Section-1:

Introduction:

     The success of a political party in a democracy is often judged by its ability to stay in power. This usually involves adopting strategies and designing schemes on part of the ruling party that could maximize the probability of reelection. Interestingly, proper redistributive policies in the context of poor, developing nations satisfy the requirement of social justice as well as efficiency since even distribution may encourage accumulation of human capital. But it is seen that redistribution often constitutes an effective strategy to appease the majority of voters. Examples are not rare where such redistributive policies, if not complemented by public investment may be harmful to growth. Sometimes street smart policies with an apparent welfarist outlook requires marginal effort on part of the ruling party and such redistribuive efforts can be financed through exploiting the ‘other’ set of voters. Such priorities are popular because they are convenient for the electoral outcome. It is quite possible that an utterly stagnant economy keeps reelecting the same government as long as the act of redistribution, explicit and implicit, can be sustained in a successful manner (so long as the ‘other’ can be squeezed successfully). The government which operates and sustains itself in this manner is termed here as a 'populist' government. An important thing to remember in this context is that the government's success in the elections is contingent not only on its own relocation capabilities but also somewhat on the past administration's performance. The worse the performance of earlier administrations, the higher will be the current party's approval rating, at least initially. However, as time goes on and the situation inherited by the new administration (the government, in our case) is discounted or forgotten, the government's support will depend on its own cumulative performance record. The tendency of a government 's approval rating to decline from its earlier 'honeymoon level' (Hibbs, 1987) is a very important feature of a democratic structure and has to be taken into account while discussing the long-term electoral success of a 'populist government '. 

     We provide a model below, which says that a populist government may extract one of the sectors as much as is possible for its own gain. Thereby, it runs the risk of losing the sympathy of the deprived sector after some time. How is, then, the government handling the redistributive mechanism to retain its political gain? This is something that we have tried to explore in this paper. Section 2 of the paper gives an outline of the literature existing in the field. Section 3 provides the basic static model. Section 4 deals with comparative static. Section 5 provides one dynamic version of the model. Section 6 concludes the paper. 

Section-2:

Existing Literature:

     Different models of political gains emphasize either the ‘partisan’ or the ‘opportunistic’ incentives of the policymakers. In ‘opportunistic’ models, the policy makers maximize their popularity or their probability of reelection. Nordhaus (1975) the major proponent of the ‘opportunistic’ models of the mid-70s put it like follows: "How can we rationalize the persistence of party affiliation in our model? It can come either from the party’s principles or voter’s perception. Consider first the possibility that political parties have a consistent ideology …it is accurate to say that in the U.S. republicans have consistently been more concerned about inflation and Democrats about unemployment. If this is so, then each voter can align himself in a natural way with the party whose tastes must coincide with his own. This leaves the ‘swing voters’ to control the election outcomes. The problem with this behaviour is that if one party holds to the principles through thick and thin while the other is more ‘adaptive’, then the principled party will never be in power. As politicians know, pure principle is dysfunctional…”.  In Nordhaus’ framework, therefore, the focus is on the behaviour of a system where parties behave ‘rationally’ and where voters do not affiliate with parties for non-economic reasons. In this sense the parties as well as voters are often neo-classical. The ‘political business cycle’ model of Nordhaus predicts pre-electoral high growth and low unemployment, increasing inflation around the election time and a post-electoral recession, regardless of the political orientation of the party.

     As opposed to this, Hibbs’ 'partisan' model (1977) implies systematic and permanent differences in the inflation/unemployment combination chosen by different political parties. Specifically, in this model different political parties represent the interests of different constituencies and, when in office, follow policies which are favourable to their supporting groups.

      These papers are based upon pre-rational expectations model of the economy. After the development of the game- theoretic approach to the positive theory of policy, 'rational opportunistic’ models of Rogoff and Sibert (1988), Persson and Tabellini (1990) and 'rational partisan' models of Alesina (1987) came to replace the earlier ‘adaptive’ models of political business cycle (PBC). These models depart from their predecessors in two important dimensions. First, the assumption of economic agents' rationality makes real economic activities less directly and predictably influenced by monetary policy. Second, voters' rationality implies that they cannot be systematically fooled in equilibrium. 

     Rogoff and Sibert, for instance, tried to show that electoral cycles in taxes, government spending and money growth can be modeled as an equilibrium signaling process. The cycle is driven by temporary information asymmetries, which can arise if, for instance, the government has more current information on its performance in providing for national defence. By taking advantage of this informational asymmetry, and by tying to appear as competent as possible before elections (the government tries to 'signal' that it is doing well), the politicians behave in a way leading to a Nordhaus’ type political business cycle. However, given voters’ rationality and awareness of the politicians’ incentives, the latter are limited in their opportunistic behaviour – voters cannot be systematically fooled in equilibrium. The voters observe the government competency directly but with a lag. Thus the resulting cycles are more short-lived and less regular than in Nordhaus’ model. Also this may be reflected on monetary and fiscal policy instruments instead of output and employment i.e., it may not necessarily be on the level of economic activity. It is important to know that the opposition in this kind of a set-up has no credible way to signal the 'effectiveness' of its policies.

     Alesina suggests a ‘rational partisan theory’ by assuming that uncontingent labour contracts are signed at discrete intervals (which do not coincide with the political terms of the office) and that electoral outcomes are uncertain because of shocks to voters’ preference or to voters’ participation rates in election. The basic idea is that given the sluggishness of wage adjustments, changes in the inflation rate associated with changes in government create temporary deviations of real economic activities from its natural level. This gives rise to political cycles. So, with nominal wage contracts and rational voters, permanently different inflation rates across parties may result only in temporary post-election differences in growth and unemployment.

          At this point, we would like to refer to another strand in the political economy literature, which deals directly with the redistributive policies of the legislators. In this literature, it is assumed that the vote maximizing candidates for reelection often have an incentive to redistribute income. They target certain constituent groups as recipients for income transfers and others as income losers. Seen in this way, the parties are 'opportunistic'. They do not care about a fixed ideology. This is one way of looking at the phenomenon of income transfers. In this context one should remember that political analysts and economists have long analyzed income transfers from both normative and positive points of view. More recently, a number of political analysts have used the spatial modeling on the problem. For example, Meltzer and Welrath (1975), as well as Hochman and Rodgers (1974) conjecture that redistributive politics can be analyzed by a simple spatial model. Who gets and who pays is driven by the median income among voters. If a majority of voters must decide the maximum cut-off level for eligibility for income transfers, then those with incomes at or below the median constitute a majority and can get the cut-off to be set just above the median. In all these models, the starting point is a given distribution of voters' preferences over a fixed policy space. Voters are assumed to have ideal points located in the space. Preference drops off as a function of distance from the ideal points. Vote maximizing politicians are assigned a relatively passive role relative to this fixed landscape. Each politician is then assumed to survey the environment to seek out the point in the policy space which was closer to most voters' ideal points than that chosen by his (her) opponent. Moves to get beyond this orientation have been made in this literature. For example, Enelow and Hinich (1984) note that if the candidates in an election are straddled with relatively permanent positional reputations, the 'competition must consist of trying to move' the median preference 'toward the candidate's position.' They then develop a theoretical apparatus for preferences to be manipulated by politicians. Similar to Enelow and Hinich, but in contrast to the to the traditional model of passive politicians, Frohlich and Oppenheimer (1990) present an activist model. Rather than seeking the best available position from which to compete, politicians have some power to alter some features of their environment to suit their vote-maximizing incentives. They propose that one such means by which such changes can be achieved is redistributional policies. Incumbent politicians can author redistributional programmes to benefit one group at the expense of another. The model illuminates the interplay between benefit-seeking voting groups and vote-maximizing politicians. Unlike the traditional spatial voter models, this model does not converge to a median voter position. 

     In another paper, Frohlich and Oppenheimer (1984) depict a model of post-election redistributive strategies pursued by a legislator in a representative democracy. One of the important predictions of the model is that the issue of redistribution is not zero-sum at least from the legislator's point of view. They further show that democracy may level, or may exacerbate income differences depending upon the situation. 

With this background literature, we set out to construct our model in the next section. 

Section 3:

The Model:
The basic assumptions of our model are the following: 

a) The 'populist' government is 'opportunistic' and is only concerned about maximizing its probability of winning. The members of the voting groups -urban and rural- are benefit seeking and they only care about their average group income, which in a way reflects their general standard of living. Each of the members has a critical level of average group income in mind (or expected average group income), which once crossed, makes them a supporter of the party in power.
 
b) As far as the voting population is concerned, their expectation does not enter in the function explicitly, as has been mentioned earlier, but the government's expectation is contingent on the voters' reaction towards choosing its policy variables. We assume that the government's expectation is of ‘rational type’.
 Now, let us explain the concept of swing voters. The swing or the vacillating voters are those, whose critical level income is just coinciding with the one that is prevailing as the average group income. In the dynamic version of the model we have assumed that the later period's swing voter proportions are positively correlated with previous period's incomes. The assumption behind is a behavioural asymmetry: with an increase in income we have more voters reaching their critical levels from clear opposition than the number of voters whose critical level is just surpassed and they have started becoming confirmed supporters of the party in power at that particular point in time. This gets justified once one remembers that the voters in favour of the opposition party in this case have to be very strongly opinionated, because they are the ones who have remained supporters of the opposition in spite of its dismal performance. Now with an increase in income, it is easier for them to switch over (once, their critical level is surpassed) and become swing voters from clear opposition. But it is always more difficult for anyone who has supported or has been indifferent to the opposition in spite of its performance, to become supporters of the government in power. By the same token, when income goes down, less people switch over from clear support to the swing stage than the number of people who switch from swing to opposition. So, being a supporter of the government has got to do with a more stringent ideological position than being a non-supporter and the demarcation line between swing and opposition is more easily blurred than that between swing and support. 
c) The probability of winning is contingent only on the swing voter proportion in each group, as has already been mentioned. The other voters are assumed to be aligned clearly in favour of or against the party. This swing voter proportions are initially assumed to be given. Later (in the dynamic version), we introduce the 'memory' factor in our model and swing voters in the latter periods start depending positively on the average incomes of the initial periods. 
d) The government 's gains while staying in power are concrete monetary gains. Utility (monetary) in getting reelected is treated as a constant term in the model.   
e) We assume risk neutrality.

f) Swing votes are in no way related to the population of a particular sector. 
g) The government in power wants to retain its position in the coming election in the face of uncertain outcome.
  Section-3:

   The model:
     A populist government operates in the following way. There are two sectors – urban and rural (u and r) and two time periods – 1 and 2. A soft loan C is taken from an outside source (central government or sources abroad) in both the periods, (1, 

(1-(1), (2 and (1-(2) are the proportions of it distributed to the urban and the rural sectors in the two periods respectively. (1, (1, (2, (2 are the vacillating or swing voter proportions (proportion in terms of total swing votes) in the urban and rural sectors in the two periods respectively. Swing votes are exogenous terms as far as our static model is concerned. 

[image: image1.wmf]yu1 and yr1 are the average incomes of the urban and the rural sectors respectively in period 1. yu2 and yr2 are the average incomes of the urban and the rural sectors respectively in period 2. Probability of reelection is a function F. It is contingent on the average incomes in the two sectors in both the periods, namely, yu1, yr1, yu2 and yr2. Total income of the government is the probability of reelection times a constant utility u. Obviously, the government's benefit is directly proportional to the probability of reelection. Now, let us come to the cost part. The loan C has to be repaid by the government. It does so by extracting some of the loan that it has distributed to the urban sector. Let ( stand for the part that is taken away from the urban sector and is immediately repaid in period 1. So ((1-()C is the net amount of loan that goes to the urban sector. Therefore, (1-()C remains to be repaid by the government. Let us also define a function h over (1-()C that denotes the total value of repayment (including interest rates) by the government. So h(1-()C becomes the amount that needs to be repaid. The entire thing is repeated in period 2 in a similar fashion. The total value function v of the government in power is then:

     Our choice variables are (1 and (2 and our parameters are ( and C.  The first order conditions for this are given by:
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Each of the conditions implies that with a small increase in urban endowment the marginal gains in urban swing votes in a period must be exactly equal to the marginal loss in rural swing votes. 

Section 4:

Comparative static:

Among parametric shifts, a rise in ( would be an interesting thing to observe since (  is a tax parameter and it affects endowment. [image: image8.wmf]0
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[image: image9.wmf]It is easy to check that (1 rises with ((see Appendix A). Given this, our task is now to see how much (1 increases with an increase in (. For this we need to check the first order conditions. It is clear that (1 has to increase if ( increases but with an increase in (, (1 increases proportionately less than (, taking all the adjustments into account. Similarly, with (2.

[image: image10.wmf][image: image11.wmf]     Now the question is: if with a rise in (, (1 rises but less than (, what impact is it going to have on the urban consumers’ average income in period 1? It would be interesting to note that beyond a certain value of Z, say, Z*, v* always increases with an increase in (, once the following condition is fulfilled: 
[image: image5.wmf]
  The government would, then, try to make ( as high as possible, so that optimum ( can be taken to be very close to 1. Now, whatever be the initial gap between ( and (1
(or (2 ) the gap starts closing down as ( increases and at the most (1 can be equal to ( (both equal to 1 when in the limit ( equals to 1). In this case the loan is not distributed at all to any of the sectors.

     The other possibility is of more interest to us: ((1-() decreases as ( increases and as ( reaches to 1, (1 falls short of (. In this case, the government, in trying to maximize its total value function, would end up extracting some of the resources R that it gave to the urban sector and the urban income is lower than what it could have been in the absence of the loan. On the other hand, if (1 increases, in the latter equilibrium point, (1- (1) falls but as long as ( falls short of (, (1- () is positive. So the rural sector is still gaining some C.

This, in some measure, could be looked upon as a distortionary policy, a way of putting cross-subsidization into effect when a government is not growing. As long as [image: image12.wmf]0
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 voters’ reactions are not endogenized in the government’s objective function, this redistributive manipulations do not create a problem. But as, we will observe shortly, the government cannot but take the voters’ reactions into account and for that we will have to move to the domain of the dynamic model.
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Section-5:
The Dynamic (n-period) Model:
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     In our static model we assumed that the period 2 swing voter proportion is not dependent on the period 1 income in any of the sectors. What happens if the period 2 swing voter proportion internalizes period 1 income? Could the government extract from the urban sector as much as possible even then in the course of distributing C? We present a dynamic model in the following paragraphs where the government maximizes its probability of reelection in one period taking into account the impact of its policy decisions in the next period. Let us rewrite the government’s value function v to be optimized in period 1 and 2 respectively as:

 Looking at the period 2 income v2, we see that its swing voter proportions are now dependent on the income of both the urban and rural sectors of period 1 .v2 is now a function of (1 and (2 with the parameters ( and C.  Likewise, we can construct vt for every period.
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  The function to be optimized essentially looks like the following:
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[image: image18.wmf] Suppose that the initial ( was low. Now, because from the very beginning, ( is set at a low level, the urban voters’ sense of deprivation remains strong throughout. But the memory of the dismal performance of the opposition prevents them from retaliating in the initial periods. This consistency in voting behaviour, however, gradually starts getting diluted as time goes on and the urban voters start favouring the opposition. In other words, we assume that after a certain point, there occurs a jump in the voting behaviour of the urban voters- the political perception of an increase in income through favourable redistributive policy by the present government becomes less significant (or intense) in the urban voters' mind. What this means is that the rate of increase in urban swing votes in favour of the current government with a rise in urban endowment starts falling after a certain point in time. Say, this starts from time periods greater than t = k. We capture this effect by the term,

[image: image19.wmf]for t>k. Obviously, upto the k th period this effect does not come into being. But for all t =k+1, k+2…….this effect is in operation.
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    We write the value function at time period  (k+1) as:

Differentiating w.r.t. (k 
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     Now, one should choose ( in such a way so as to maintain the above equilibrium condition. The same equilibrium (k = (0  that has been maintained throughout will not be an equilibrium ( now. With  (0  the L.H.S will be lower than the R.H.S in (4) So ( has to be increased because a higher ((k+1) makes yu(k+1) go up and yr(k+1) go down. Hence (k+1>(k .

     Now as ( starts rising from t=k+1, after sometime the rural voters start feeling deprived because their share (1-() starts falling continually. But their loyalty towards the party prevents them for some more time to react to this deprivation. Suppose, after a substantial period is over, this feeling on part of the rural voters start getting reflected in their mandate. Let us call this period as k+m+1 in which rural swing votes start going in favour of the opposition party. This is reflected in the same kind of voting behaviour as was the case with the urban voters - the rate of increase in 

rural swing votes in favour of the current government with a rise in rural endowment now starts falling. 
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What happens next? Let us formally put this situation as below:
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The first order condition (4) now becomes:

Differentiating  the first order condition (f.o.c.)  w.r.t t yields,

[image: image23.wmf]0.

 

 to

equal

 

be

 

 to

has

 

s

parenthesi

 

in the

 

each term

 

hence

 

positive,

 

are

 

 

and

 

,

 

As

   

          

0

)

.

.

(

 

C)

-

C

(

   

          

0

 

yields,

 

  

 w.r.t.

v

~

function 

 

 value

 the

of

on 

maximisati

 

Then,

   

          

2

1

2

2

1

2

1

1

1

1

1

2

1

1

1

u

F

u

Cy

y

y

C

y

F

u

y

y

F

v

v

r

r

r

u

u

u

r

r

u

u

d

l

l

d

l

l

a

d

a

a

¢

=

¢

¢

-

¢

¢

¢

+

¢

¢

¢

Þ

=

¶

¶

+

¶

¶

[image: image24.wmf])

(

each   

 

Similarly,

 

).

(

  

can write

 

we

 

and

maximising

 

 to

equivalent

 

is

 

 

.

 w.r.t 

~

 

maximising

 that 

implies

 

This

1

*

1

*

2

1

2

1

-

=

=

¶

¶

t

t

f

f

v

v

a

a

a

a

a

a

[image: image25.wmf]0

)

(

 

)

1

(

<

¶

¶

¶

¶

-

t

ut

t

a

l

[image: image26.wmf]   with.

 

started

 

had

 

government

 

 that the

 

initial

 

 the

is

 

 

where

...

   

can write

 

 we

hence

 

period,

each 

in 

 

same

 

 the

remaining

 

are

 

forms

 

functional

 

 the

As

   

0

0

*

*

2

*

1

a

a

a

a

a

a

=

=

=

=

n

[image: image27.wmf][

{

}

{

{

}

{

}

}

]

{

{

)

)

1

(

(

)

1

(

.

)

1

(

)

(

.

)

(

)

1

(

)

1

(

)

)

1

(

)

1

(

)

1

(

)

1

(

)

1

(

C

Z

h

u

C

y

C

y

C

y

C

y

F

v

k

k

r

k

rk

k

r

k

k

u

k

uk

k

u

k

b

a

a

l

b

a

b

a

l

-

-

-

-

+

-

-

=

+

+

+

+

+

+

+

[image: image28.wmf])

5

......(

.

.

)

1

(

)

(

)

1

(

)

1

(

)

(

)

1

(

+

+

+

+

+

+

+

+

+

+

¢

¢

=

¢

¢

m

k

r

m

k

r

m

k

r

m

k

u

m

k

u

m

k

u

y

y

y

y

l

l


 which means the share of urban income (() falls continually with time after the (k+m)th period if the rate of change in the swing votes in the urban sector is less than a particular fraction of the rate of change in the rural swing votes over time. This can be interpreted as the following: if the memory sensitivity of the swing voters of one sector is less than that of the other, the redistributive variable moves in favour of the latter. If this sensitivity ratio keeps altering between the sectors, the redistributive variable starts following a pattern. In our case, if (6) holds good, this interesting possibility arises. Initially ( was low. Then at period t = k+1 when there occurred a jump in the voting behaviour of the urban voters, it was raised. Then, once again, at period t = (k+m+1), when a jump in the voting behaviour in the rural sector took place, it was lowered. Thus ( started following a boom and slump pattern like the business cycle and this phenomenon can be called as a different version of the political (business) cycle that we had mentioned in the beginning of this paper (See Appendix B for diagrams). 

Section-6

Conclusion:
     In view of the above analysis, it is clear that redistributive strategies on part of an opportunist government for whom reelection is the most important concern, sees every bit of the process of redistribution as a sunk investment for future reelection. For this, it might end up taxing one sector constantly for subsidizing the other. The imperatives of the government are political rather than welfarist. This relocation pattern changes when the exploited sector starts retaliating (the dynamic model) in terms of voting behaviour. 

Appendix

A.

Let us implicitly call equation (1) as f = 0 and equation (2) as g = 0 and differentiate them totally w.r.t. (.
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The three possibilities are depicted in the diagrams below.

Panel -1
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�      In West Bengal, the major province in eastern India, the ruling Left Front's electoral success for such a long term can be explained, at least partially, by these dual phenomena of successful redistributive policies and an abysmal performance on part of the opposition party (Congress) prior to the left coalition's resuming power. This is true even after one takes into account the immense impact that the 'successful' land reform programme, operation barga (OB), launched by the ruling front has on the rural voters till date. No doubt OB has made its presence felt through various channels like increased productivity, security of tenancy, expansion of the productive forces etc.which in turn have made a significant contribution to the general prosperity level of the rural populace. But a closer look reveals that there are other significant factors without which the Herculean job of retaining power in a state for nearly quarter of a century would not have been possible. Those other factors include appeasing the rural vote-bank in various ways, for example, providing indirect subsidies to the rural users of electricity by allowing illegal connections and by not pursuing the ‘defaulters’ effectively.  In comparison to this, in the major urban centre, Calcutta, the electricity charges have been continuously on the rise. The same is true for telecommunication. One can also refer to installation of mini-submersible tubewells (MSTWs), deep tube-wells and the like at highly subsidized cost in the villages this context. The ruling front has been able to make permanent impressions on the voters’ psyche through all these. Urban votes, on the other hand, were steadily declining vis-à-vis the ruling front. Various works substantiate the rather disheartening plight of the industrial sector and the virtual state of de-industrialization in West Bengal in the background of an impressive agricultural scenario. The decline of the large-scale industry and the slow rate of growth of the industrial sector as a whole including the small scale industries can be, even if partially, attributed to the lack of initiative and effort on part of the government in power in the state. The last assembly election was particularly challenging because the opposition started talking vehemently about the urban deprivation, particularly, in the industrial sector. The ruling Front had to vouch for industrial development and make gestures to that end to make it in the elections.





� See Nordhaus (1975)."…At time t each voter compares the economic performance of incumbents during the last electoral period with the voter's subjective standard for performance. If the incumbent did better than the standard, the individual votes for the incumbent …There are many ways that the subjective standard of performance might be determined. We will choose to interpret this as the expected performance of the party in power. In this view, voters don't know much about economics but they know what they like. If politicians are always trying hard to get the economy to its utility possibility curve, then voters can judge the competence and tastes of parties by how current economic performance compares with last performance. In the absence of convincing explanations, a deterioration of the level (or growth) of real income will be blamed on the party in power." 


3 In rational expectation, the essential argument is that individuals make correct guesses about the future on an average and they do not make systematic errors. Here, in the dynamic version of our model, the government, sitting at any point in time, can project fully the future path of its probability of reelection i.e., it knows the structure of the entire model and can observe previous values of the relevant variables. Obviously, in a random world the model is stochastic and this would mean that the government knows the statistical properties of the random disturbances.  See Begg (1982).








� This situation requires one additional condition that total (positive) rural income in the two periods has to be greater than  total urban (negative) income in the two periods so that the argument of F does not become negative.


� Our model is akin to the rational 'opportunistic' model of Rogoff and Sibert. Although, we have not spelt out explicitly the asymmetry of information that the government takes advantage of, it is clear from the dynamic model that:  a) the government has the foresight to assess in which way its policies can affect the swing voters in the two sectors who, in turn, determine the results of the elections. b) information is asymmetric because the voters observe the situation only after the government implements a certain quantitative allocation between the two sectors whereas the government knows every detail of its own performance regarding the economic variables that matter. In other words, voters here also observe the government's performance but with a one-period lag. In the dynamic model, their decision to go against or vote in favour of the government is reflected in the swing voter proportions of a period, which, in turn, is contingent on the earlier period's allocations. But because the voters are rational (as much as the government is), they cannot be systematically fooled in equilibrium i.e., a certain section of the voters (rural or urban) cannot be continuously deprived in terms of allocation, even if that constitutes the optimum situation for the government. They will then react in a way, which destroys the status quo optimality situation of the government and the latter will be forced to change its decision to this end. Although much of the spirit of Rogoff and Sibert’s model is present in ours, e.g., information asymmetry and rationality of both the parties involved, we differ from them in one important way. The government here does not adopt any signaling mechanism, which constitutes its advantage over the opposition. The memory of the abysmal performance of the opposition party which ruled before the present government remains strong among the swing voters and the opposition is not counted as a choice before a substantial period of time goes by. 
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