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Introduction

During the last decade. at least 40 countries around the world have ex-
perienced major democratic reforms. According to Hunrington (1991}, this
new wave of democratization is the third and most important in the history
of the world.'However. while in “old” democracies there is no doubt that
parties will comply with electoral verdicts. this can not be taken for granted
in the newly democratized countries. This situation makes electoral compe-
tirion more uncertain and the political process more complex. How does this
additional dose of uncertainty and complexity affect voting behavior? What
kind of governments and policy ontcomes will emerge? This paper provides
a game theoretic framework to address these issues. We present a model of
electoral competition in which there is a positive probability that the loser
doues not comply with or abide by the results of the elecrion and chooses an
ourside option. Whether or not the outside option is exercised depends on
the ability of the winner to compromise on policy grounds or portfolio distri-
bution. The following are two examples of this partern of political behavior.
presented by Przeworski (1991) as characteristic of fransifion {o democracy,

In Febrnary 1990, President de Klerk of South Africa decided ro lift the
ban on the African National Congress. the Pan Africanist Congress. and
the South African Communist Party and began negotiations. The forum for
the negotiations was the Conference for a Democratic Sonth Africa and 1t
took place in an atmosphere full of uncerrainty and suspicion. The agree-
ment called for a legally mandated five year government of National Unity
regardless of the untcome of the 1994 elections. for a cabinet representa-
tion for all parties that won at least five percent of rhe vote. and a share
of executive for the National Party. In October 1993. an Act was passed
to create a mmltiparty executive body called Transitional Ficculve Council
which became a kind of supercabiner.

Tn Nicaragua. despite winning the electivns by a 137 margin in Febru-
arv 1990, Violerra Chamorro named a number of influential Contras to key
government positions. while continiing a social pact with the Sandinistas.
While accepting the electoral verdict. Daniel Ortega. leader of the Sandin-
istas. told reporters in March 1990 that the Revolntion was “irreversible”
and that “the majority in quality” would rule from below. Following this

“The first wave began in 1782 bringing into being 29 countries inchuding the United
States., The seeond wave followed the vietory of the allies in Waorld War 11 and reached

its peak 10 1962 with 306 countries.



verdict. the new government was confronted with a weak economy reeling
from a series of clashes Letween peasants, who had benefited from Sandin-
istas” land policies. and demobilized Contras pressing for promised land and
monetary compensation. This further illustrates and justifies that elections
in these polities are always followed by some kind of political bargaining
cince there is a threat that the loser might “take 10 the streets.”*

Voting behavior during democratic transition might appear to be very
puzzling and enigmatic. In many countries, voters seem to prefer candidates
from parties representing the least military threar: this was the case in South
Africa. Nicaragua and Benin. The contrary was trie from Guaremala and El
Salvador where candidates wirh stronger military support have been elected.
Furthermore. the diversity in democratization onrcomes is striking and does
not necessarily reflect a diversity in cultures or social institutions. Benin
and Togou are countries with very similar social structure but democrati-
zation has Leen =successful in Benin and failed in Togo. The same can be
said about Ukraine and Russia. History. social structure and values are rel-
evant in explaining political performance. However. these values arize not
as “spontaneous generations” but as outcomes of strategies and actions of
political agents. We need not only describe the historical factors of political
development but also explain how the institutions they generate systemali-
cally affect collective behavior. History and culture consrrain the choice set
of voters and politicians and the degree of national nnity only determines
the poientinl for a successful democratic transition. A thorough analysis
must foeus on the types of actions and institutions which help to achieve a
snccessful transition to democracy.

A key ingredient for this success seems to be the ability of parties to
make compromises. According Dankwart Rustow. rransition to democracy
nsnally arises as ontcome of an intense and obviously inwinnable struggle.
when all parties become weary of interminable hostilities and key elites have

“The 1800 election in the United States also provides an interesting allustration of
the effect of threats of violence on political bargaining. (Illustration suggested by Keith
Pouvle). This was the first peaceful transfer of power between opposing parties. In the 1789
constitution, there was no division between the ballots for president and the vice president.
As aresult, Thomas Jeffersen and Aaron Burr both received the same number of electoral
voles even though both were running mates. This threw the elections in the house of
representatives where the federalists contrived to elect Burr rather Jefferson. During this
period of controversy, somne federalists leaders from the New Fngland threatened to raise a
militia and secede from the Union. This threat had an immediate effect on the hargaining
10 break the deadlock in the Honse of Represenatives. Clearly, in this case onsiside

options atlected the political bargaming,



the will and the talent to negotiate a settlement.

A formal theoretic analvsis of the political issues arising from fransition
to democracy are important for economic decision making. This is due to
the fact that the polirical violence generated by a democratization crisis may
be costly for economic activity and policy making. These costs may take
a dimension of a natural disaster: shut down of education system. health
services or transportation facilities. assassinations or emigration flows. This
paper provides a model which sheds light on some of the enigmas of tran-
sition to democracy. Why in some countries do voters reward political ex-
tremism while in others they do not? How do the uutside option of violence
affects electoral ontcome. Why in countries with similar social institutions
do the outcomes of the democratization process differ so significantly” The
model also explores the validity of the median voter theorem and Hotelling s
minimum differentiation principle as applied to newly democratic polities.

The model is based in the following assumprions:

1) Parties and voters are rational and have single-peaked policy prefer-
ences.

2) Voters are uniformly distributed aronnd the median and there is one
party on the left and one on the right of the political spectrum.

33 Each party has a political wing which conceives its political agenda.
Each party also has a “military” wing. that is. a group of “activists’ with
military equipments. capable of initiating and organizing riots.

1) Winning the election gives the power to propose a policy compromise
and the winner makes a take-it-or-leave-it pulicy offer.

While the first two assumptions are standard in the literature in formal
political theory and rational choice comparative politics (Austen-Smith and
Banks (198%). Baron (1993). Bates (1990}). the third and the fourth can
be justified by empirical evidence. It is hardly imaginable that a party
wins the elections and lets its opponent set the political agenda. Also the
pressure of forming the new government and the cost of a suspension of the
governmental activities makes parties very impatient in the post-election
bargaining. This justifies modelling the process as a finite horizon game.
Furthermore introdicing renegotiation in rhe bargaining structure makes
the equilibrium policy more costly to implement.

The paper is organized as follows: Section 1 describes the game. Sec-
tion 2.1 analyses equilibrium behavior. assuming that outside uptions are
exogenous and common knowledge, We find thar voters might prefer the
candidate with the least valuable outside option even if he 1s more “extrem-
ist”. The resulting policy outcome is “moderated” and there is no "riot”.



\WWe then extend the basic model in three directions. In section 2.2, We
assume that the extent of the outside options valies are private informa-
tion and show that unless the costs assuciated with the outside options are
“verv” high. “riot” will be observed with positive probability and vorers will
lean towards the party with the most valuable outside option. In Section
3.1. ourside options depend on vote share. Although rhis does not affect
the voting ontcome. voters can “fine tune” the policy ourcome and make 1t
coincide with the median voter ideal point. In Sectien 3.2, parties chouse
positions before the elections. In equilibrinm they remain polarized and this
platform divergence increases as the value of their vpponent s vurside oprion
increases. Finally. Section 4 discusses the implications of the model for the
desion of democratic institutions.

1 Description of the Game

[ analvze a political game in which a “strong” party s and a "weak’™ party
u+ compete in a one dimensional policy space [  R. for votes from a finite
set of N individuals, Each party has a policy position & and an “outside
option” of valne vy where & € {s.w}.* Vorers are in odd number and are
nniformly distribured around the median voter. M. Voter i's most preferred
policy is f; where i € '1..N]. Party u is positioned at the right and party s

is positioned at the left of median voter. that is &, < M < b,
Time Sequence

The game starts with an election. At/ — 1. each vorer observes by and iy
and selects either s or w. The party with the highest share of vote wins. At
/ = 2. the winner. for example u*. makes an offer of policy compromise ro the
loser. for example s. It is a “take it or leave it offer g & b 0y At 1 =3
the loser accepts or rejects the offer. If the loser accepts. the game ends with
the proposed policy being implemented. A rejection triggers a conflict at
¢ .= 1. The winner fur example u* can then opt to “fight” or “not fight”. The
“no fight ™ option leads to the end of the game and the luser's most preferred
policy being implemented. Otherwise the conflict is eventually settled with
a resulting policy compromise 7, € 0. b The resulting value of the

. . . _ 2 e e
ontside option of & 18 v, = (g, — ;)" and can be used to measure its “rioting

e can think of by as being the produet of the party’s political wing while ey s the

procuct of its military wing. In addition s and @ refer to the strength of outside options



ability™. The hypothetical post-election conflict generates a cost ¢, to the
winning party and d, to each voter. Party u is assumed to have a less
valuable outside option and to generate less costly conflicts than the strong
party: that is ¢, = ve. 6y 2 ¢ and d, = d,.

Strategy sets

Let ;. be the policy proposal made by party b if elected, ri.(.) the “ves” or
no” response to y by party k. Let rri,(bu‘. b,) be the probability that ¢ votes
for b given policy positions b, and b, and 7 (.. bs) be the probability rhat &
is elected. A strategy for voter i is @}, € A{K). where A(A) is the probability
distribution over K. the set of parties. A srrategy for party & is the ser of
all (Tp.ry) such that Ty A(K) — £ and r t A(K) x 7 —— 0.1.

Payotts

Assume voters are policy oriented and have preferences that can be rep-
resented by quadratic utility functions. Since at the voting stage the policy
oiteome is uncertain. voters form expectations over yi.

Let y denote the vector (i ) and r = (r.. 1)

Thus. the expected utility of voter 1 1s

FofVilyor), = =3 (b by) {'_U.l: SO () Hd (1 k(-))}
(1)

where ), is voter i's most preferred policy: di is the cost imposed on voter
i bv party A when this party exerts its outside option.

Parties” expected ntilities depend un the difference between their policy
position and the final policy outcome. The expected utility of party & is
()]

— (b by) {:(Uﬂ: N T Y (S TR G S 1;(-)):}
0w D) [ 0 () (L= ()

For example. if w is elected. that is if 7,.() = 1. and there is no policy
compromise (,(.) = 0). then the ntility of voter i is V.{) = —d, and the
utility of party wis £7,.(.) = —ec, . Theutility of s is given by the valite of
ite ontside uption. — . If there is a pulicy compromise. that i when r,(.) =
Land g, ¢ Oy, 01 vorer s utility isgiven by 15,(1) = (g — 0:)% The



parties’ nutilities are. respectively 17.() = —({yw — Do) and U = —{ye - by . The
payvoffs in the case that s wins are defined in a similar fashion.
For the sake of tractability and to facilitare the analysis of equilibrium
behavior. I will make the following normalizations: by = 0. b, = b 0y =
1.'. In addition. b > 2. The following game tree summarize the structiure of
the model.
( Insert fig 1 and 2 here.)

2  Equilibrium Analysis
2.1 Complete Information

Definition 1::4 political equilibrium under complete i formation is a
profile of policy proposals, yr (1), acceplance siralegies ri). and an N-luple
of voling strategies =% (b). such thal,

1) yi () and ri(.) are a subgame perfect equibbroan for the barguining

game. thal is,
(=10 Upy* o be) = -vp ond O otherwise.
Morcover,
yr € argmax {5 (. 13)

2} w7 (b) s a voling equilibrivin. That s,

. .

P Vgt oduri) > Bl ) Vil de i)

In other words. in a political equilibrinm. the winner makes the proposal
which maximizes its urility and the loser accepts if irs resulting utility is
at least as high as the value of its outside option. and rejects anything
else. Before computing the political equilibrinm. I consider the following
extreme cases., First, if parties have the same level of bargaining power.
that is #, = r, . then the post election bargalning is irrelevant and only
the parties positions matter in determining the electoral outcome. On the

“I'his trmplies that
v

s and p, 1 —

-1



other hand. if one party has all the bargaining power. and its opponent has
none. that is v, = 0. ¢, = 6% and (' < ¢, then the strong party's position
will be implemented no matter what. As a result. voting become irrelevant.
Thus. the political equilibrium and the very strieture of the game is affectred
Ly the distriburion of “rioting abilities” and the distance between parties
pusitions. When parties are close to each other in rerms of policy positions
or evenly matched in terms of ability to riot. then the electoral process iz
decisive in poliey formation. In econtrary. when parties’ positions are “too”
distant or their “outside strength” too different. then voters are powerless.

Parties willingness to make compromises depends on how costly are the
outside options. If these costs are not high enongh rhe winner will not make
any policy concession. As a result there will be riot in equilibrium. This 1s
avoided onlv if the utility resnlting from offering to the loser its reservation
policy share is higher than the cost associated with this party’s outside
option. Technically. this means that if (V’T;_ - bj)2 < ¢p. then there exists an
equilibrium policy y} such that 77, = 1.

Proposition 1: If {/rr — IJ)2 < ¢y the cquilibrium for this gmme can
he characlerized as follows: Party s proposes [he minimum accepfable pol-
icy compromise, thal is X = p,. which s accepled by w. Party w pro-
poses AL = p,. which Is accepted by s In addilion. parfy s s clecled if
= (1) < - . and party u is clected of  — v+ (b—1) >
s 1!, Otherwise, both are clecled with probability one half. In ofher
words, volers prefer w unless this parly s “loo cerfremis! ™.

Proof: (i appendic)

In other words. the winner concedes to the minimal demand of the loser
and vorers “prefer” the weak party or the most powerful moderator. This
equilibrinm exhibits an interesting featnure. The median voter does not nec-
essarily vote for the party whose position is the closest to his ideal point.
For instance. suppose ¢, = 4. v, = 1. b, =0 =23 b, =0and #yy = L.
The equilibrium policy outcome is y; = .5 if s is elected and . = 1 if w15
elected. As aresult. party u is elected despite Leing positioned further away
from The median voter's ideal point. For s 1o win. v, has to be “sufficiently
" high or b to be “sufficiently” big,

The threat of disruption of the pust-election environment explains why
winner does not rake all even in the purely majoritarian svetem considered
in this paper. Furthermore. if it was not “too” costly for the winner to malke

(r.:



“too much” compromise. that is if (7 < ¢, the parties might gain by losing
the elections. Fur instance. if », = 0. 1, = 1. the strong party ideal point
will be implemented in the case that this party loses the elections but it has
to make concession in the case that it wins. So s has a higher utility by
lusing than winning. Then. a very uneven distribution of rioting abilities
could pervert the political system in such a way that some parties might be
willing ro lose the elections.

2.2 Incomplete Information

As the previous analysis shows. unless the cost generated by ontside options
are “too” low. the political equilibrium in the previous section is “riot-
free”. This resnlt relies on the assumption that the parties’ characteristics
are common knowledge. However. since the bLalance of forces in political
conflicts are rarely fixed or known in advance. it is reasonable to think of
parties” Largaining powers or “rioting abilities™ as being private information.
As a result. the winning party has to guess what its opponent really wants
and then face the prospect of not making enongh concessions and seeing
its policy offer being rejected. If the winning party has enough ar stake.
it might want 10 make greater concessions than necessary. Moreover. since
voters are more penalized when the strong party “takes to the streefs”. they
have to weigh the gain - in policy terms- if they vote fur the weak party
against the prospect of a more costly conflict. If this cost is relatively high.
they may simply vote for the strong party. Then, to improve its chance of
being elected. rhe weak party will have to be positioned closer to the median
voter’s ideal point. Below. T derive these conjectures as equilibrium behavior
Ly relaxing the informational assumption on the valie of party K= outside
option.

We assume that parties hold private information about their bargaining
power 1y and investigate how this information structure affects the policy
outcome and voting behavior. For this purpose. let us assnme that v is
distributed in the interval !1.3] and 1, in ‘3.5 with cumulative /7 and
density f. The probability that an agreement is reached is then r,(.}) =
Pr {(l —A)-b h}z < l‘u‘} =1 — I7{A. D) when s is elecred and r,(.) =

Pr {(1 — Ao) b;? < r"_.} =1-—7"(A,.b) when u 1= elected.”

“Consequently, if F is aniformly distribiuted the probability of el unrest s
(1 - A)-blf—1 )
(1 —r.(.0) T the case that w s clected and {1 — r (L))

9



The pavoffs are given as in (1) and (2).

Definition 2: 1 political cquilibrium under incomplete information
15 a policy proposal yi. o response r’ L0 an Nduple of voling stralegies
7 (b)) such that

Phyp and e® (L) is o Boyesian cquilibrium for ihe posi-cleefion bargaiming
game that s,

pte=1— 1 (y;.b) and yp = argmax fv]

I (!IA-- " ;) .

2) w7 (b) is a voling cquilibriwm. Thal s

O L (M )z "!f"-(f’f‘ )tt';(.u.:-"fu'- )

u — T . J

The following assnumption known in the literature on Bayesian games as
monotonic hazard rate condition. ensures rhat there is an interior solution

to max F |1} (.UA- r J:)
| .

Assumption 1

[ G 1))

— 2 P s inereasing for all g € (0.1
b= [y b} © w0,

This expression represents the conditional probability of acceptance when
the policy offer lies in the interval [y, gz dig

Proposition 2, (the bargaining outcome): [nder Assumpfion 1.
the cquilibrium bmyaining outeome ts such that when (he costs fiddueed by
the oulside oplions are “foo™ high, parfics sccures acceplanee by offermig the
minimum policy compromise aceeptable by the most demanding “type”™ of
their opponent. When the costs are “moderale”™ they make offers which ore
rejecled with positive probabelily. They do not make any aoffer of the costs

arc “foo” low.
Proof: (in appendix).

The bargaining outcome is clearly ineficient (in the full information
sense) since in general there is a positive probability of rioting. The only

1= A) b—b" -3

5 in the case that s s elected.

10



way civil unrest can be avoided is to have the winner making “too much”
compromise and this happens only when the ontside opriuns are assumed to

- - _ _ ’ T
be “too” costly. In addition. unless j, =6~ 1l and y,. = 5 the equilibrinm

policy outcome never coincides with the median voter's ideal point.

Voting behavior. like the bargaining outcome. depends critically on the
cost structure of the ourside options. When these options are tou costly.
there is no riot in equilibrium and as a result. voters still prefer the most
powerful moderaror.  This result holds even when only one party has a
“very” costly outside option. With “moderate” costs. civil nnrest breaks
ot regardless of which party is in office. Voters then weigh the policy gain
when u* is elected against the cost differential if civil nnrest breaks out. This
situation clearly increases the likelihood of the strong party, s. being elected.
In other words. voters will rather have the most “destructive” party setting
the agenda since with this party in office. conflicts are less costly and less
likely. This is summarized Ly the following proposition.

Proposition 3, (the voting outcome): [f vy s a random rarable and
ev is “moderate’ Then the range of policy posilions giving clecloral viclories
* =1 forall d, only if be 1.2).

i

to w shrmks, That s w
Proof (m appendie),

The following example will help to undersrand this statement. Suppose
) = 2. that is parties are equidistant from the median votrer's ideal point.
Without uncertainty we know from the results of Section 1 that w i the
winner no matter what. Under the new circumstances. this party wins
only if the “adjusted” cost differential is “too low”. that is {1 -] -
—(1 =72 dye < vl =i,

. Thus. uncertainty redices the range of policy

positions which give party u the edge over its opponent.
Comparative Statics

[ nuw investigate how costs of rioting and the distance between parties’

- . . - ar; )
positions affect the probability of rioring. First. we have. 5 £ > 0. That
e
is. rejection becomes less likely when the cost of disagreement increases.

As a result. w enhances its chances of being elected. This result is a bit

depressing. [t means that a peaceful transition to democracy Lecomes more
. - : . , ar;}
likely only if parties’ destruction power increases, Second. we have T} < 0.

b
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This means that as parties become more distant from each other. they are
less likely to reach an agreement. As a result. voters will lean toward s.
Thus in a conntry with two “extremist” parties, like in Guatemala or El
Salvador. voters are more likely to prefer the party with the highest “ability
to riot”.

The equilibrinm policy outcome of the model is in general inefficient
in the sense that this policy is skewed away from rhe median voter’s ideal
puint. In the following lines, I propose extensions of rhe model for which
the median voter’s most preferred policy will be implemented.

3  Endogenous Outside Options, Political Polar-
ization and Median Voter Theorem

3.1 OQutside Option as a function of vote share

In Sections 1 and 2 the ability to riot is assumed to be exogenous. The
median voter could only “make the Lest of a bad simation” by choosing
the party whose policy concession is closer 1o his ideal point. To infroduce
more flexibility into the process of policy formation. I assume that outside
options depend on electoral support. This means that there is a positive
correlation between electoral support and the number of days of rioting
that parties’ military wings ean produce. This assumption can be easily
sipported by empirical evidence. In Pakistan and South Africa. there is an
obvions connection between the intensity of political violence conducted by
the Islamic Democratic Alliance and the Inkatha Freedom Party and their
expected or realized electoral support. The assumption allows every voter
ro influence the final policy outcome. which can then be made arbitrarily
close to the median vorer's ideal point. The electorate will not only select
a winner bur also give the loser the exact voter share which will lead to the
median voter ideal point as the final policy outcome.

Define Ly o the vote share of party & during the elections. Assume that
s wins o, of the vote and u' wins o, of the vore. Also parties’ “ability to riot”
1o are now assumed to be strictly increasing mappings. In addition. as in
cection | u-is assimed to have a less valuable outside option: that is. v, (o) <
r.{o}). The mapping v(.) is common knowledge. The time sequence of the
electoral competition is exactly like in Section 1. The payoffs are rhe same
except that 1y now becumes vy (o). o) becomes vy (7)) and ¢ 1y (o).

12



Finally. I assume that parties are equidistant from the median voter.’ The
equilibrinm in the post-election bargaining game is exactly as in Proposition
1. The following proposition presents the equilibrium veoting behavior.

Proposition 4: [f the calues of the outside oplions depend on vole
shares, then volers still prefer w. In addiion. The cqulibraon policy coin-
cides with The median voler's wdeal pomd,

Proof: (In appendix).

The relative military strength remains unchanged when outside options
depend on electoral support. As a result. voters still prefer w. However.
the equilibrium policy is affected by this extension. While with exogenous
outside options. voters’ influence on policy outcomes was limited to the
choice of the party which will set the agenda in the post election bargaining,.
endogenons options allow voters to literally fine-tune the policy onfcome and

!

make it coincide with the median voter most preferred policy.” Voters who
are on the =ide of 5. that is those whose ideal points are between 0 and 1.
would like to give this party its "right” share of vore. Orherwise. the policy
outcome will be further away from their ideal point. Voters on the side of
1. those whose most preferred policies are between 1 and 2. will obviously
always vore for this party. This result confirms the robustness of the median
voter theorem even in a polity with threats of post-election “rioting”. The

theorem also holds when we allow pre-electoral competition.

3.2 Equilibrium with Pre-electoral Competition

In the previous sections there was no pre-electoral competition. Parties were
assumed to care only about policy outcomes not abour winning the elections.
I now examine equilibrinm behavior when parties are electoralists and make
campaign promises to maximize their chance of winning the election. For
this purpose. they can either choose positions or control the valie of their
outside options.

O Assuming & > 2 will not gqualitatively affeet the result (see Proposition 1).
“Note that it @y were an irrationnal mupher, sav v 3, then e could jnst be made
arbitrarily close 10 #yy. This is becanse .. 35 & tational muonber.

13



3.2.1 Strategic Positioning

We now assume that before the election takes place. party b choouse a can-
didate k, where j € '1.J]. the set of possible candidates and this candidate
will choose a policy position ry, to maximize his chances of being elected. Fi-
nally. if elected the candidate makes an offer of policy compromise y; which
i= accepted or rejected. Party k's most preferred policy is by but its candi-
date is spatially mobile and can choose any position between by = Loby + 1.
Denore Ly xp = (g ...y ) The expectred utility of candidate b, is given
by

L0 = mlre ) G

where (/ is a strictly positive number measuring the monetary gain of
being elected.
The expected urility of party & becumes:

— mlrery) {[(m.- —oF e () e (1= .l-(-))t}
— (1= mp{r,or)) {K!/ p by (0 (L - f';-(-))}

Also. the expected urility of voter 1 becomes:

EVO = - St ) {op o) v () v d s(=r N}

In the snbgame perfect equilibrium for this game. Party & proposes the
minimnm acceptable policy compromise. which is accepted by {-k). The
median voter will select party & if with rhis party in office. the policy ontcome
g will be the closest to ideal point 0. In anticipation to these vutcomes.
candidate will behave strategically. choosing positions to maximize their
chance of winning. Formally. a symmetric equilibrium position in party w
for instance is a vecror ). such that for all j € A

T

oy ol - RS
Cwi arg maxii . .1“_1“1“‘( I)I"’ 1.

Befure summarizing equilibrium behavior in the positioning stage game.
let us define polarizarion. Following Esteban-Ray (1994). polarization is a
distribution of attributes such there is a high degree of homogeneity within
parties. a high degree of heterogeneity across parties and there is a small

14



number parties, It is then clear that the relevant attribute in the context of
this model is the poliey pousition and the relevant measure of its distribution
i= the distance between parties’ positions. b.

Proposition 5:If condidaics are elecloralists. then they will fake polar-
ized posthons. That s, 0 < ) < Oy <

L=< b A party becomnes more

polarized as the "riofing atlity™ of its opponent inereases.  In addition. the
Jinal cquilibrium policy yy comeides with the medion voler’s ideal pomt 0.

Proof: {in appendic).

Democratic transition provides incentives for political polarization. This
comes from the fact that the policy outcome results from a compromise
Letween the weak party and the strong party. Because parties anticipate this
compromise and the "moderated” policy outcome. they have an incentive 1o
rake polarized positions. Furthermore. political polarization will be higher in
conntries where parties have higher “rioting abilities™. In Alesina-Rosenthal
(1992) the incentives for platform divergence come from the system of checks
and balances and Divided Government. The reason for the similarity of
these resilts come from the fact that Transition to Democracy and Divided
Government are both moderating institutions. In my model. the policy
outcome is iy Under complete information. the equilibrinum policy is equal
{o ). In Alesina- Rosenthal (1992). the policy outcome iy =
a b+ (1 —aYio, by ~0, by . where a € (0. 1) represents the exogenous
weight of the President in the policy formation. (1 — a) represents the weight

to 1y

S

of the Congress and o, is the vote share of k. For b, = 0 and b, = i. the
two institutions generate identical policy ontcome if and only if 7, have the
following forms: 7, (0,) = (1 — o) (1 —o band j, (o) - e (1 —a)o,. b
Transition from a “winner rakes all” system to a system of “checks and
halances™ can be realized by making parties’ weights in the process of poliey
formation couincide with their reservation policy share. The critical question
in the desiyn of the institutions for a successful democratic transition is then
the knowledge of 7, () and how to reduce nncertainty with respect to this
mapping.®

“To reduce uncertainty with respect to parties” bargaining power, partics in many
conntries have been invalved in pre-election forums. That was the case in Benin with the
“Conference Nationale des Forees Vives de la Nation™, in South Africa with the CODESA
forums. These meetings resnlted in political contracts designed to secure riot-free electoral

onteomes. The enforeement of these contracts have been realived by either the Clergy or



3.2.2 Strategic “outside options”

Now assume that for a given by parties can control the vaines of rheir untside
options in order to maximize their probability of winning. That is. befure the
elections take place. parties could either increase or decrease the level of their
military equipments in order to appeal to the voters. After the elections the
winner makes a policy offer to the loser which is either accepted or rejecred.

Again. assume for simplicity that parties are equidistant from the median
voter, The expecred utilities are given as in (1) and (2). The electoral or
post-electoral ontcomes are as in section 3.2.1. In anficipation to theses
ontcomes. parties choose 1y to maximize their chance of winning. For given
policy positions. they will choose the outside options values yielding ro the
median voter’s ideal point as final policy onfcome.

Proposition 6: If both parlies are clectoralists. then they bolh will

choose 1o dissolre Theo snilitary wings.
Proof: {in appendic).

The logic behind this equilibrium ontcome is as follows: First note thar
the strong party s will demilitarize and reach the same level of equipment
as the weak party w. But this will not be an equilibrinm since this party
conld increase its probability of winning by cutting its “military investment
Ly a small amount. The competition will drive the value of the ontside
options of bLoth parties to its minimum. b2, This equilibrium behavior is
consistent with empirical evidence from many newly democratic conntries:
Sonth Africa. Benin. Nicaragua and more recently Mozambigue. The spirit
of the argument remains even when parties are not equidistant from the
median. In this case. w will completely “demilitarize” and s will keep a
relatively small military equipment.

The purpose of this paper is not only to shed light on rthe mechanics of
democratization but provide a framework for the design of democratic insti-
titions. That is. what constitutional arrangements could increase chances
for a snccessful transition to democracy”? For instance. shonld parlemen-
tarism be preferred to presidentialism in newly democratic countries.

some foreien power (United Nations, United States or Franee), Forimstanee, in Benin dur-
ing the *Conference Nationale™ Archbishop Emile de Souza helped to design and enforce
the deal of fimrmunity of the former President Mathicu Kerckou against his acceptance o
abide by the resnlts of the 1991 elections. This was also the case in Senth AMoca where
the eleetoral outeome has been partly negotiated between African National Congress, the

Inkatha Freedom Party and the National Party.
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4  Design of Democratic Institutions: Presiden-
tialism versus Parlementarism

The main rheoretical argument of this paper is that “winner (almost) never
takes all” and there is in general no “dictatorship of the majority” even in
a purelv majoritarian system like a Presidential Regime. However. accord-
ing to Linz (1990) “Presidentialism iz inelncrably problematic becanse it
operates according to the rule of “winner takes all”- an arrangement which
tends to make democratic politics a zero sum game. with all the potential
for confliet such games portend . As a proponent of parliamentary system
he wrote: “While parlementarism imparts flexibility to the political process.
presidentialism makes it rather rigid” 10 These ideas are well regarded and
are consistent with a variety of historical experiences reported by the au-
thor. However. the presence of onrside options can introduce a great deal of
flexibility into an otherwise rigid majoritarian system. For instance. assume
- wins the (presidential) elections. This party’s most preferred policy Is
b,. but it will have to implement i, such that b, < y, < b,. where b, is
s most preferred policy. This outcome reflects de focto a balance of power
Letween parties which prevents the tyranny of the winner and the rebellion
of the loser. Such political arrangement has been associated with success-
ful experiences of transition to democracy: South Africa. Benin. Zambia or
Nicaragua. !

The choice berween Presidentialism and Parlementrarism need not to
be a “zero ur one” tvpe of decision. Voters might want to trade off the
relative“stability’ of the first for the relative “flexibility”™ of the second or
vice versa. The question then becomes what combination of the two systems
conld maximize chances for a snccessful transition ro democracy. Suppose
we have a semi-presidenrial system. The party with the highest proportion of
puptlar vote wins the presidency and some mechanism is used fo rransform
vote shares in seats in the Assembly. Let oo be weight of the President in the
process of policy formation and 4 (¢x) be the equilibrinm policy when & wins

T .
p.h

" BA
CThis eonfirms Kireheimer (1968} intuition {see p-1). Let us consider for instance the
1991 presidential clections in Sonth Africa. The National Party, the main loser of these
clections, has not been denied political status. In fact, among other coneessions, this

£

party holds key positions in the new government: a viee presideney and the ministry of
Feonomy and Finanee. The same can be said about Nicaragua where the losing party,

the “Sandinistas" still comrols the Army.
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the Presidential race. We have i () = a-by+(1 —a) (o, by + 0, - by . We
know from the results of Sections 2 that the success of democratic transition
become questionable only if parties abilities to “riot” are private information.
The objective in designing the institutions of the newly demoecratic conntries
is then to mininize the ex-ante probability of riot. In the context of a semi-
presidential regime. this probability is

Hi{a)y=mp Iy o) b)) +a, I {ys (). )

where /< is the cumulative distribution function of ;. As long as /{ () is
convex in . the equilibrium weight is neither one nor zero. As a result. the
optimal regime will be a strictly convex combination of Parlemenrarism and
Presidentialism and will depend on the level of polarization. measured by
the distance between parties’ positions.

5 Conclusion

This paper investigated electoral incentives and outcomes when parties have
outside options. Voters are found to prefer the party with the least valu-
able vutside option {the weak party). even if this party’s position is less
preferable. In the presence of nncertainty wirh respect to the valne of the
outside options. voters will weigh the policy gain by voting in the weak party
against the prospect of a more costly conflict. This enhances the chances
of the “strong” party being elected. We also found that in the presence
of outside options winner {(almost) never takes all. When outside options
depend un vote share or when there is pre-electoral competition. the me-
dian voter theorem is found to hold and candidates either take polarized
positions or parties dissolve their military wings. The paper finally explores
the implications of the model for the design of democratic institutions. We
found that an optimal institution for democratic transition will involve a
trade off between the stability of Presidentialism against the flexibility of
Parlementarism. The weight of either system will depend on the distribiition
of parties’ positions as well as their expected vote share.

The results of this paper can be generalized in a variety of ways. These
include the assumption of uncertainty with respect ro the position of the me-
dian voter or a non uniform distribution of voters in the political spectrnm.
In futiure works we intend ro provide a formal analysis of the incentives at
plav in pre-election bargaining and to explore the issies of commitment and

—
o0



enforceability of political contracts in the context of transition 1o democ-

racy.

6 Appendix
Proaof of Proposilion I

Denote by g = Ay by + (1 — Ay) by and 5 = pp - by ~ (3 — pr) b
If 7, (0) = L. then the optimal strategy for 5 1= :

ey =1for (1—A,)- VA<, =11 - p,)- b2

or A, = ops =010 A < p,.

Given this strateay for s, party w chooses A, such that.

A%, = arg max{» (Db — b)z} subject to A, 2 p,

The =olution to this problem is A}, = p..

If w(s) = 1. AY and +.(.) is found in similar fashions.

In anticipation of this policy ontcome. how will the median voter react”
If — e+ (b—=1) <iy/ta—1 . then7i(s] =1 and 7' (s) = 1.
If —ep+b-1) > |f — 1. then @i, (w)=1and 7" (vw) = 1.

Proof of Proposition 2

First. note that the expected pavoff of party ' is given by

—(M-h-Mﬂ-mL)fm-nguﬁ} TR

E ) = -
Ll (N R O L S IO T

The expected utility of s is defined in similar fashion.
The expected utility of voter 1 is

2 ) . o —
‘[," 1"()‘ — _(A?I 'b 7. 13 rs ”r.w (1 "m) ?.f, ~:1 1 (4)
—(Ayb =1 v dy (1 =) if wL= 1

Also. note that the value of the ourside option of the strongest “type”
of the strong party is ¥, = 1. This means he wins the post election “Hoht ™

1
with probability p, = 1 — A The value for the weakest type of the strong
)



enforceability of political contracts in the context of transition to democ-

racy.

6 Appendix
Proof of Proposthion 1:

Denote by yr = A+ by + (1 = Ap) by and 5y = pr - by — (1 —pp) b
If 7, (b} = 1. then the optimal strategy for s is :

rr{y=1for [(1—A.)- b <, =[(1—pg)- bi?

or A, Zp,.ri=01f A < p.

Given rhis strategy for s. party u chooses A, such that.

A, = arg max {— (A — b)?

} subject to A, > py

The solution to this problem is A7 = p,.

If w(s) = 1. A2 and r}.(.) is found in similar fashions.

In anticipation of this policy outcome. how will the median voter react”
If —yre +(b=1) <|y/rs—1]. then w3, (s} = 1 and 7° (s} = 1.
If e~ (—1)>]/rs—1]. thenwi,(u)=1and a{u) = 1.

Proof of Proposition 2

First. note that the expected payoff of party u is given by

—(/\“..(‘;—b)z}-rs(,)—('H-{l—rh(,)} jf Wy =

1
T |
F O S (1A b 1{2} e () e L= (Y S we =1
3)
The expected nrility of s is defined in similar fashion.
The expected utility of voter i is
‘ : — (A b=10)r —d, {1 —ry) if =1

Also. note that the value of the outside option of the strongest “type”
of the strong party is z, = 1. This means he wins the post election “fight”

1

with probability p, =1 — R The value for the weakest type of the strong
)
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-
party is r', = 3 and he wins the “fight™ with probability p =1 Y2 For the

B
V3
weak party it is respectively 7, = 3 and » . = 5. In addition. , =1 — i
J
VO
and p =1-— R

The following constitute the equilibrinm policy ourcome under the con-
dition that =,. = L.
Suppose w,. = 1:
2
1. If p = p, and (p b — b) > ¢.. then the utility resulring from making

2
concessions. — (pgb — b} . is lower than the utility resulting from not making
concessions —c,. Therefore we will have A, =0.
2 .
2. If P, < ps < pgor (&b — b) <oy < (pyb— b)z. then u will be willing

1o make a compromise. This party will chouse A7, snch rhat
. e
Ar = argmax — (A, - b - 21— () - e [ fleyde
43

where u, = ({1 — A,) - b)%.
Denote u® = ({1 — A} - b))% The first order condition of this problemis:

WAL 1) (1= Fl ) =20 — VP g+ e [lup) =00 (5)

¥

QY

2 e R S o0 IR & U}
2 (N 1) - 20 S 1P e e e =

J )
(1 =1 ))

TUnder Assumption 1, is increasing. there exists a A} which

sulves (3).
This offers is accepted with probability /{u}.). Assuming /' is uniformly
weo— 1
2
3. If p, = p,or (P - 12 < ¢, . then party w will secure acceptance by
making an offer which will be accepted by the strongest type of 5. that is
1
AL =p.,=1~- ¥ and r = 1.
)
When 7. = L. the equilibrium is derived in a similar fashion.

-

distributed . ] =



Applving implicit funcrion theorem to the first-order conditions (5) gives
the desired comparative statics results.

Proof of Proposition

1. Suppose, ¢y >{(pb— 1)? and ¢, > (p,.b)” (i.e. buth parties have
~very” high cost outside options). In this case. the parties will want to
. 1 _
secure acceprance by offering A} = 1 — W and AL =1 — 2 respectively.
i )
A= a resnlt. the median voter will select the weak party if b — 1 — 3 > 1.
He will select the sirong party if !!} —1—-+/3 < 1 and will be indifferent
otherwise, )

2. 0If ¢, = (pb— b)? and (Eu_b)’ <, < (ﬁ,b)“3 (1.e. only the strong
party has a “very” high cost outside option.) In this case. unly the weak
party will want to secure acceprance. Then. w3, (w) = 1 if — (A, - b — )%
ro—i- (1 —7) > 26 and 7y (a) =1 if = (A, -0 — 1}2-1'___—rfﬁ-(1 —r.) <.26.
Otherwize. 7y, (u) = 73,(s} = 5

. T2 :

3 Ife, =2 (ﬁ”‘b)z and (E b — b) <o, < (pb— 1? . then the equilibrium
oircome s analogons.

1. If neither party will want to secure acceptance. then we have

(E\J’ - b)z <, < (pb—b)’ and (ﬂi,b)z <o < (Po0)?

The median voter then selects the weak party (respectively the strong
party) if the “adjusted” cost differential. that is (1 — 73} -y — {1 —r2)-dy
is lower (respectively higher) than r; —r. He is indifferent otherwize.

Nuw. the question is: does uncertainty with respect to the strength of
Loth parties affect voting behavior? The answer is yes, To see why. suppose
L = 2. that is parties are equidistant from the median voter's ideal pomnr.
Without uncertainty we know from the results of Section 1 that w is the
winner no matter what. Under the new circumstances. this party wins
only if the “adjusfed” cost differential is “roo low™. that is (1 —175]) - d,
(1 -r)ode <ol -,

= e

Thus. uncerrainty reduces the range of policy
positions which give party v the edge over 1ts opponent.

Proof of Proposilion 4:

As in Proposition 1. the winner of the elections. for example u will offer
A= py(0,). and the loser. in this case. s will accept. that is rJ = 1. The
voting equilibrinm is also similar to the one of proposition 1.

21






Let @, be the vote share needed by the “strong” party to force the
“weak” partv to implement the median voter ideal point. Since b = 2. we

1
have 2.p, (7,) = L or pi, (T) = 5 Now let j be the voter such that if for all

ie 1.y .=l =1 then *——— = 7. Will this voter vote for 5. The answer
1= ves since by not voting for s. the policy outcome will be further away from
his ideal point . This is true for all 7 € [1. ¢] . This shows that the following
strategy profile is the voting equilibrium such that g, = 1. For all 7 € 1o
77—l andforallic e+ 1N} @)=L

Proof of proposition 5

Each candidate’s payoff is increasing in the probability of his being
elected. So. thev will take a position which maximizes his respective prob-
ability. These positions will be the ones yielding policy onrcomes which
coincide with the median voter's ideal point. In a symmetric equilibrium

a* =i, .rT and .. are such that
Jk k 5 u

o= 1)2 = 5% 0, and (" — ])2 =1 -,
¥

&

A party’s utility is also increasing in wg(a,.rs) and each will choose a
candidate who will implement 3. Thus. in equilibrinm party & choovses
snch 1 = T

Denote o (a}. 1) = (r] — 1)?. It is clear that as v ; decreases, d (. 1)
increases. This means that as the ability of its opponent its opponent in-
creases, a party will Lecome more polarized.

Proof of Proposithon 6

This is a straightforward Bertrand argument.
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