabilizations delayed? Alesina-Drazen revisited.
European Economic Review 51(5), 1223-1245.

Myerson, R. (2007). Leadership, trust, and power: Dynamic moral hazard in high office. Uni-
versity of Chicago typescript (October), 1-38.

Myerson, R. (2008). The autocrat’s credibility problem and foundations of the constitutional
state. American Political Science Review 102(01), 125-139.

Nageeb, S. and A. Kartik (2010). Observational Learning with Collective Preferences.
Schwabe, R. (2009). Reputation and Accountability in Repeated Elections.

Strulovici, B. (2009). Learning While Voting: Determinants of Collective Experimentation. Work-
mng paper.

Van Weelden, R. (2009). Candidates, Credibility, and Re-election Incentives. Working paper.

Wittman, D. (1977). Candidates with policy preferences: A dynamic model. Journal of Economic
Theory 14(1), 180-189.

Yared, P. (2010). Politicians, Taxes and Debt. Review of Economic Studies 77(2), 806-840.



