BANCA DITALIA

Temi di discussione
del Servizio Studi

Rational ignorance and the public choice of redistribution

by Valentino Larcinese

Number 443 - July 2002



The purpose of the Temi di discussione seriesisto promote the circulation of working
papers prepared within the Bank of Italy or presented in Bank seminars by outside
economists with the aim of stimulating comments and suggestions.

The views expressed in the articles are those of the authors and do not involve the
responsibility of the Bank.

Editorial Board:
ANDREA BRANDOLINI, FABRIZIO BALASSONE, MATTEO BUGAMELLI, FABIO BUSETTI, RICCARDO

CRISTADORO, LucA DEeDoOLA, FABIO FORNARI, PATRIZIO PAGANO; RAFFAELA BISCEGLIA
(Editorial Assistant).
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by Valentino L arcinese*

Abstract

This paper studies the role of citizens demand for political information in elections
and provides a possible explanation for the poor empirical support encountered by political
economy models of income redistribution. It shows that incentives to gather political
information may derive from its relevance to private choices. Under quite mild assumptions,
the demand for political information is increasing in income. Information affects citizens
responsiveness to electoral platforms, and vote-seeking political parties should take this into
account: as a consequence, redistribution will generally be less than predicted by the median
voter theorem. Moreover, in contrast with what most literature seems to take for granted,
an increase in inequality will not unambigously increase redistribution. Finally, introducing
endogenous information may lead some policy restrictions to have effects quite different from
those intended.
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1. Introduction?®

Since the early stages of the economic theory of politics, Downs pointed out that in a
sizable electorate “the returns from voting are usually so low that even small costs may cause
many votersto abstain”. This carries implications not only for political participation but also
for the desire to be informed about political issues. If there is acost of acquiring information
about the candidates and their platforms, then we should expect not only rational abstention

but also “rational ignorance” on political issues.

This consideration implies asubstantial lack of information by citizens about candidates
and their proposals. The fact that many people actually vote and that political information
Is still available in newspapers would be ssmply reduced to a matter of preferences. political
information may be enjoyable per se, not unlike sports news’. Thisis equivalent to admitting
that preferences for political information, like all preferences, are outside the domain of
standard economic theory?. If this was true then the chances of being informed or of showing
up at the voting booth could be expected to be independent of observable economic variables,

which seemsto be at odds with most empirical research®.

This paper argues that, apart from the obvious role of personal preferences, the demand
for political information can be explained in termsof incentives. The main point isthat rational

L This paper is part of a PhD dissertation at the London School of Economics. | am grateful to my advisor
Tim Bedey for helpful discussions and valuable comments on my modelling attempts. | also received useful
comments and suggestions from Fabrizio Balassone, Massimo Bordignon, Andrea Brandolini, Giacomo Corneo,
Vincenzo Galasso, Roger Myerson, Torsten Persson, Jean-Francois Ladlier, Federico Revelli, Kevin Roberts,
Cecilia Testa, Stan Winer and Alberto Zanardi as well as from participants in the Young Economists Meeting
in Amsterdam, the Workshop on Heterogeneous Interacting Agents in Genoa, the Summer School in Politica
Economy at CORE, the Econometric Society Meetings in Cancun and Santiago, the EEA Meeting in Santiago,
the I1PF Meeting in Moscow, the SIEP Conference in Pavia, and seminars at LSE and STICERD. The usud
disclaimer applies. Financia support from the European Commission under the TMR scheme (Marie Curie
Fellowship) and from ESRC is gratefully acknowledged.

2 Anaogoudly, Riker and Ordershook (1968) explain voters turnout in general elections by including a
sense of citizen’s duty in individuas preferences.

3 In the words of Downs, “a rational man can become well informed for four reasons: 1) he may enjoy
being well informed for its own sake, so that information as such provides him with utility; 2) he may believethe
election is going to be so close that the probability of his casting the decisive vote is relatively high; 3) he may
need information to influence the votes of others(...); 4) he may need information to influence the formation of
government policy as alobbyist. Nevertheless, since the odds are that no eection will be close enough to render
decisive the vote of any one person, or the votes of all those he can persuade to agree with him, therational course
of action for most citizens isto remain politically uninformed” (Downs, 1957).

4 Seefor example Matsusaka (1995) and the references given there.



ignorance is the consequence of an artificial separation between politics and the economy. It
seems rather intuitive that expectations on policies can be relevant to private decisions. This
generates a demand for political information to be used for private purposes. Under quite mild
assumptions, this demand is positively correlated with income: in other terms, we can expect
the rich to be systematically better informed than the poor, independently of any demand for
information purely as a consumption good.

This idea can help in explaining redistributive policies. In recent economic literature
explanations of redistribution based on political processes have gained increasing consent.
Whereas lobbying models have mainly been employed to explain redistribution towards
specia interest groups, to study the determinants of genera redistributive programmes the
main avenue seems to be analyzing voting decisions and political competition in general

elections.

According to voting models of redistribution based on the median voter theorem, income
inequality should increase redistribution as long as it increases the distance between average
income and the income of the pivotal voter (Roberts, 1977); this result has been applied to
a variety of situations to explain the size of the public sector, low growth rates, increasing
intergenerational transfers and so on. However, it is also fair to say that this theory does not
enjoy solid support from empirical investigations. Even though the reduced forms referring
to specific situations are generally compatible with the data, when moving to structural-form
analysis (linking inequality to some measure of redistributive transfers), support is generally
weak and coefficients often show signs different from those expected®. There are various
possible explanations for this unsatisfactory empirical support®; however, it seems clear that
the theory, though representing a useful benchmark, provides a simplistic representation of
how democratic systems work. Other institutional elements and country-specific features are
likely to affect the policy outcomes.

It is worth remembering that this benchmark depends on some crucial assumptions that
have been challenged on a variety of grounds. First of al, it requires unidimensionality of

5 For examples of reduced form analysis see Alesina and Rodrick (1994) and Persson and Tabellini (1994).
Estimations of structural relationships between redistributive transfers and inequality are given in Perotti (1994)
and Lindert (1996).

6 Among other things, it is worth remembering that for some countries data are not completely reliable.



the policy space. When public policy is considered in a multidimensional space, then an
equilibrium may not exist or it may assume very different characteristics’. In particular,
political platforms proposed by candidates do not necessarily converge. Also, the median voter
theorem requires that political parties be perfectly able to commit to their proposed policies.
When candidates are unable to make credible commitments then the tendency to platform
divergence in equilibriumis reinforced®.

This paper points in a different direction. The model unveils a possible relationship
between incentives to gather political information and preferences over redistribution.
Information acquisition might be non-neutral for voting outcomes: indeed, our model implies
a substantial heterogeneity in awareness on policies, which could affect political competition
and eventually policy choices. It will be shown how this may provide a possible explanation
of the weak evidence for the traditional benchmark.

The paper isorganized asfollows. The next section briefly discusses the main features of
the model of political information gathering, stressing its original elements as a theory of the
demand for information. Section 3 presents asimple model of Downsian political competition
in which both private and public decisions must be made by citizens. In Section 4 we derive
the demand for political information and show that incentives to be informed on politics are
increasing in agents' initial endowments. In Section 5 we solve the model and analyse the
role of information on political equilibrium. Section 6 discusses the main implications of
the model for the interaction between gross income inequality and redistribution. Section 7
briefly discusses the main normative issues at stakein thisanalysis and the role of coordination
failuresin information acquisition. Section 8 concludes.

2. Information on politics

Most models of voting assume perfect information. Citizens are therefore perfectly
informed on political platforms and perfectly able to understand the consequences of policies
on their own well-being. Models with asymmetric information have considered either a
representative voter imperfectly informed on candidates (e.g. Harrington, 1993, Morris and

7 Seefor example Besley and Coate (1997).

8  See Alesina (1987 and 1988) for partisan models of two-party eectoral competition. Besley and Coate
(1997) also consider policy-oriented citizen-candidates.
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Coate, 1995) or fixed political aternatives (e.g. Feddersen and Pesendorfer, 1996). Also,
information transmission in elections has been considered by Stromberg (2001a and 2001b),
who stresses the role of mass media as suppliers of information and their influence on
economic policies, and Besley and Pande (1998), who tackle some normative issues.

This paper focusses on the demand for political information. It is clear that in
an economic theory of politics there is no simple explanation for any type of politica
participation, where participation must be taken in the broad sense of voting, taking part in

political organizations, acquiring political information and so on.

Onefirst possibility, asnoted, isthat political information is demanded as a consumption
good and not for decision-making: most people seem to enjoy being informed on many things,
even when this does not enable them to make better decisions. In this case one should ask
about the nature of this good and, in particular, whether it is anormal good. Thisisclearly an
empirical matter; if, as seems reasonable, political information is a normal good, then therich
can be expected to be more informed than the poor and therefore more responsive to policy
announcements:. all the results we present in thiswork would be valid a fortiori.

In this paper, however, werefer only to information asit is considered in decision theory,
ignoring information as aconsumption good and not relying on normality. In fact, the premise
that political information is rarely relevant to useful decision-making relies on an artificia
modelling separation between politics and the economy. Our working assumption, instead,
Is that political information may be acquired for private purposes and that this incentive is

relevant.

Many pieces of information may be relevant when voting even though they were
acquired for some other purpose. For example, information on fiscal variables may be
relevant to investment decisions and at the same time convey information on economic policy;
information on the quality of some public service (for example health) may be useful to know
whether it is worthwhile using privately available alternatives and at the same time convey
information on the effort of the current administration to provide good services. Moreover,
at election time, political information may be acquired to form more accurate expectations on
future policy: investment decisions today depend on expectations on future taxes, choosing
a public or a private school today involves expectations over the condition of the educational

system in afew years;, and so on.
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Sometimes the behaviour of political agents may reveal, apart from policies, something
about the external world that isrelevant to private decision making. Political parties have every
incentive to collect information for their own action, so accurate observation of their choices
can convey information on many variables that are unobservable (or too costly to observe) to
the private citizen.

In this paper the notion of information will have some characteristics not often
considered in the literature. First of al, information does not come effortlessy: agents must
spend effort and time to gather and process information. Secondly, acquiring information is
an activity with uncertain returns. more time and effort makes it more likely to get better
information, but there is no certainty about what and how much is going to be known. Third,
information is considered asfreely accessibleto all: this makes our analysis particularly suited
for information available in the mass media. In fact, the revenue of most newspapers and
broadcasts comes from advertising: attracting a larger public raises the value of units to sell
to advertisers’. The consumer in this case does not pay information in cash; in any event, this
cost is quite low compared with some other opportunity cost.

It isimportant to stress that defining the value of information and deriving a demand for
it requires dealing with some problems posed by its special characteristics. First, information
demand is a derived demand: information is valuable because it enables people to make better
choices'. This means that information cannot be put in the commodity space when defining
preferences. As a conseguence, relevant nonconcavities may arise to complicate the analys's,
leading to an unsatisfactory theory overall™'. Second, to specify a model of information
demand we need a clear definition of the information available, its costs and the decision
making process. Information is valuable only when there is uncertainty on variables that are
relevant to decision making. Third, thereis no easy way to define the quantity of information.
Given a space of possible states S, we can say that signal s is more informative than signal s’
when it induces a finer partition of the state space: but this does not provide a complete order
of signals, as many partitions are simply not comparable with this criterion. Thus, a complete

9 Seethediscussion of this point in Stromberg (20014).

10 We are referring to the notion of information in decision theory. All other information can clearly be
included in the category of leisure.

11 Seefor example Radner and Stiglitz (1984).
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ordering of signals may be obtained only with reference to a score function, i.e. with reference
to how the signals are valuable in terms of the decisions to be made: this means that thereis
no objective, permanently valid definition of the quantity of information in economics®.

Previous studies on information demand include Kihlstrom (1974) and Arrow (1986).
In Arrow, information is demanded for portfolio decisions under uncertainty. The analysisis
limited to this specific case and considers a given specification for the utility function (CES).
Information is provided by a signal on returns, and the quality of the signa is given by its
precision. Kihlstrom provides a general theory of information demand about product quality,
when consumers are interested not directly in commodities but in some desirable attributes
they may have. The quantity of information is defined using, as in Blackwell (1953), the
concept of sufficiency: if an observable random variable s is sufficient for s', then s delivers
more information than s'. In both papers the cost of a better signal isamonetary cost and there
IS no uncertainty on the quality of the signal.

Our analysis of the demand for information will be quite smple but also sufficiently
general for our purposes; in a sense, it is in the Becker tradition of the study of individual
production functions: agents may “produce”’ information for their personal use by providing
the necessary inputs. We consider a generic state-dependent cardinal utility function and we
will explicitly introduce an effort dimension for information gathering and uncertainty on
information acquisition. This takes into account some elements that are particularly relevant
when information is gathered from mass media.

3. Thegeneral framework of the model

In the following model political competition is limited to a Downsian two-party system
with full commitment. Of course this implies that the model has all the limitations of the
Downsian analysis, which we do not intend to focus on here. It isinstead important to compare
our resultswith astandard Downsian model of political competition. Even though the analysis
Iskept as simple as possible, this does not preclude the applicability of this framework to more
sophisticated models of political competition.

12 The Shannon measure of the quantity of information, derived in a different context, has proved to be of
little use in economic theory. See Shannon (1948).
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Our economy consists of a continuum of agents. Each agent's preferences will be

represented by a continuous utility function
(1) u(x,ela) = U(x|a) — ve

where x is a vector of private goods (with prices p), a € A = [a,qa] is a public policy
parameter and e € £ = [0, 2] is effort devoted to information gathering, withv = w + < a
parameter of effort disutility. We assumew to be acost that is common to the whole popul ation
and distributed according to the function p,,(w, 02) with S, = {w|p.(w,02) >0} C R,;
e ~ p:(8,02%) is an idiosyncratic shock with S. = {¢|p.(,0?) > 0} C R,. We assume
people have identical preferences. hence the only ex ante source of heterogeneity is their
initial endowment. An agent with endowment m has a choice set given by

2 Xy = {x|px < m(l — 7e)}

where 7 is a positive parameter, equal for all agents, reflecting the possible monetary costs
induced by information gathering (for example, viaareduction in labour supply). Interpreting
theinitial endowment asfull income, we will summarize income distribution in the population
by a continuous density function f(m). Also, the public policy parameter « is relevant to the

private choice of the bundle x.

For the moment let us focus on the first component of the utility function, neglecting
the choice of e and the role of 7. Let us also assume that « is fixed and known with certainty.
From the constrained maximization of the utility function we get the optimal private choice
x*(a,m, p) and theindirect utility function V' (a, m, p). We make the following assumptions:

Assumption 1U(.) € 3, isquasi-concave and homogeneous of degree 1 in x.

Assumption 2V (a, m, p) satisfiesthe single crossing condition: Va' > a,¥Ym' > m : V(a',m’,p) >
V(a,m',p) = V(a',m,p) > Via,m,p)andV(a',m p)>V(e,m, p)=V(d,m,p) >
V(a,m,p).

Given the continuity of the functions involved, we can represent the preferred policy
of an agent with income m as a function a = z(“}), where 1. is the average income in the
population; we make the following assumption on policy preferences:

Assumption 32" < 0.
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Although Assumption 1 clearly restricts the behaviour pattern of our agents, it should be
noted that the class of utility functions we consider is still fairly general, comprising some of
the standard functions most widely used in economic models.

From Assumptions 2 and 3 it is clear that agents are heterogeneous in their preferences
over policy issue a. We can think of a as any policy issue, we only require preferences on
a to be somehow related to income; thus, a could be some specific type of public good or
a redistributive transfer in a second-best environment®3: hence the desired level of a will be
decreasing in each agent’s own income and increasing in average income (the distance from p
measures how desirable redistribution isfor an agent with income m) and the policy preferred
by the pivotal voter (usually with income below the average) will depend on the distance of
that voter’sincome from the average. Notice that assuming z(.) depending only on the ratio m
also means that the level of wealth of a community does not matter for preferences over a; in
other words we exclude the presence of any Wagner’s law embedded inindividual preferences.
Whenever we refer to agiven income distribution f(m), we smply normalize . = 1, to avoid
confusion. For therest of this section we indicate the distribution of the ideal « (the argmax of

the indirect utility function) across the population with g(a).

Our agents act on the economy by their private decisions and may also affect the public

decision with their votes. From now on we also assume that « is unknown.

In our environment there are two parties (A and B) competing for office. They areableto
commit to their platformsand care only about maximizing votes. Thusthey have no preference
for any platforms: these are used only instrumentally to convince voters.

Parties' platforms are announced publicly but are observable only if some effort ¢
Is devoted to information gathering. More precisely, we will assume that the probability
of observing the vector of announcements {a4,ag} is given by g(e), where ¢(.) is an
increasing and concave function. One possibleinterpretation of thisassumption isthat parties
communications are very often transmitted to voters only indirectly, by the mass media. Also,
political platforms are very complex and the ultimate effect on an agent’s finances is never
very clear. Researchers use quite sophisticated models to approximate the effects of smple

13 One possible situation leading to this framework is the choice of the tax rate in a proportional tax system
with lump sum transfer and balanced budget. Thisis the situation analysed in Roberts (1977) and Mdtzer and
Richard (1981).
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policies, so there is no reason why a voter should completely and immediately understand
political platforms and their consequences. Although this critique could be extended to many
other models in economics, it seems particularly relevant when we come to public policies,
because of their intrinsic complexity.

The timing of the model is represented in figure 1: first of al Nature selects w for the
whole community and the idiosyncratic shocks  for each citizen. Citizens only learn their
own v. Politicians, however, may observe the realization w. Both citizens and politicians know
the distribution of policy preferences. In period 1 the two parties simultaneously announce
their platforms. Citizens spend their desired amount of effort in acquiring information and
afterwards decisions are made, i.e. private choices are undertaken and people cast their votes
on the basis of the information they have. Finally the announced policy of the winner party is
implemented and payoffs are realized for al citizens.

Note that the model can easily accommodate a series of complications that would not
change anything substantial. First of all, other sources of uncertainty could be added with
no significant consequences. For example preference distribution g(a) could be uncertain. If
there are two possible distributions g; (a) and g2 (a) with respective probabilities p and (1 — p)
then a state of the world would be defined by realizations of information costs and preference
distribution. An agent could learn something by observing his or her own preferences but
would still be substantially uncertain, making information valuable. This possibility will be
considered in example 2.

Another possibility isto alow only for the observation of asignal s on platfoms, rather
than the platforms themselves. In this case, assuming that the joint distribution of « and s
satisfies the monotone likelihood ratio property, knowing s would reduce uncertainty and the
set of possible political equilibria, still making information gathering an activity with positive
returns. Note also that for our purposes the following analysis would be the same if the
function U (.) was represented as U (x|i(a)) where ¢(a) is any variable relevant to private
decision-making and affected by public policies (for example, the interest rate).

We will now start with the presentation of the information demand given its central role
in thismodel. Then we will proceed to solve the model backward.
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4. Private decisions and the demand for infor mation

Private decisions are of two types. the choice of a commodity bundle x and the choice
of e. Aswill become clear, these two choices must be analyzed separately, as the choice of ¢
requires defining anotion of the value of information and this, in turn, can be defined only with
respect to the maximum value function, when private choices have been made. Therefore, a
two-step maximization process will be used. Solving the individual decision-making process
backward, we start by considering e fixed and equal to e. Then we can temporarily ignore the
role of e and 7.

As we noted, the public policy variable « is relevant to private decision making. Since
the decision has to be made before (or simultaneously to) the election, a is unknown. The
motivation for information gathering is to make better private decisions. However, since
private choices depend on policies, it is convenient to start with political decisions.

A platform announcement is defined as a pair {a4,ap} . Every announcement will
induce a partition of the whole population: let us indicate with N4(a4,ap) and Ng(aa,ap)
the size of the population that, if informed on the content of platforms, would vote respectively
for party A and party B when {a4,ap} isreceived.

Notice however that not all the peoplein N(a4,ap) and Ng(aa,ap) will beinformed
on the platforms. Since there are no priors on parties location, A and B are just labels,
and therefore uninformed citizens are not responsive to parties proposals, we will interpret
this non-responsiveness as abstention, by assuming that any indifferent voters smply do not
vote. Actually, in our setting there is not much an uninformed voter can do apart from voting
randomly or abstaining. We then indicate with n4(a4,ap) and ng(aa,ap) the size of the
informed population voting for party A and party B respectively when {a 4, ap} is received,
andwith En4(aa,ap) and Eng(aa, ap) their respective expected values when the size of the
informed population is uncertain.

Let usindicate with P(a;|a;, a;) the probability that the platform of party i wins given
that the platforms announced are {a;, a;} . Then we have

(3 Pl(asa;,a;) = { Lif ny(a;,a;) > nj(a;, ay) }

% if niai, a;) = nj(a;, a;)
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Information is used by our agents in the best possible way; we also assume that each citizen
knows the distribution of public policy preferencesg(a). Therefore agents are able to infer the
population partitions induced by any platform announcements. Since information is acquired
to forecast future policies we have the following assumption about the expected policy:

Assumption 4
. oy oadlBni(ai, a) > Englas, a;), i,5 = A, B
a = E(CL’CLZ, aj) B { %ai —I— %CLJ‘ Zf ETLZ'(CLZ', G,j) = Enj(a,-, Clj)
In other words, each agent knows the population partitions induced by any pair of
platform announcements, and, if informed about the platforms, can then forecast the future
policy. This means that the optimal private decision x* can be made contingent on {a4,ap}.

We will show later that the winning platform will depend on the realization of w. For
the moment let us just assume that the winning platform can be represented as a continuous
function a*(w) (thiswill be proved in Lemma 1).

Focussing for the moment only on the choice of commodities (i.e. on the first component
of the utility function), we have that the utility of an agent who observes the platform

announcements is
4 U(z"(m, a*(w))]a"(w))

whereasif platforms have not been observed utility is
() U(a*(m)a”(w)).

Note also that when v is learned by each agent at the beginning of the game, the prior
probability of w can be updated by Bayes's rule to

Pu(vlw)p(w)

pw(wlv) = pw(U,CU)

Then we have the following definition:

4 From now on we drop prices, as they do not vary in our analysis.
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Definition 1The ex ante expected value of observing the platform announcement is given by the

function
v(mle) = / [U(z"(m, a*(w))|a"(w)) — U(z"(m)]|a*(w))]po (w]v)dw.

For each given redlization of w we will have a different ex post value of making an
informed private choice. But since the actua realization of w is ex ante unknown, the ex ante
value of information must be expressed in expected terms over w.

It is then possible to prove the following:

Proposition 1Assume U(.) € R, is quasi-concave and homogeneous of degree 1 in x. Then
T1a0) g,

aom

Proof. See Appendix.

Note that this result can be proved whether o*(w) is acontinuous or a discrete function.
The only reason we are working with a continuous framework is to stress the fact that each
agent’s probability of being pivotal is zero. However, al the results are still valid with afinite
number of citizens (and therefore a discrete a*(w)) as long as we assume that the probability
of being pivotal in the election is negligible (see Appendix).

Now we are ready to turn to the effort alocation problem. Let us then remove the
assumption that e = ¢ and write the problem of a generic agent as:

maxa(e) [ 06 (m(1 = re), 0" (@) la" (@)oo}

eclF

(1= g(e) [ 06 (m(1 = 7)o" (@) pfwle)ds — ve

where ¢(e) isthe probability of observing platforms. Using definition 1 the problem can

be re-written as

(6) max [ [0 ({1 = 7)) la"(@))pulle)d + a(e)(m, ) — ve

eclF
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Note that, by Assumption 1, we have that

x"(m(l —me),a"(w)) = [m(l—me)]x"(a*(w))
x"(m(l —me)) = [m(l—me)x*
and therefore we get
Ux"(m(1 —me),a"(w))]a’(w)) = [m(l—me)]V"(w)

U (m(1 = me))|a"(w)) = [m(l —7e)]V(w)

To simplify notation, let us also define the following quantities:

VvV = /V*(w)pw(wlv)dw

Vo= /‘N/(w)pw(wlv)dw

This means the value of information can be written as
v(m,e) = [m(1 —me)|y*

Therefore, the maximization problem (6) can be re-written as

) max{m(1 — e)]V + g(e)[m(1 — me)|y” — ve

Solving this problem, we obtain the optimal effort function e*(m, v) (remember that agents
are heterogeneous in m and v). This then gives the probability of being informed on political
platforms h(m, v|w) = q(e*(m, v)), where conditioning on w indicates that there is one such
function for each realization of w. In particular, to link the probability of being informed to

policy preferences, it is essential to understand how effort choice is dependent on the initial

de*(m,v)
dm

endowment of agents and therefore to calculate
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Proposition 2If Assumptionl is satisfied then (™) ~ ( and "™ ) and therefore the
probability of being informed on political platforms i(m, v|w) is such that ., > 0 and
h,, < 0.

Proof.: see Appendix.

Before concluding this section, let us recall that we are dealing with the private value
of information; however, since the number of citizens is very large (it is actually infinite)
any incentive to acquire information for political purposes (i.e. for instrumenta voting) is
negligible, in the sense that the probability of being a pivotal voter is zero in a continuum of
agents. Therefore h(m, v|w) fully representsthe probability each citizen has of being informed
on political platforms.

5. Voting decisions and palitical competition

In this section we analyze the political competition game and citizens private and public
decisions. We will solve the game backward, deriving agents' best responses and then the
political equilibrium.

5.1 Consegquences

As we have full committment to platforms, the policy proposed by the winning party
(a*) isimplemented after the election; if the two parties get an equal share of votes then each
policy isimplemented with probability equal to 3. Note that the population of voters consists
of those agents who actually vote, and is therefore a subset of the entire popul ation.

At the end of this period the realized utility for each agent will be given by
®) U(x*(m, a")|a*) — ve* (m; v)

if informed and
) U(x"(m)]a”) — ve"(m;v)

if uninformed.

5.2 \oting and private decisions

Since there are only two parties, strategic voting is equivalent to sincere voting. Agents
always have aweakly dominant strategy and their optimal voting strategy i*(m, a,ap) hasa
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simple representation:

AifU(z*(aa,ap,m)|as) — U(z*(aa,ap,m)|lag) >0
(10) i*(m,aa,ap) = BifU(z*(aa,ap,m)|as) — U(z*(aa,ap,m)lag) <0
abstainif U(z*(aa,ap, m)|as) — U(z*(aa,ap,m)lag) =0
Voters who do not observe the platforms are indifferent between the two parties and therefore
abstain. Notice, however, the difference between the two types of behaviour: uninformed
agents cannot make their choice contingent on {a 4, ap} and therefore cannot be responsive to
different platform announcements.

Optimal private decisions will be
(11) X* = argmaz,c xU(x|a*)
for informed agents and
(12) % = argmaz,cx [ Ulxa'(@)plolo)do

for the uninformed. These private decisions are made before elections'®. Hence, when making
private choices citizens do not know the election outcome, athough they can form rational

expectations.

5.3 Information gathering

At this stage we have the process described in the previous section. Agents must decide
how much effort to devote to information gathering. Solving the maximization problem (7) we
derive the optimal effort of each citizen e*(m, v) and then the probability of being informed
on platform announcement h(m,v|w). At the end of this period the total population will be
divided into informed agents (those who observe the platforms) and uninformed. Note again
that more effort only implies a higher probability of being informed.

5.4 Platform announcement and political equilibrium

Parties announce their platforms simultaneously.

15 For our purposes they could also be simultaneous to €l ections.



22

Remember that at the beginning of the game they both observed the realization of the

random variable w and therefore they know

(13) E,(elm) = /e*(m,v)p(v[w)dv.

It is impossible to know ex ante who is going to be informed and who is not, because
this depends on the realization of the idiosyncratic shocks and because g(e) represents only
a probability of getting information'®. What the parties can do is to exploit the ex ante
information on observables (m and w) and their relationship with the probability of being
informed. ¢ is an idiosyncratic shock with no systematic relation with policy preferences, so
it isirrelevant for parties’ strategies™”. Therefore, from the point of view of the parties we can

consider
(24) hy(m) = /h(m,v[w)p(v[w)dv.

We assume parties are interested in maximizing expected plurdity P(a;,a;) =
Eln;(a;,a;) —nji(a;,a;)]. Thereforethe problem of party i (i = A, B) is

(15) max Pi(a;, a;) = /

Ai(ai,ayz)

b @g(@da= [ G @)ae)a

Aj(aj7ai)
where A(a;, a;) representsthe set of citizens choosing party 7, given that platformsare (a;, a;).
A Nash equilibrium in platforms (a}, a}) must therefore satisfy

(16) Piaf,a5) > Paf,a}) > Pi{as,a}) i, = A, B

1075

Notice that from Assumption 2 the policy space admits a Condorcet winner'®. When
we say that a policy space admits a Condorcet winner we basically assume that everybody
in the population space is capable of choosing his or her preferred option in a pairwise
comparison. Thisisclearly not possibleif some agents do not know what the available options

16|t should be noted that the process of information gathering is considered ex ante. In other words, if
a lucky agent observes the announcement immediately he will stop putting effort into information gathering,
before reaching the ex ante optimal level ¢*. However, this interim process is not observable for the parties,
which canlook at the situation only from an ex ante perspective. Moreover, since luck does not depend on policy
preferences, this consideration will beirrelevant when coming to political proposals.

17 Moreover we assume that only w is observed.

18 See Gans and Smart (1996).
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are. However, we can still find a Condorcet winner given that any subset of the population still
satisfies Assumption 2. Given our assumptions, the Condorcet winner isthe platform preferred
by the voter who is median in the set of the ex post informed voters N;. However, parties do
not know the identity of informed and uninformed citizens and therefore cannot say ex ante
what istherelevant set of voters. Sincethe population isvery large and since both the preferred
policy and the probability of being informed are monotonically related to income, we can find
afocal point for parties’ strategies. Clearly, thisnotion of Condorcet winner does not attach the
same weight to every citizen, but takes into account the probability that citizens have of being
able to choose in pairwise comparison. The relevant set of voters is ex ante an unknown Set;
hence the parties maximize over the expected relevant set of voters. The identity of informed
and uninformed voters cannot be known ex ante, but the likelihood of being informed may be
taken into account in maximizing expected votes, and thisis reflected in the payoff functionin
the (15).

5.5 Characterization of equilibrium

In this section we derive some important properties of the equilibrium. An equilibrium
in thisgame is given by a platform announcement for each party

a;(w) (i € {4, B}),
avector of decision strategies for informed citizens
{e*(m;v), i*(m,aa,ap), 2°(m,aa,ap)}
and one for uninformed citizens
{e"(m;v), i"(m), «*(m)}

We are interested in the political equilibria, and so we leavein the background the equilibrium
in private choices, which will not affect our results.

The existence of a “weighted Condorcet winner”, and therefore competition among
parties to reach it, ensures that political equilibrium will have some simple and intuitive
properties.
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Proposition 3The unique political equilibrium isgiven by a* st.

| hute Mapgtapa = [t apgtalde.

*

Proof. See Appendix

Hence, parties will converge on the platform preferred by the expected median informed
voter. The argument for this convergence is identical to the standard Downsian one, the only
difference being that the relevant population distribution is weighted by the probability of each
citizen of being reactive to political proposals.

Given the continuity of the policy space and of the distribution function of the cost of
information, we can also prove the following result, which was used (but not proved) in the

previous section.

Lemma 1The palitical equilibrium of this game can be expressed as a continuous function
a*(w) : S, — A.

Proof. See Appendix.

We can now turn back to the issue of the value of information. In Proposition 1 we proved
that the value of political information is increasing in each agent’'s income; in Lemma 2 we
show that the value of information is positive, even if agents are able to understand they are
inapolitical equilibrium: rational expectations rule out all policiesthat cannot be sustained in
equilibrium, whatever the realization of random variables, but agents are still uncertain about
which equilibrium they arein.

Lemma 2In equilibrium the value of information on platformsis positive.

Proof. Since the distribution /(> '(a)) depends on the realized value of w, voters,
who have rational expectations but do not know w, will expect to have in equilibrium a*(w).
Anyway, informed voters can fully deduce o* from platform convergence. Uninformed voters
rationally rule out any other possibility apart from a*(w) but are still uncertain about the actual
a* . Thisfact gives a positive value to information about parties’ platforms.l
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6. Implicationsfor incomeredistribution

We can now turn to redistributive policies. Aswe noted earlier, little empirical support
has been found for positive models of income redistribution that are based on the median
income result: in general, redistributive policies do not appear to be very responsive to the
median/mean income ratio.

Itisclear that many issues are at stake in democracies and that there is no simple way to
explain redistribution. However, in this section we want to ask if information on politics may

give some insights even in a simple one-dimensional framework.

It is possible to characterize the equilibrium in terms of the policy outcome in a precise
way and compare it with the outcome of a standard Downsian model with perfect information.

Proposition 4Let us indicate with a3, the political equilibrium when the entire population is
informed on platform announcements. Then

w> 0= a*(w) <a'(0) < ay.

a%n(.,.)

Moreover, R

<0=a* <0.
Proof. See Appendix.

Political equilibrium in our game involves a public policy that will be, in general,
different from that preferred by the median voter over the entire population. The weight
attached to agents by political partiesis increasing in their income, and therefore the pivotal
voter has an income higher than the median. Aslong as acquiring information has a cost, the
public policy will be bounded above by a*(0), which is lower than the median voter outcome.
This provides a microfoundation for the idea that richer agents somehow have more power in
the political process. Thisis an idea that has been recurrent in political economy but that has
never been explained or founded in arigorous way™.

Abusing of this result and interpreting non-responsiveness to policies as abstention in
general elections, we can link this idea to the stylized facts that abstention is more common

among low income agents and that countries with higher turnout tend to have higher levels of

19 See for example Benabou (1996).
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social expenditure®. A number of papers have linked information to participation. In decision-
theory terms, being better informed allows better choices and therefore should increase the
probability of voting (see Matsusaka, 1995). When strategic interactions are considered, less
informed citizens might abstain in order to increase the probability of the better informed
being pivotal (see Feddersen and Pesendorfer, 1996). This, however, is only true if citizens
preferences are not too heterogeneous (see Caillaud and Tirole, 1997). In terms of our model,
if we introduce a cost of voting that is independent of policy preferences, then we can easily
link our results on rational ignorance to actual voter turnout. This would deliver observable
conclusions about electoral participation and social spending. Interestingly, Lindert (1996)
finds evidence of this: “a stronger voter turnout seems to have raised spending on every kind
of social program, as one would expect if one assumed that the social programs cater to the

lower income groups whose voter turnout differs most over time and across countries’.

Another important conclusion of the analysis of redistributive policies in political
economy isthat an increase inincome inequality (measured as the ratio between the mean and
the median income) should lead to more redistribution. In comparing two income distributions

f1 and f, with the same mean, away to say that f, induces more redistribution than f; is
mi 1

7) Jo(m)dm > 3

m

where m; isthe income of the pivotal voter under distribution f;. The reason that the change
produces more redistribution is that the pivotal voter under f, ispoorer (being m; > ms, with
my St [ fo(m)dm = 1) and therefore his or her distance from the mean has increased.

In our model, however, the condition for more redistribution trand ates into

(18)

m1 mh m) Jolin dm
/ h(m) fo(m)dm > fm ( >2f( )

It is clear that condition (17) does not imply condition (18) or viceversa. In genera,
the foregoing analysis leads to a result of indeterminacy: a mean-median ratio increase does
not necessarily lead to more redistribution in a democratic system, as this will have two
contrasting effects: more inequality increases the middle classes' desire for redistribution,
but it also means greater dispersion in the probability of being informed, resulting in parties

20 SeeLindert (1996).
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targeting higher-income groups. Unfortunately, it is not possible to characterize the effects
of an increase in inequality better, if not in obscure and not very useful ways. However, this
indeterminacy should at least counsel more prudent use of voting models for comparing the
redistributive outcomes of different degrees of inequality. We can summarize this negative

result in the following proposition:

Proposition 5An increase in the mean-median income ratio is neither necessary nor sufficient

for more redistribution.

New elements come to play arole in our analysis, the way we look at inequality and
redistribution is substantially different from previous models. First of all the shape of the
function h(m) matters. Since the results are driven by the fact that h,, is positive, it can
be argued that traditional results are likely to be reversed when /. is large enough. That
IS, to be able to say anything about redistribution we must also be able to determine the
impact of income on the decision to acquire information. Clearly, this may depend on many
elements: asufficiently high general level of education, for example, isan important condition
for widespread access to information and certainly raises the capability to extract information
from the news. In terms of our model, education can be thought to reduce the cost of acquiring
information. Also, the role of the supply of information should not be underestimated:
sufficiently free press and competition in theinformation market, for example, can increase the
availability of good quality information and hence reduce the costs of information gathering.

In focussing on the formal aspects of electoral processes, the political economy literature
seems to have neglected the role of factors that certainly matter for the proper functioning of
democracy: democratic decisions require not only that people go to the polls but also other
institutional elements, such as those that foster informed public opinion. Evidence concerning
the effects of information supply on citizens responsiveness and political participation is
provided in Larcinese (2000). Sen (1981, 1984) has pointed to the role that newspapers
may play in preventing famines, by increasing citizens' awareness and therefore government
activity in prevention. Bedey and Burgess (2001) find a positive correlation between
newspaper circulation and government responsiveness to natural calamities.

Another consideration is that focussing on median and mean incomes can be highly
misleading. It would be more appropriate to consider the whole income distribution, since the
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identity of the expected pivotal voter can be modified by changes outside the median-mean
range: changes in the distribution that leave both median and mean incomes unaltered may
nevertheless influence policy choices by affecting citizens' responsivenessin other parts of the
distribution, thus changing the identity of the pivotal voter.

This leads to another important consideration, namely that not only relative but also
absolute inequality matters. Two distributions with the same degree of relative inequality (as
gauged for example by Lorenz curves) may produce different political outcomes, because the
function i(m) isnot necessarily linear, and will therefore “weight” the two distributive profiles
differently. In section 3 we derived results on i, (), but nothing general can be said about
h;/n(m). That is, a change in the difference between mean and median income, leaving their
ratio unaffected, would change the political equilibrium in our model even when it would not
affect a standard Downsian model.

Furthermore the mean-median ratio (or distance) is not necessarily a good measure of
inequality®. Indeed, we can think of an increase ininequality (in terms of Lorenz dominance,
for example) associated with a reduction of the distance between mean and median income.
However, as political equilibria have been derived in the literature in terms of this measure, it
has become standard to consider only mean and median income. Yet our analysis suggests the
need to considering the entire distribution. Further analysis is necessary to derive results in

this direction.

Since Proposition 5 isessentially anegative result, we now usetwo examplestoillustrate
the possible implications of the foregoing analysis.

Example 1 (A poor majority).

Let us consider a population divided into two groups, P and R, with respective income
mp and mg and mr > mp; we also assume that Np > Ng. The two sources of information
cost w and = now assume a finite number of possible values, in particular S,, = {wr,wn}
(Withwy, < wy) and S; = {er,enr, e} With (e < e < ) and the respective probabilities
arepy, pr =1—pu, qu, qu, ¢ We then have the following possible realizations for the cost

21 For exampleit does not satisfy the Pigou-Dalton transfer principle. See Lambert (1995).
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of information v :

vg =wy +eg WP. py X qn
Vg =Wy +En =W 4+ WP. py X gy +qu X (1 — pp)
vy =wy +eL =wr +ep WP. pr X qr + qu X (1 — pr)
vy, = Wwr, + £ W.p. (1—pH)qL

=

Moreover, the probability of being informed assumes an extreme form:

_J life>e
2e) =1 pife<z
We will also assume that the value of information and the income distribution are such that at

acost v nobody isinformed, at a cost v, only the rich buy information, i.e.

™l

6*(mR7 UMH) =
6*(mP,UMH) = 0
and at cost v,,;, and vy, al agents value information on political party platforms at more than
the cost of acquiring it, i.e.
6*(mp, UML) =€
It is immediately clear that with full information the Condorcet winner is the policy

preferred by the poor a* = ap. Let us now analize imperfect information. Using Bayes's rule,

after observing his or her own private cost, each agent is able to deduce that

PI‘(CUH”UH) =1
— P X qm
Pr(wy|v = p=
rlvan) Pu X qu +qu X (1 — pu)
X
PI‘(CUH”UML) = }_?: Py iz

pu X qr) +qu < (1 —pg)
PI‘(CUH”UL) = 0

Let us then consider the two possible realizations of w.

Case 1. w = wy. Some agents will have a private cost v and will have no incentive
to gather information. The rich with costs v, and v;;;, will gather information. For alarge
population, each agent’s probability of being informed can be translated into the fraction of
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the population that is informed. Therefore we have (¢a; + ¢;,) N informed. In the same way
we ha\IEqLNp informed. If (qM + qL)NR > qLNP then a* = aR.

Case 2. w = wy,. The poor with v = v,y stay uninformed while those with v = vy, 1,
have a value of information greater than its cost and therefore acquire it. The rich with v, 5
and v,z Will acquire information. Let us now assume that Ny < ¢ Np. What happens to
agents with cost v, 7 Notice that those agents would receive a positive value from acquiring
information on party platforms. However, they aso have degenerate beliefs on the realization
of w. Knowing that w = wy, they learn that a fraction ¢, of the poor are informed, and that
Is enough to establish that «* = ap. Therefore they do not need to gather information to be
informed on the policy, independently of their income, and can free ride on the group with
higher cost v = vy, . Only afraction g, of the poor and (gar + gu) of the rich will be

informed, which ensures a* = ap. Thus, we have proved the following proposition:

F’rOpOSition 6A$UmeqMNp > Ng and (qM + QL)NR > qLNp. Then a* = ar W.p. py and

a* =apW.p. (1 —pn).

It is thus clear that, depending on the parameters, even a small minority of rich people
may be able to obtain their preferred policy. Thisislikely to happen when the majority of the
poor are not in a position to make relevant private decisions. If, for example, a majority of the
population is at a subsistence level of income, they have no incentive to be informed on public
policies, thus leaving public decisions to the rich minority, in spite of the fact that collective
decisions could significantly affect their welfare. When we compare this with the outcome
under full information, it is evident that the probability of having outcome a* = ap has been
reduced from1 to (1 — py).

Example 2 (Constitutional restriction). Let usconsider again apopulation divided into
rich and poor, with the same assumptions on popul ation distribution and the cost of information
asin Example 1. We will now also see that other sources of uncertainty can be introduced and
that something can be learned about them from parties' behaviour. Also, initial endowment
does not need to be income.

Agents have identical utility functions U(c,, g), where ¢ is consumption, ! is leisure
and g is apublic good. Gross income and net income are respectively generated by agent
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according to

where w; is the wage rate, (1 — [) is labour supply (with total time normalized to 1)
and ¢t isaflat tax rate. The public good is produced with constant returns at unitary cost and,
assuming balanced budget, we have

g:thi

Rich and poor are endowed with different wage rates wp < wg. That of the rich is
assumed given and common knowledge, while that of the poor is a random variable that can
assume two possible redlizations: wp = wp W.p. p, and wp = wp W.p. (1 — p,) Withwp >
wp . Notice that nothing would changeif instead of uncertainty on the wage rate we considered
any element of preferences, say intensity of preference for the public good by either of the two
groups.

We consider two possible regimes. in regime a a linear tax is levied on the entire
population and the revenue is used to produce the public good. In regime b a congtitutional
restriction prevents taxation below athreshold level of grossincome, so that if the poor have
wage rate wp they are not taxed, whatever the tax rate. Indicating this threshold with 772, we
have

mgr(wg,t) > m>mp(t,wp)

andmp(t,mp) > mVi

Note that the public policy issue ¢ is unidimensional, since there is a binary correspondence
between t and g.

Case a: with full information ¢ is known to everybody. Therefore each agent will
perform an individual optimization over labour supply, taking into account his or her own
wage rate and the tax. Theindirect utility function after thisprocessisgivenby V (w(1—1), g).
Since preferences are assumed identical for all agents, when coming to the public policy issue
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we will typically havetp >ty (and gp > gr). Therefore the Condorcet winner is represented
by t* = ¢p, and competing political parties will converge on ¢*. Let us now consider the
case of imperfect information. Thisis very similar to that analysed in the previous example.
Therefore, on the basis of Proposition 6, if we did not have uncertainty on the wage rate we
could have concluded that t* = tz w.p. py and t* = tp w.p. (1 — py). But now we have
to take into account that the optimal tax rate for each agent depends on the realization of the
uncertain wage rate of the poor. We will have

tp(wp) > tp(wp) > tr(wp) > tr(wp)

Therefore:

tR(Qp) W.p. pu X Puw
tr(@p) W.p. prr X (1 — pu)
tp(@p) W.p. (1 = pu) x (1= pu)
tp(wp) W.P. (1 — pu) X pu

=

Note that the value of information for each rich agent is represented by

G(wR) = V(wR(l - t*),g*) — [ pu % pwv(wR(l - tR(wP))ugR(wP))
+pr X (1 = pu)V(wr(l — tr(Wp)), gr(Wr))
+(1 = pr)puV (wr(1 — tp(wp)), gp(wp))

+(1 = pr)(1 — pu)V(wr(l —te(wp)), gp(wp))]

The poor learn the realization of their own wage rate and therefore have one less source of
uncertainty. Then the value of information for each poor agent is given by

G(wp) = V(wp(l=1"),9") — [puV(wp(l — tr(wp)), gr(wp))

+(1 = pu)V(wp(l — tp(wp)), gp(wp))
We are making the following assumption on the value of information:

vg > G(U)R> > Uy = Upmr = VL

Vg > UpH > G(wp) > UpL > VL
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Notealso that the value of information for therich in thiscaseisnot limited to knowledge
of policies but extends to knowledge of an exogenous el ement (the wage rate of the poor) that
can be useful for some decisions and that is revealed by politicians' behaviour.

Case b. Now we have a constitutional restriction that prevents the poor from being taxed
if they are endowed with the low income. The preferred tax levels will change accordingly.
Indicating with t%(wp) the tax rate preferred by group P when their wage rate is low,
under the constitutiona restriction we have & (wp) = 1 > tp(wp). If the wage rate of the
poor is high then their preferred tax rate is not affected by the constitutional restriction, so

tS(wp) = tp(wp).

The preferred tax rate of the rich aso changes. If the poor’s wage is high then again
the constitutional restriction has no effect: 5 (wp) = tr(wp). But if wp = wyp then
t5(wp) < tr(wp) (assuming that the substitution effect dominates the income effect).

With full information the constitutional restriction is clearly favorable to the poor since
the new Condorcet winner will simply follow the preferences of the poor. Therefore the
equilibrium policy becomes t* = 1 w.p. p, and remains {p(wp) W.p. (1 — p,). When
introducing imperfect information, notice that under the constitutional restriction if the wage
rate realized for the poor is low, then they have no uncertainty over their own tax rate,
which is going to be zero independently of public choice. The poor can then perform their
preferred labour supply choice without information gathering: the value of information for
them becomes zero and therefore lower than the lowest possible realization for the cost of
information. If thisis the case then the Condorcet winner is represented by % (w ). However,
if the realization of the wage rate is high then the poor will till gather information and
therefore the Condorcet winner ist$(wp) = tp(wp), i.€. exactly thetax rate that would prevail
without constitutional restriction. As a consequence, the political equilibriumis t%(wp) w.p.

Pw and tp(mp) W.p. (1 — pw)
The situation considering asymmetric information has been reversed. Now we can have,
with probability p,,, a deviation from ¢, (wp); not, however, towards an increased tax but a

reduced one. Moreover, it is even possible that the constitutional restriction is harmful for the
poor. Without the constitutional restriction the (ex ante) expected tax rateis

E(t*) = tr(wp) pu X pw +tr(@Wp) pr X (1 — pw)



+tp(@p)(1 = pr) ¥ (1= pu) + tp(wp)(1 — pu) X pu

while under the constitutional restriction we have

BO(") = 5 wp)pu + to(@p)(1 — pu).

We can easily have situations where F(t*) > E€(t*), (for example because t%(w;) is
very low) and therefore a restriction which has been introduced in order to increase income

redistribution might eventually reduce it.

Itisclear that arestriction on targeted benefitsinstead of on the tax would have delivered
the same result. The basic insight is that to participate in public life people may need some
“selective incentives’, and an important aspect of public policies is whether or not they
generate such incentives.

7. Extensionson coalitions and opinion leaders

The solution concept used in the model is Nash equilibrium: nobody wants to deviate
unilaterally from his or her best response given the behaviour of other agents. It iswell known
that Nash equilibria do not need to be efficient, in the sense that Pareto improvements are
sometimes possible when agents are able to coordinate.

It should first be noted that in the model presented here this is not the case. If side
payments among citizens are not possible, then any agent would just prefer his or her ideal
level of a to any other. Therefore, once an equilibrium (whatever it may be) has been reached,
there is no way to improve the condition of one of the citizens without putting somebody else
in aworse situation. Thisisatypical feature of all Downsian models®.

It isuseful to think of a asa public policy grounded in a second best environment. This
creates the possibility that some public policy choices are more efficient than others, in the
sense that they could Pareto dominate different outcomes if some form of compensation were
possible. Anyway, since we limit our policy space to one dimension (), then the conclusion

22 Thisisdiscussed in Besley and Coate (1998).
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must be that any outcome of the political processis Pareto efficient. However, it is interesting
to note that the political outcome is not preferred by the majority of the population, i.e. there
are available alternatives that could potentially beat in pairwise comparison that selected.

Some progress could be made by recognizing that the political equilibrium of this game
does not need to be coalition-proof. Nash equilibrium is concerned with the behaviour of
single agents. We know that since the probability of being a pivotal voter is zero, nobody will
put more effort into information gathering than what is optimal from a private perspective.
However, if a large group of citizens with similar preferences can coordinate on acquiring
more information, this would shift the political equilibrium towards their preferred one. This
shift in political outcome could be worth the extra-effort spent in information gathering; the
problem is that information above the private needs is a public good, and individuals will fail
to coordinate without some specific coordinating device.

However, in aworld in which it isindividually costly to gather information on political
platforms, it can also be too costly to coordinate people for acquiring information: moreover,
there may be other reasons why people might not be willing to coordinate on information
acquisition®®. The form of coordination one can imagine is directed to reducing the costs for
some groups: thisistypically done by many organizations with an interest in policy choices.
Another way this coordination can, at least partially, take place, is by transmitting “cheap”
information. In other words, it might not be necessary to know and perfectly understand the
public budget and its implications in order to make a "good” choice. If a pre-election stage
Is added to our model, in which people can simply endorse parties and say “vote for B” or
“vote for A", without any justification, this could change the political outcome, as long as the
announcements come from people whose preferences are known. We can think that a cheap
message (one that can be received at low cost), rather uninformative per se, can nevertheless
serve uninformed citizens as a good signal of where the preferred policy lies*. The problem
in this case is transferred to the “reliability” of the sources of such messages. Is it realistic
to assume that people know the political preferences of other agents? It should be recognized
that some agents are able to signal their preferencesin some way and that many organizations
are also able to establish a reputation in this sense. Trade unions, for example, are often

23 For example becauseit can seriously limit individual liberties.

24 Seefor example Grossman and Helpman (1997).
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able to coordinate peopl€e's voting decisions because of their reputation. Note, however, that
the role of those organizations or opinion leaders is not necessarily to transmit information,
which could well mantain the same cost, but to convey messages that can coordinate people’s
actions: we can think of this as a possible direction for investigating the role of ideol ogies and
leadership in the political process.

The fact that this coordination failure can be more pronounced among low-income
citizens is consistent with good many stylized facts about voters turnout in elections,
participation in organizations, etc. Moreover, it may tell us something about the role of
political organizations in democracies, and in particular about the historical differences in
the way popular parties were organized compared with traditional liberal parties (i.e. parties
that were formed before universal suffrage). Our analysis may provide a rationae for the
strong organization and sense of the leadership typical of most popular parties: thisis simply
consistent with the necessity for more effective coordination.

8. Summary and conclusion

This paper studies the role of citizens demand for political information in elections
and provides a possible explanation for the low empirical support encountered by political
economy models of income redistribution. This is done by linking the demand for political
information to voters' responsiveness to political platforms and considering that incentives to
gather political information may derive from its relevance for private choices. This incentive
Is generally asymmetric across the population, which may generate a heterogeneous degree
of awareness about policies. We consider a Downsian environment with vote-seeking parties
and the possibility of full committment to proposed platforms and show that, for awide class
of utility functions, the ex ante value of political information is increasing in income and
therefore, in electora periods, richer agents have higher probability of being informed on
proposed platforms. Since parties tend to target the citizens who are expected to be more
responsive to their proposed platforms, the political equilibrium involves policy convergence
not to the median preferred policy but to the policy preferred by the expected median informed
voter. Therefore redistribution can be expected to be, in general, less than that predicted
by the median voter result. Moreover, an increase in inequality will have two contrasting
effects: it will increase the desire of agents with income below the average for redistribution,
but it will also generate greater dispersion in the probability of being informed, resulting in
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parties targeting higher-incomevoters. The net effect depends on many variables and cannot be
determined in asimple way, asin traditional Downsian models. Thisis a possible explanation
for the fact that greater inequality in democratic countries does not very often lead to more
socia spending or redistributive taxation.

Another consequence of our analysisis that to understand redistribution we should not
confine our attention to relative inequality; if alarge majority of the population have only a
subsistence income cannot be expected to obtain their preferred policies. At the same time,
some restrictions on the policy spacethat are apparently beneficial for the poorest segments of
the population may end up reducing their incentives to participate in public life and therefore
actually working against redistribution. Those perverse effects cannot be captured in models
that assume perfect information.

Thisanalysis callsfor abetter understanding of mechanismsand institutions that, though
not being part of a formal definition of democracy, are nevertheless quite important for its
functioning. If informed choices are generally better than uninformed ones, then having an
informed public opinion is an important characteristic of a truly democratic system. This
consideration seems to have been neglected in most of the public choice literature to date.

What is done hereis clearly only a partia step, and further investigation is necessary.

From a theoretical point of view this approach can be extended to different and more
sophisticated models of political competition, where the effect of multidimensional policy
spaces and non-commitment on platforms can be examined taking the role of information
into account. Also, the link between lack of information and abstention deserves further
Investigation. Some recent works establish thislink in aclearly microfounded way but aways
assuming fixed political alternatives and therefore focussing only on voters' decision-making;
il would clearly be interesting to consider the reactions of political parties, as in the present

paper.

Further empirical investigation is also necessary for a better understanding of these
processes, especially regarding parties reactions to citizens' responsiveness.



Proofs of results

Proposition 1(if a*(w) is a continuous function).
We divide the proof in 3 steps.

1) Let us consider the objective function fS{U(a:]a*(w))pw(w]v)dw. Notethat U/(.) isa
continuous function and never changesits sign, and a*(w) and p,,(w|v)dw are both continuous
functions. Then we can apply the weighted mean value theorem for integrals to say that 3 &
S.t.

w

[ vl @)nelnis = Ul @) [ puelds = Uil @)

W

We do not know the actual value of &, which depends on the inequality aversion of the agent,
and on ¢2. But we know that the optimal decision function derived under uncertainty is the
same as that derived under one of the possible deterministic functions. Then we can express
the solution to the utility maximization problem asx*(m, p, a*(©)).

2) Note that for a homogeneous of degree 1 utility function we have x*(m, p) = mx*(p)
and therefore, V(m, p,a*) = mV (p,a*). Let us define by XN/(m,p, a*) the maximum utility
attainable when platforms are not observed. Suppose we have a given realization a*(w'). The
indirect utility function (ex post, i.e. if a* is observed) is thus V(m, p,a*(w")). From step 1,
we can express the solution when a* is not observed as x*(m, p,a*(w")) for somew” € S,.
Then the ex post value of information for the realization w' is given by:

1"

G(mlw') = U(z"(m,as,ap)la’ (@) = Ulz"(m)]a"(w"))

1"

= m[V(p,a*(w)) — V(p,a*(w"))]

Note that

! ! 1

Tw)=[Vpadw) -Vpa(w))] =0
with strict inequality if w' # w" (by the definition of value function), which implies that

AG(m)
am

> 0.
3) Finally

WW@=/&WMmWMW
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and

Oy(m) _ / IG(m|w)

S 5 Lo (w]v)dw.

The stated proposition follows from the fact that 220 > 0.m
Proposition 1(if a*(w) isadiscrete function)

As claimed in section 4, theorem 1 does not actually require the continuity of a*(w).
Let us then assume a finite but very large number of citizens N and the functions p,,(w) and
pe(c) as discrete probability functions with mass respectively over S, = {w;|pw(w;) > 0}
i=1,...k,and S. = {g/|p(g;) > 0},1 =1,....h. Then, maintaining all other assumptions
holding, we can provide the following alternative proof.

Note that step 2 in the previous proof still applies with (indicating with &; the true
realization of w)

k

G(m|@;) = U(a"(m, as, ap)|a’(@,)) = Y pw)U(z"(m)|a” (w:))

=1

By homogeneity of U(.), we derive (asin step 2) that

By the definition of maximum value function we have V (p, a*(&,)) — V(p, a*(w;)) > 0
Vi, which implies G(m|@;) = T(&;)m, where T(&;) = [SF, p(w)[V(p,a*(@;)) —
V(p,a*(w;))] > 0.

Then we have
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from which the result is proved immediatel yl.

Proposition 2The objective function is

max[m(1 — 7e)]V + gq(e)[m(1 — we)|y* — ve

ecF
Thefirst order condition is

—mmV + [g.(e)m(1 — 7€) — g(e)mm)]y” — v =0

Note that the second order condition is always satisfied:

lq. (e)m(1 — we) — 2q.(e)mm]y* <0 Ve

We can then apply the implicit function theorem to the FOC to say that

de*(m,v) =7V +|g.(e) (1 —7e’) —g(e")m)]y"
om lq. (e*)m(1 — me*) — 2q.(e*)mm]y*
de* (m v)

Aswe have seen, the denominator is always negative, so > 0 if and only if

—aV + g (€")[(1 — me*) —g(e’)m)y" > 0

which implies

g.(e")y — 7V — q(e)my*
q.(e*)y*m

er < (A.1)
However, notice that to satisfy the FOC it must be that

o Gele =TV —gle)my v
q.(e*)ym Ty g (e*)m

which means that A.1 is always satisfied. Therefore 20" ~ ( gnd 27atle) -

By using the implicit function theorem we also have that

de*(m,v) -1
=— v
a0 @ (e)ym(I —mer) 2 (e ymaly
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which in turn implies that 27=02) — o m.

Proposition 3By assumption 2 we know that for any platform pair (a;, a,) there exists one
type of agent a who isindifferent between the two and either

agp < a= V(mk, CLZ') > V(mk,aj)Vak <a

or
ap < a= V(mk, CLZ') < V(mk,aj)Vak < a
Define L(a f B ( )g(a)da and R(a') = [ hu( )g(a)da. Now consider

a < a*. If party i chooses a’ then party j will maximize ;(.,.) by settinga” = a' + ¢, for
an infinitesimal + and getting votes R(a”) . But then o’ is not a best responseto " since, by
continuity of the policy space, there exist a” + ¢ that maximizes F(., .). But thisistruefor any
a' < a*. The same argument applies for any @' > a*. Therefore the unique Nash equilibrium
isgiven by (a;, a}) which delivers payoffs P;(a;,a}) = Fi(a;,a}) = 0.1

i Yy

Lemma 1Note that the distribution h,,(z~'(a)) depends on the realized vaue of w; therefore
parties will make platform announcements contingent onw. From platform convergence on
the expected Condorcet winner we have that the equilibrium can be expressed as a*(w). We
want to show that «*(w) isalso a continuous function. Let us consider theimplicit function

* a

Alw,a”) = La h(z *(a)|w)g(a)da — / h(z *(a)|w)g(a)da = 0. (A2

*

where o* indicates the Condorcet winner in the distribution g(a)h(z ' (a)|w). A(w,a}) is
clearly a continuous function (as h,(m;v), p(v;w) and g(a) are continuous), stricly in-

L
creasing ina; and

Thus, applying the global theorem for implicit functions (Dini) we can say that there exists
aunique and continuous function «*(w) defined in S,, and having valuesin A and such that
Alw,a*(w)) =0Vw € S,.A
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Proposition 41n equilibrium with full information we have

/_M g(a)da = /_ g(a)da — %

M

while instead when w > 0 we have

[ e angtapdaz [ na)gta)da

M

since h(z'(.)) isamonotonic decreasing function. Thisimplies a3, cannot be an equilib-
riumsincen;(ay, —<,a%,) > ni(a},, a},). Notethat instead n;(a}, + <, a%,) < ni(aly,, ay),
and therefore, by single crossing in policy preferences, deviations above a’, are never prof-
itable. By the same property, any subset of N will have a Condorcet winner represented by
the policy a* preferred by the median voter in the considered subset.

Now remember that ., (m;v) = g(e*(m;v)). Thereforeif w = 0 thenv = <. Thus we
have E(elm) = [ e*(m;<)p(e)ds. Also, e*(m; <) and p(s) are continuous functions, which
implies El(e|m) is continuous. Since m' > m = e*(m’;s) > e*(m;e) Ve € S. then
% > 0 and therefore ho(m) isincreasing in m which implies that o*(w) has an upper

bound in a*(0) which is strictly lower than a?,.

To prove the second part of the statement, let us reconsider A(w,a*). From the implicit
function theorem we know that

IN(w,a*(w))

CL*/ _ dw
w T IN(w,a*(w))

da*

The denominator is clearly positive, while the sign of the nominator is ambiguous. There-
forethesign of a* is opposite to that of

(@) 2 Ha)|w @ 2 Ya)|w
/i Oh( &5 ) >g(a)da_/m(w) on( &5 9 o a)da

a%n(.,.)
dwda

First note that 2:_(9)«) — ¢ which implies that both integrals are negative. If <0
then any value of 22¢_(l) jn the first integral is higher than any value of 21&_(@l) j

the second one. Since the derivative is calculated in a*(w) then each side has a total mass



of half interms of ¢(a). Therefore we must have

(@) 2 Ya)|w @ 2 a)|w
/i on( &5 ) )g(a>da>/a*(w) Oh( &5 9 (a)da

whichimpliesa* < 0.1
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