Cabinet Instability and Delegation in Parliamentary Democracies

Author(s): John D. Huber and Arthur Lupia

Source: American Journal of Political Science, Vol. 45, No. 1 (Jan., 2001), pp- 18-32
Published by: Midwest Political Science Association

Stable URL: http://www.jstor.org/stable/2669357

Accessed: 22/08/2008 16:29

Y our use of the JSTOR archive indicates your acceptance of JISTOR's Terms and Conditions of Use, available at
http://www.jstor.org/page/info/about/policies/terms.jsp. JSTOR's Terms and Conditions of Use provides, in part, that unless
you have obtained prior permission, you may not download an entire issue of ajourna or multiple copies of articles, and you
may use content in the JSTOR archive only for your personal, non-commercial use.

Please contact the publisher regarding any further use of this work. Publisher contact information may be obtained at
http://www.jstor.org/action/showPublisher ?publisherCode=mpsa.

Each copy of any part of a JSTOR transmission must contain the same copyright notice that appears on the screen or printed
page of such transmission.

JSTOR is anot-for-profit organization founded in 1995 to build trusted digital archives for scholarship. We work with the
scholarly community to preserve their work and the materials they rely upon, and to build a common research platform that
promotes the discovery and use of these resources. For more information about JSTOR, please contact support@jstor.org.

http://www.jstor.org


http://www.jstor.org/stable/2669357?origin=JSTOR-pdf
http://www.jstor.org/page/info/about/policies/terms.jsp
http://www.jstor.org/action/showPublisher?publisherCode=mpsa

Cabinet Instability and Delegation
in Parliamentary Democracies

John D. Huber Columbia University
Arthur Lupia University of California, San Diego

In most parliamentary democracies,
two things are true: cabinet ministers
delegate to bureaucrats and coalition
governments replace cabinet minis-
ters with little advance notice. Many
people claim that cabinet instability
(i.e., uncertainty about the timing of
ministerial replacements) allows bu-
reaucrats to ignore ministerial orders.
To evaluate this claim, we present a
delegation model that introduces
cabinet instability as a variable. We
discover numerous cases in which
instability has no effect on bureau-
cratic behavior. We also identify
circumstances in which instability
causes bureaucrats not to choose
policies that would otherwise make
both them and their ministers better
off. Such outcomes are caused by
the bureaucrats’ dilemma—the fear
that a bureaucrat's efforts will be
unrewarded, or even punished, if the
incumbent minister'is replaced unex-
pectedly. In general, we find that
instability's effects on delegation are
usually taken for granted and often
misunderstood. With this model, we
seek to improve on both counts.
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11 over the world, politicians delegate to bureaucrats. Some delegate

by relying on bureaucratic expertise to draft laws. Others delegate

by relying on bureaucrats to implement the policies they adopt.
Delegation can help politicians accomplish many policy objectives, but it
does not always produce the ends that they desire. For if bureaucrats
choose to pursue their own interests while casting legislative mandates
aside, then delegation is akin to abdication.

In recent years, formal models have clarified how incentives and infor-
mation affect delegation (see reviews in Spence 1997 and Huber and Shipan
2000). Some examine how legislative interventions such as monitoring
(Banks 1989), oversight (Lupia and McCubbins 1998, McCubbins and
Schwartz 1984) and sanctions (Weingast and Moran 1983) induce bureau-
crats to serve legislative interests. Others show how information asymme-
tries affect the extent to which politicians can profitably engage in delega-
tion (e.g., Bawn 1995, 1997; Calvert, McCubbins, and Weingast 1989;
Epstein and O’Halloran 1999).

Many delegation models are developed with empirical studies of the
U.S. Congress in mind. Delegation, however, is also an essential feature of
parliamentary democracy—a more common legislative phenomenon. In
what follows, we examine the implications of an important difference be-
tween delegation as it is practiced in parliamentary democracies and delega-
tion as it is portrayed in many formal models.

The difference is cabinet instability. In the U.S. Congress, regularly
scheduled elections mean that the terms of most governments end on a
date that can be known for years in advance. In many parliamentary sys-
tems, by contrast, a government’s term of office can end with little or no
advance notice. As Lupia and Strom describe, governments “in parliamen-
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INSTABILITY AND DELEGATION

tary democracies lead a precarious existence. Typically,
they can fall on any given day, and sometimes with little
or no warning. The circumstances surrounding coalition
termination vary greatly, occasionally producing great
drama. Some politicians are forced from their cabinet of-
fices in a daze, never knowing what hit them. Others
choose their date of departure and leave with smirks on
their faces” (1995, 648). Since parliaments can dissolve
abruptly and since governments can fall unexpectedly,
cabinet ministers can lose their posts with little or no ad-
vance warning.

Many U.S.-style delegation models, however, proceed
as if a politician who delegates to a bureaucrat is a stable
principal—a person who is certain to retain his or her of-
fice for the duration of the delegation act being studied.
For many cabinet ministers in parliamentary systems,
such an assumption is obviously problematic. To under-
stand how delegation works in these systems, it is impor-
tant to incorporate the effects of cabinet instability.

In this paper, we study how variations in cabinet in-
stability (i.e., the perceived probability of ministerial
turnover) affect delegation from cabinet ministers to bu-
reaucrats in parliamentary democracies. By so doing, we
enter a long-running debate. On one side of this debate
are scholars such as Dogan (1975), Putnam (1973), and
Peters (1997) who argue that instability causes a transfer
of power from politicians to bureaucrats. They are joined
by Suleiman (1974) who claims that ministerial turnover
during the French Fourth Republic gave civil servants ex-
traordinary power, in part because they could use the
prospect of turnover to obstruct ministerial initiatives
(see, e.g., Williams (1964) and Scheinman (1965); see
also Headey (1974) on Great Britain, and Warwick
(1979) for a similar argument about instability in the
U.S.). In this view, bureaucrats delay taking actions they
do not like because they believe that any minister who
disagrees with them will soon be gone. Providing a dif-
ferent perspective is LaPalombara who advises that if the
French look not to parliament but rather to the “admin-
istrative arena as the place where the aggregation of
group interests occurs.... [then] French society may, in
fact, derive important benefits from the very patterns [of
cabinet instability] that are frequently cited as injurious”
(1958, 138).

In recent years, quantitative analyses have played a
larger role in the debate. Huber (1998), for example, uses
data on eighteen parliamentary democracies’ efforts to
contain health care costs to test hypotheses about how
cabinet instability affects delegation. He finds that short-
term increases in cabinet instability within a country
make cost containment more difficult (an outcome that
is, in part, a consequence of delegation). He does not,
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however, find that cross-national variations in instability
explain cross-national differences in cost containment.
Huber’s analyses remind us the relationship between in-
stability and delegation may not be as simple as “instabil-
ity causes problems.” But what is the relationship? While
we believe that instability can reduce ministerial control
over bureaucratic behavior, there is precious little theory
or concrete empirical evidence that clarifies this relation-
ship further.

To this end, we introduce a model that shows how an
agent’s (e.g., a bureaucrat’s) uncertainty about a princi-
pal’s (e.g., a minister’s) future affects delegation. We use
the model to address questions such as: “When and how
does cabinet instability affect bureaucratic behavior?” and
“Should we expect these effects to vary across countries?”

The model describes an interaction between an
agent and an incumbent minister. During the incum-
bent’s term of office, the agent takes actions for which he
can later be held accountable. The agent, however, oper-
ates in the shadow of cabinet instability—he is uncertain
about whether the incumbent or her successor will be the
ultimate judge of his actions. This feature of our model is
in contrast to many formal delegation models that either
posit stable principals explicitly or ignore the implica-
tions of ministerial turnover altogether.

Three insights from our model merit attention. First,
we find that uncertainty about ministerial continuity
can, but need not, reduce the extent to which ministers
benefit from delegation. Of course, the substantive con-
sequence of instability is often a bureaucrat’s refusal to
act in accord with a minister’s interests, which can delay
or prevent the implementation of policy outcomes that
are important to the incumbent. Our model, however,
does not support the idea that instability always has such
an effect. Indeed, we identify a wide range of cases in
which instability does not affect delegation.

Second, we find something unusual. In many del-
egation models, conflicting policy preferences between
principal and agent cause delegation problems (e.g.,
moral hazard). When the policy conflicts disappear, so
do the problems. The same is not true in our model. We
find that cabinet instability can cause agents who would
otherwise implement a policy desired by the incumbent
not to do so. The bureaucrat’s dilemma in these cases is
caused by the fear that his efforts to serve the incumbent
will be unrewarded, or even punished, should the in-
cumbent lose her job. Dilemmas such as this—not com-
monly seen in models but familiar to empirical schol-
ars—are important to understand. We clarify when they
arise.

Third, we discuss how country-specific factors in-
fluence the effect of instability on delegation. It is not
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the case, our model suggests, that the consequences of
instability will be the same across nations. Instead, we
identify several substantive variables that should affect
these consequences in systematic ways.

We continue as follows. Next, we present the model.
Then, we present and discuss our findings. We conclude
with a brief discussion and suggestions for future re-
search. An appendix contains all required proofs and the
technical details of our argument.

The Model

We model delegation as an interaction between an agent
and one of two principals—an incumbent minister and
her potential replacement. To enhance readability, we
assign genders to the principals (females) and the agent
(a male).

Stated in brief, the sequence of events in the model is
as follows. First, the agent makes a policy decision. His
options are many, including implementing the policy
that he most prefers and implementing the policy that
the incumbent most prefers. Next, an exogenous force
(representing a call for new elections or a reshuffling of
cabinet portfolios) determines whether or not the in-
cumbent minister keeps her job long enough to hold the
agent accountable for his policy decision. If the incum-
bent does not survive, then the replacement principal
gives the agent an opportunity to adapt his behavior to
her preferences. Finally, the surviving principal chooses
whether to intervene in the agent’s activities and, if need
be, force him to change his ways.

We now describe the model in greater detail and mo-
tivate its central assumptions. Figure 1 depicts the model’s
sequence of events. Unless otherwise noted, all aspects of
the model are common knowledge and all variables are
scalars in R.

An incumbent minister delegates to an agent the au-
thority to determine a particular policy outcome, which
we represent as the authority to choose a point on the
policy continuum [0, 1]. Each person has policy prefer-
ences, which we represent as single peaked-utility func-
tions whose values decrease linearly in the distance be-
tween the person’s ideal policy and the final policy
outcome. We denote the incumbent’s ideal policy as I and
without loss of generality set I = 0. We denote the
replacement’s ideal policy as R and for simplicity set R =
1, also without loss of generality. We denote the agent’s
ideal policy as A € [0,1]. This assumption is consistent
with empirical research that finds many bureaucrats to
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have centrist policy preferences (Aberbach, Putnam and
Rockman 1981).!

The agent takes the first action by choosing policy x
€ [0, 1]. We assume that x = Q € [0,1] represents bu-
reaucratic inaction and that choosing x # Q costs the
agent an amount olQ — x|, where o € (0,1). We assume,
then, that large policy changes away from the status quo,
Q, are more difficult for the agent to implement than
small policy changes. In other words, we assume that
privatizing one industry is easier than privatizing ten;
changing the rules under an existing regulatory structure
is easier than creating a new one; and learning new rules
to enforce for a welfare program that affects individuals
in one income bracket is easier than learning new rules
for a program that affects individuals of all incomes. We
also assume that unit cost of change, o, can vary, where
variations are influenced by the nature of the policy (e.g.,
technically complex issues, like depletion of the ozone
layer, might be more difficult to regulate than well-un-
derstood issues, like pollution from mobile sources), the
quality of the civil service (some countries, or depart-
ments within countries, are believed to have more
professionalized civil servants than others), and/or the
nature of administrative law (which might dictate a large
or small number of procedures that must be followed in
the implementation process). Note that if the agent
chooses bureaucratic inaction (i.e., x = Q), then he does
not pay the costs of change (i.e., alQ— QI = 0).

The game’s next stage contains the model’s most im-
portant feature: cabinet instability. Here, the agent is un-
certain about whether or not the incumbent minister
will be replaced before she can hold him accountable for
his choice, x. This aspect of the model allows us to clarify
how cabinet instability affects the agent’s willingness to
choose actions that are consistent with the incumbent’s
policy interests.

We represent the agent’s uncertainty as follows. After
he makes his initial choice, an exogenous event (i.e., an
election, a death, or a cabinet reshuffle) determines
whether or not the incumbent remains in office. For-
mally, r € (0,1) is the agent’s belief that the replacement
will take office before the incumbent holds him account-
able, and 1 — ris the agent’s belief that the incumbent will

! While limiting the ideal policy of the agent to [0,1] simplifies the
exposition, it does not affect the main substantive themes in the
text. For example, when the agent in our model is restricted in the
choices he can make in equilibrium, it is easy to show that the
same holds for an agent whose ideal point falls outside of [0, 1].
Similarly, when the agent in our model can choose anything he
likes in equilibrium, it is easy to show that an agent whose ideal
point falls outside of [0, 1] is also less restricted.



INSTABILITY AND DELEGATION

Ficure 1 Sequence of Interactions
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The agent chooses a policy, x, while
the incumbent is in office.

Changing the status quo is costly

With probability r, Nature replaces the
incumbent before she can intervene.

The agent can adjust to policy y.
Adjustment is costly.

The replacement accepts y or pays a
cost to intervene. Intervention forces
the agent to pay the cost of adopting
the replacement’s preferred policy and
imposes a sanction on the agent.

The game ends.

With probability 1 - r, the incumbent
survives long enough to have the
opportunity to intervene against the
agent.

The incumbent accepts x or pays a
cost to intervene. Intervention forces
the agent to pay the cost of adopting
the incumbent’s preferred policy and
imposes a sanction on the agent.

The game ends.

hold him accountable before she is replaced. The larger
the value of r, the greater the agent’s belief that change
will occur before the incumbent can hold him account-
able. In most studies of delegation, r is set to zero and ig-
nored. In our model, r is the central independent variable.

When cabinet changes occur, new governments do
not sanction civil servants for actions taken under the
previous government. Instead, they instruct the civil ser-
vants on what new policies to adopt. Consequently, if
ministerial turnover occurs, we do not assume that the
replacement minister immediately punishes the agent for
the actions he took under the previous minister.? Instead,

2The agent is not allowed to adjust if replacement does not occur.
The reason for this asymmetry is simple. The key feature of parlia-
mentary democracy is that the players do not know in advance
whether the composition of government will change on a given
day. The parameter r, which is the agent’s belief that his action will
ultimately be judged by the incumbent, captures the uncertainty
that cabinet instability creates. So, if an agent believes a change in
government is sufficiently likely that he acts against the incum-
bent, he runs a risk that the anticipated change will not occur and

we assume that the replacement gives the agent the op-
portunity to take actions that are more consistent with
her ideal policy. We refer to any such action by the agent
as adjustment and denote it as y € [0,1]. Since it may be
difficult to change his ways, we assume that adjustment
costs the agent ollx — yl, where o is defined as above.

The surviving principal then makes the game’s final
move—a decision about whether or not to intervene in
the agent’s activities. Intervening allows the minister to
force the agent to pay the cost of implementing her ideal
policy (again at a cost of o times the distance policy must
be moved). Intervening also allows her to impose a sanc-
tion s > 0 if the agent did not implement her ideal
policy—in reality, such sanctions often take the form of
lost promotions, jurisdictional transfers away from the
agent’s department, or cuts in an agency’s discretionary
budget.

that the incumbent will remain in office long enough to intervene
against him (i.e., he risks getting his hand caught in the cookie jar).
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We denote the incumbent’s intervention strategy as
M;e {0,1}, where M, = 1 if the incumbent intervenes and
M; = 0 otherwise. Similarly, My € {0,1} denotes the
replacement’s intervention strategy. We assume that in-
tervention requires costly effort by the principal—the
cost is k;> 0 for the incumbent and kg > 0 for the replace-
ment. These costs represent the opportunity costs a min-
ister must pay if forced to spend time away from other
political duties to remedy bureaucratic inaction or mal-
feasance. If the principal does not intervene, then she
does not pay these costs; however, she also forfeits the
ability to change the agent’s behavior and must accept
whatever policy the agent has implemented.

This final stage of our model captures two character-
istic features of parliamentary democracies. First, cabinet
ministers are often the legal masters of their departments
and can, in principal, demand that these departments do
their bidding (see, e.g., Laver and Shepsle 1994). Second,
enforcing compliant behavior by civil servants can be
quite costly to ministers. The magnitude of a minister’s
intervention costs should depend on a wide variety of
factors. One such factor is the extent to which the minis-
ter herself has experience with, or expertise on, the policy
area in question. Institutional variations are another fac-
tor. In some countries, for example, promotion and hir-
ing of civil servants are relatively insulated from political
influence (e.g., Great Britain, see, e.g., Butler 1993). In
other countries (e.g., Belgium, see Van Hassell 1975 and
Moulin 1975), ministers can appoint senior civil servants
but not dismiss them. Cabinet ministers in France can
appoint and dismiss senior civil servants (Van Hassell
1975). As cabinet minister control over administrative
personnel increases, one might expect the cost of inter-
vention to decline. Other institutional factors that might
affect the cost of intervention include the level of per-
sonal staff at the minister’s disposal and the degree of le-
gal authority that individual ministers have to issue regu-
lations or decrees.

Having completed our description of the model, we
take a moment to review its key features.

1. The key assumption is that when the agent takes an
action during the incumbent’s term of office, he is
unsure whether the incumbent will stay in office long
enough to judge his actions. If he believes that the in-
cumbent will soon be replaced, then he may see an
opportunity to act against her interests. Such behav-
ior, however, is risky—for if the anticipated ministe-
rial replacement does not occur, the incumbent may
choose to impose costs and sanctions on an agent
who acts against her.

2. If the replacement minister does take office, she al-
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lows the agent to adjust her actions, though doing so
is costly for the agent.

3. The agent can obstruct (i.e, x = Qand y = Q). Previ-
ous comparative research considers obstruction of
ministerial initiatives a central consequence of cabi-
net instability. Our model clarifies the link between
instability and obstruction.

4. By linking the agent’s costs both to the distance that
policy is moved and to the parameter o, we can ex-
amine how instability affects delegation under a vari-
ety of assumptions about ministerial policy prefer-
ences and bureaucratic opportunity costs.

5. The principals have complete information. In this re-
gard, our work follows an influential tradition of
analysis that uses complete information models to
clarify how institutional features affect delegation
(e.g., Ferejohn and Eskridge 1992; Ferejohn and
Shipan 1990; Hammond 1986; Hammond and Miller
1985). We break from this tradition only by allowing
the agent to be uncertain about which minister will
evaluate his actions. This modeling strategy provides
a simple way to compare how principal and agent be-
havior in the shadow of cabinet instability differs
from behavior in its absence.

6. Like most of the existing literature, our primary in-
terest is in understanding how instability affects the
consequences of delegation for the incumbent princi-
pal. Therefore, we focus primarily on how the threat
of ministerial turnover, r, affects the incumbent’s util-
ity from bureaucratic action x.

Equilibrium

In this section, we present and discuss our main substan-
tive results in the form of three propositions. These
propositions describe how and under what circum-
stances the value of raffects behavior and outcomes. The
appendix contains formal proofs of each proposition.

To simplify the presentation, we begin by describing
the surviving principal’s equilibrium intervention deci-
sion. The surviving principal intervenes only if her utility
from the agent’s action is less than the utility she would
earn by paying the cost of intervening and then forcing
the agent to implement her ideal policy. If, for example,
the incumbent is the surviving principal, the agent
implements the incumbent’s ideal policy, and the incum-
bent’s intervention costs are positive, then intervention
does not benefit the incumbent. The same logic underlies
Lemma 1, which we offer without proof. To simplify no-
tation, let I = k;and let R = 1 — ky (k; and ky are the
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incumbent’s and the replacement’s respective interven-
tion costs).

Lemma 1. The incumbent’s best response is given by

Lif x>1
Mj(x)=100r1if x=1.
Oifx<I

The replacement’s best response is given by

1if y<R
My(y)=1300r 1if y=R.
0if y>R

In words, [0, I] and [R, 1] are the sets of policies that are
close enough to the incumbent and the replacement ideal
policies to prevent intervention given the principals’ re-
spective intervention costs.

To further clarify equilibrium behavior in the model,
we present Lemmas 2 and 3 to describe the agent’s ad-
justment strategy. Lemma 2 states that when the agent’s
ideal policy is sufficiently close to that of the replace-
ment, then the agent’s best response is to implement his
own ideal policy at the adjustment stage.

Lemma 2. If A> R, then y*= A.

Proof. For y € [R, 1], EU(y) = —oly — xI — ly — Al,
which, given o € (0,1) and A = R, is maximized when y =
A (yielding —oUlA — x1). For y < R, EU(y) = —ally — xl — s —
(1-A)-a(d-y)=-all —xl—s—11 - Al < -alA - xl.
QED.

Lemma 3 states that if replacement occurs when the
agent’s ideal policy is not as close to that of the replace-
ment, then the agent’s best response is to adjust to R—
the action that is just close enough to the replacement’s
ideal policy to avert a sanction from her.

Lemma 3.If A < R, then "= Rand My*(R) = 0.

Proof. For y € [R, 1], EU(y)= —aly — x| — Iy — A,
which, given a € (0,1) and A < R, is maximized when y =
R (yielding —alR — x| — IR — Al). As in Lemma 2, for y <R,
EU(y) = —all —xl—s— 11 — Al < —alR — x| - IR — Al. Finally
note that in equilibrium, Mp*(R) = 0. If this were not the
case (i.e., Mx*(R) = 1), then the agent would want to
choose y = R + e (so that Ug(M¢(y) = 0). But the agent
maximizes utility by making e as small as possible, leav-
ing y undefined. Thus, in equilibrium, when the agent
chooses R, the replacement must accept this policy with-
out intervention. QED

Together, Lemmas 1-3 enable us to clarify the logic
of the agent’s initial choice, x. We now know that if the
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incumbent is suddenly replaced, then the agent will ad-
just to the policy he most prefers in the interval [R, R].
Therefore, the agent must bear in mind that if the in-
cumbent is suddenly replaced, then he will have to re-
verse any initial move from Q to policies favored by the
incumbent—a consideration that can loom large in the
agent’s initial calculations.

We now explain how instability affects delegation in
our model. To do so, we first ask how the incumbent
minister and agent would behave if there were no insta-
bility (i.e., when r = 0). The answer is simple. If A< [
(i.e., the agent and incumbent have similar policy prefer-
ences) and r = 0, then the agent chooses his own ideal
policy and the incumbent does not intervene. If A > [
(i.e., the agent and incumbent do not have similar policy
preferences) and r = 0, then the agent chooses the policy
closest to his own ideal that also prevents intervention
(i.e., x" = I).? Thus, the incumbent’s utility in the absence
of cabinet instability is the greater of —A (-|A — 0l when A
<) and —k; (-II- 0l when A > I).

The next three propositions describe when and why
instability (r > 0) causes behavior and outcomes to differ
from those that occur when r = 0. The propositions are
mutually exclusive and collectively exhaustive (i.e., they
provide a single prediction about behaviors and out-
comes for every possible substantive scenario in the
model).

Conditions Where Instability
Has No Effect on Behavior

Our first proposition calls into question the stylized fact
that increased levels of instability necessarily make the
agent act in ways that are detrimental to the incumbent.

Proposition 1. The agent’s strategy (and, thus, the
incumbent’s utility if she is not replaced) is unaffected by
the level of cabinet instability (i.e., the value of r) when
either of two conditions is met:

(i) R<A<ILor
(i) Q<min(A,I)

Proof. See appendix.

Proposition 1 identifies two conditions under which
instability has no effect on the agent’s or incumbent’s be-
havior. The logic of condition (i) is very simple: instabil-
ity has no effect because high intervention costs (or the

3 Suppose that Mj (I) = 1. Then the agent has an incentive to
choose some x = I— € such that U,(M; (x) =0) 2 U (M; (D) = 1.
But the agent maximizes utility by making € as small as possible,
leaving x undefined. Thus, equilibrium requires M; (I) = 0.
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fact that the two ministers’ ideal policies are close together
relative to the intervention costs they face) make the pros-
pect of ministerial replacement irrelevant to the agent’s
decision calculus. This “centrist” agent can implement his
ideal policy, which is also what he would do if = 0, with-
out fear of intervention by either minister. Thus, in politi-
cal systems where the policy preferences of successive
ministers are extremely similar, or where the costs of min-
isterial intervention are very large, we do not expect min-
isterial instability to affect delegation behavior or out-
comes when agents are centrist.

Condition (ii) reveals that instability does not affect
the agent’s behavior toward the incumbent when the sta-
tus quo is very favorable to the incumbent (i.e., when it is
closer to the incumbent’s ideal policy than either the
agent’s ideal policy or the incumbent’s “intervention
threshold,” I). Instability has no effect in these situations
because with or without instability the agent has no in-
centive to take an action that the incumbent will sanc-
tion—he knows that he can take any such action without
the risk of sanction after replacement occurs. In particu-
lar, if A < I, the agent chooses his ideal policy without
fear of sanction (as he would if r = 0), and if A > I, the
agent moves policy from Q < I to I (as he would if r=0).
The agent never chooses an initial policy closer to the
replacement’s ideal point than I, because doing so can
only be in his interests if replacement occurs, in which
case he will also have an opportunity to adjust.

This proposition reveals a shaky foundation for the
claim that cabinet instability necessarily induces bureau-
crats to ignore ministerial orders. For the reasons just de-
scribed, there exist a variety of cases in which the level of
cabinet instability has no impact on delegation. Instead,
the agent and incumbent behave exactly as they would if
there was no threat of ministerial replacement.

Conditions Where Instability Affects Behavior,
but Not the Incumbent’s Utility

Our second proposition describes behaviors and out-
comes for cases where the incumbent faces an agent
whose interests are not similar to her own. Having such
an agent is often presumed to be bad for the incumbent.
Proposition 2 shows this presumption to be only par-
tially correct. In particular, it shows that instability does
not affect the incumbent’s utility if she survives, but it
does affect the actions that both she and the agent take
while she is in office.

Proposition 2. If conditions (i) and (ii) of Proposi-
tion 1 are not satisfied and the agent and incumbent do
not have similar policy preferences (A 2 I), then the level
of cabinet instability (value of r) does not affect the
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incumbent’s utility from delegation if she survives, but a
large value of r can cause the incumbent to intervene.
Proof. See appendix.

If r = 0 in the case described in Proposition 2, then
the agent chooses I, the policy farthest from the incum-
bent’s ideal point that she will not sanction, during the
incumbent’s term of office and the incumbent, in turn,
does not intervene. This outcome yields the incumbent a
utility of —k;. Proposition 2 reveals that the incumbent
realizes the same utility level when r > 0, but by different
means than before when r is sufficiently large.

To see the difference, note that if A > [ and Proposi-
tion 1’s conditions are not satisfied, then Q > [ (i.e., the
status quo is far from the incumbent’s ideal policy).
Consequently, if the incumbent survives, the agent can
avoid a sanction only if he moves policy from Q towards
the incumbent’s ideal policy during the incumbent’s
term of office. But if the agent makes such a move and
replacement occurs, then he will have to pay again to
undo this change later in the game. Specifically, he will
pay to move policy from Q to x < Q during the
incumbent’s term and then pay to move policy from x <
Q to a policy in [R, 1] > Q after the replacement takes
the minister’s post. He will, in effect, pay 201Q — x to ac-
complish no policy gain, plus almax(R, A) — QI (from
Lemmas 2 and 3) to satisfy the replacement. Since pay-
ing once to implement a policy and paying a second
time to undo the policy can be costly for the agent, he
will choose a policy more favorable to the incumbent
during her term of office only if the incumbent is likely
to remain in office (r is low). If instability is sufficiently
high, then the agent will obstruct—he will choose x = Q
(i.e., he will refuse to do anything for the incumbent).
The incumbent (if she survives) will intervene at cost k;
and force the agent to implement her ideal point. There-
fore, when r is high, delegating will earn the incumbent
utility —kj, which is the same utility that she would have
derived if r= 0.

In sum, when the incumbent faces an agent whose
policy preferences differ from her own and a status quo
that is far from her ideal policy, then high levels of cabi-
net instability force her to intervene in order to gain the
utility that she would have achieved if r = 0. Since both
the incumbent and agent pay a cost when intervention
occurs, instability causes inefficiencies in such cases.

Conditions Where Ihstabilitv Leads the Agent to
Act in Ways That Are Bad for the Incumbent

Our final proposition describes cases in which the in-
cumbent and her agent have similar policy preferences.
This is a situation where the problems of delegation are
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often thought to be few. When we consider instability ex-
plicitly, we find something quite different.

Proposition 3. If conditions (i) and (ii) in Proposi-
tion 1 are not satisfied and the agent and incumbent have
similar policy preferences (A < I), then a high level of
cabinet instability (large value of r) negatively affects the
incumbent’s utility if she survives.

Proof. See appendix.

Unlike the previous cases, Proposition 3 is one where in-
stability reduces the incumbent’s utility if she survives.
To see how, recall that if =0 and A < [, then the agent
chooses his ideal policy during the incumbent’s term of
office and the incumbent does not intervene. This out-
come provides the incumbent with utility level —A > —k;.

High levels of instability can cause the agent to
change his choice. For example, instability can induce the
agent to take actions that cause the incumbent to inter-
vene, yielding the incumbent her worst possible utility,
—k;. That instability can have such negative effects for the
incumbent will surprise few observers, but that it hap-
pens when the agent’s ideal policy is close to that of the
incumbent is an unusual theoretical result and merits
discussion.

The problem for the agent with similar preferences
to the incumbent is that he faces the bureaucrats’ di-
lemma—the fear that his efforts to serve the incumbent
will be unrewarded, or even punished, if the incumbent
minister is replaced unexpectedly. Indeed, such an agent
must weigh the benefits of moving policy closer to his
own ideal against the extra costs that such a move will
bring should replacement occur. As before, the agent is
concerned about having to pay twice (once to enact the
policy that the incumbent likes and a second time to
undo the policy) for the quixotic privilege of accom-
plishing little or nothing in terms of policy by the end of
the game. The difference here is that the policy move that
instability deters would have also been better for the
agentif r=0.

This result provides an interesting contrast to Propo-
sition 2. In that case, the agent’s preferences were less
similar to those of the incumbent and instability did not
affect the incumbent’s utility (though it did affect the
procedural means by which she realized that level of util-
ity). When agent and incumbent interests are more
tightly linked, by contrast, high levels of instability cause
the incumbent and the agent to suffer a decline in utility.
Thus, the means by which cabinet instability affects del-
egation is not limited to the fact that it allows recalcitrant
agents greater incentive to obstruct, it also dissuades
agents who would otherwise want to serve the incum-
bent from doing so.
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What Makes Cahinet Instability
“Sufficiently Large” to Cause Problems?

Propositions 1-3 clarify the circumstances in which the
threat of ministerial turnover does (and does not) induce
the agent to do something other than take actions that
are in the incumbent minister’s interests. From Proposi-
tion 3, we know that this effect is most serious when (a)
the status quo is not favorable to the incumbent (so that
Q> min(4, I)), (b) the agent and incumbent have simi-
lar policy preferences (so that A < I), and (c) the
replacement’s intervention costs are not too large (or the
preferences of the incumbent and replacement not too
similar, so that A < R). When these conditions are satis-
fied and the threat of ministerial turnover is sufficiently
large, then the agent implements a policy during the
incumbent’s term of office that is worse for both he and
incumbent minister than the choice he would make
given no instability. Moreover, the incumbent minister, if
she survives long enough, may be forced to undertake a
costly and inefficient intervention.

But what does it mean for the threat of instability to
be sufficiently large? And how do the variables in our
model affect this “instability threshold”? The answer to
these questions comes from examining some of the spe-
cific results in the proof of Proposition 3. In that proof,
we show that three expressions play a critical role in de-
termining the instability threshold (i.e., the value of r that
affects behaviors and outcomes). The expressions are:

I-o 20(Q—A) s+(1+o)A)
1+0’  20l+(1-0)A+s’ QoQ+s+(1-)A)

Differentiating these expressions with respect to
their elements (when possible) can clarify how variations
in substantive factors such as the unit cost of policy
change, a, the distance between the incumbent’s ideal
policy and the bureaucratic status quo, Q, and the dis-
tance between the agent’s and incumbent’s ideal policies,
A, affect the relationship between instability and delega-

. d|1-a 2
tion. For example, — =- <0
do|1+o (1+o)?

0 [1 20(Q - A)

In addition, —{1—
20+ (1—-o)A+s

3o ]< 0 and

O s+(+wa)
do| QoQ+s+((1-a)A)

ditions on A and Q in proposition 3 are satisfied.
Consequently, it is always true in the domain of
Proposition 3 that increases in the cost of policy change
(increases in o) lower the value of r that changes behav-
ior and outcomes. Put in substantive terms, instability

]< 0 when the relevant con-
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causes the most severe problems for ministers when
policy change is costly, which as we discussed above, is
most likely when policies are technically complex, when
civil servants are relatively unskilled or inexperienced,
and when administrative procedures are particularly
complex and cumbersome. Therefore, moving policy to-
wards the incumbent’s ideal during her term is more
likely to be worthwhile for the agent when the cost of
policy change is low.

A similar analysis reveals the same effect as Q moves
away from the agent’s and the incumbent’s ideal policies
(i-e., the instability threshold declines as Q increases).
Again, the logic is related to the cost of policy change. As
the status quo moves farther away from the agent’s ideal
policy, then the agent faces greater costs in changing
policy to please himself and the incumbent—costs that
can double if replacement occurs.

Increases in the model’s other variables have the op-
posite effect. As the size of the sanction s increases, imple-
menting A < I becomes more attractive to the agent than
obstructing (which elicits a sanction). Thus, the instabil-
ity threshold increases as s increases. Less intuitively, in-
creases in A and k; also raise the threshold, making insta-
bility less problematic for the agent and the incumbent.
To see why, notice that as the agent’s preferred policy
moves away from the incumbent and towards Q, the cost
of moving from Q to A declines, decreasing the potential
cost of choosing her own ideal policy during the
incumbent’s term of office.* Similarly, as the incumbent’s
intervention costs increase (as [ increases), the agent’s in-
centive to adopt his own ideal policy increases (because
the utility of adopting I = k; declines).

These substantive insights about how environmental
factors affect the relationship between instability and del-
egation can be summarized as follows:

A given level of instability r becomes more problematic
for incumbent ministers as:

+ the agent’s cost of policy change increases; or

+ the status quo moves away from the incumbent’s ideal
policy.

A given level of instability r becomes less problematic for

incumbent ministers as:

+ the agent’s preferred policy moves away from that of
the incumbent’s;

+ the incumbent’s cost of intervening increases; or

+ the agent’s sanctions increase.

4As A moves away from I, the value to the incumbent of the agent
choosing A declines. But this same decline in utility would occur if
r = 0, and we are interested in the conditions that lead the agent to
adopt policies that are worse than those that would be adopted
when r =0.
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Conclusion

We use a formal model to examine how cabinet instabil-
ity affects delegation. In our model, a variable r measures
bureaucratic uncertainty about the future of an incum-
bent minister. This variable not only reflects a common
circumstance in parliamentary democracy, but also rep-
resents the pressures on any agent who is uncertain about
the future of their principal (e.g., an American bureau-
crat who is uncertain about who will assume the chair-
manship of a Congressional oversight committee). As a
result, our model complements existing theoretical work
as most delegation models do not include cabinet stabil-
ity as a parameter—some posit stable principals explic-
itly, while most ignore the implications of ministerial
turnover altogether.

Our results address substantive concerns about the
consequences of delegation in democracies with cabinet
instability. They suggest that while cabinet instability can
affect the ability of cabinet ministers to control civil ser-
vants, the logic of these difficulties is different than de-
scribed in either previous models of political control or
empirical studies of parliamentary delegation. In the ex-
tant theoretical literature, informational problems of all
stripes pose problems for political principals because
they give agents who disagree with their principal’s
policy interests an opportunity to work against those in-
terests. In much of the comparative politics literature, the
prevailing wisdom is essentially the same—instability
transfers power to bureaucrats. ‘

In contrast to previous models of delegation, our
analysis suggests that even without the information
problems that principals often face (such as moral haz-
ard), an agent’s uncertainty about ministerial turnover
can create difficulties for ministers. Moreover, and unlike
in previous models, we find that the incumbent suffers
most when the agent shares her policy preferences. In-
deed, when the prospect of ministerial turnover is suffi-
ciently large, an agent who otherwise would want to
implement precisely the policy desired by the minister
faces weakened incentives for doing so. Such an agent
faces not only the cost of implementing a preferred
policy, but also the potential cost of undoing it if replace-
ment occurs. If an agent wants to avoid paying twice to
accomplish nothing, then he loses the incentive to be
faithful to even his own policy wishes.

Future theoretical research should examine how
cabinet instability affects delegation when other infor-
mational problems are present. Recall that we derived re-
sults about instability and delegation efficiently by isolat-
ing the effect of 7 from other types of uncertainty. So our
model assumes, in effect, that the replacement minister is
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as informed about bureaucratic behavior as the incum-
bent minister. While such assumptions simplify the
model, it ignores the fact that new ministers often lack
the knowledge and experience of their predecessors. A
useful extension would be to explore how cabinet insta-
bility affects delegation when the replacement minister
lacks her predecessor’s knowledge.

In contrast to previous assertions in the comparative
politics literature, we also find a wide range of circum-
stances under which the presence of instability does not
affect the utility of delegating. This is particularly true
when the status quo is very close to the incumbent’s pre-
ferred policy, when the prospective minister has prefer-
ences similar to the incumbent’s, and when the costs of
intervention are very large. In addition, our model sug-
gests that the relevant threshold of instability—i.e., the
value of r that creates problems for the incumbent—is
contingent on other factors (also see Huber 2000). Spe-
cifically, our model indicates that agents who share an
incumbent’s policy interests face increasing disincentives
to act on the incumbent’s behalf when the cost of mov-
ing policy is large and when the status quo is far from the
incumbent’s ideal policy. Thus, as the cost of moving
policy increases or as the status quo moves away from the
incumbent, the level of instability needed to cause prob-
lems will decrease. Similarly, the level of instability neces-
sary to cause problems for the incumbent increases as the
costs to bureaucrats of being sanctioned increase.

These findings suggest that the problems created by
a particular level of cabinet instability can differ across
countries. Consider two hypothetical countries, A and B,
where civil servants believe that the probability of the
principal being replaced before they are held accountable
for their actions is one-half. Perhaps everything is the
same in these countries except that only one permits
ministers to fire civil servants. In other words, the size of
the sanction for noncompliant agents is different in the
two countries. If country A permits such firings and
country B does not, then one could safely assume that sis
higher in A than B. Given the important role that s plays
in many of our results, the fact that r = .5 may be suffi-
cient to cause problems in country B but not country A.

This example highlights one important pathway for
future research. In particular, existing research in com-
parative politics has done little to investigate factors that
might affect a principal’s cost of intervening, an agent’s
cost of moving policy, or the ways in which principals
can sanction agents. One can easily identify measures of
these factors such as the existence of government audit-
ing agencies, the types of informational resources avail-
able to civil servants, or rules for hiring, demoting or fir-
ing civil servants. Our findings clarify the importance of
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incorporating such factors into systematic, comparative
analyses of bureaucratic performance.
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Appendix

To derive conclusions about behavior and outcomes from
the model, we use subgame-perfect Nash equilibrium. To
simplify the presentation, we invoke a simple tie-breaking
rule. We state the results as if the agent chooses the strategy
closest to Q when multiple strategies generate equivalent
expected utilities. This tiebreaker, while simplifying the pre-
sentation of our results, does not affect their substance.

In what follows, let U{(Mlx) be the incumbent’s utility
from intervention strategy M, given agent strategy x and let
Ugr(Mgly) have an analogous definition for the replacement.
Note that U(M,;=1) = -k, U{(M;=0lx) = —II— x|, Ux(Mp =
1) = —kg, and Up(Mp=0) =—IR—yl.

Let EU(x,y; M| (x),M(y),,Q,A,a,s) be the agent’s
expected utility from the pair of actions, x, y. From Lemma
1, we know that the decision to intervene implies that the
agent (a) did not implement the principal’s ideal policy, (b)
will be forced to do so, and (c¢) will be sanctioned accord-
ingly. Thus,

EU(x,7;:M[ (x),M(y),1,Q, A, 0,5) =
(=)o Q= x1+M; (x) A-+owx-r s]+ (1= M; (x))] A= x|
—r[mQ—xlmlx-y|+M;(y)(a11—y|+|1—A|+s)+(1—M;(y))|A—y|]

(1]

Where it creates no confusion, we will write EU(x) to refer
to the agent’s expected utility of x, given the straightforward
adjustment strategy that follows from Lemmas 2 and 3.

Proposition 1. The agent’s strategy (and, thus, the in-
cumbent’s utility if she is not replaced) is unaffected by the
level of cabinet instability (i.e., the value of r) when either of

- two conditions is met:

(i) R€AL[Lor
(ii) Q<min(A,I)

Proof. Condition (i) is straightforward: the incumbent
and her potential replacement both face sufficiently large
intervention costs that the (centrist) agent can implement
his ideal policy without fear of sanction regardless of who
occupies the minister’s office. This is the same policy he
would adopt if r=0.

To establish condition (ii) we consider four mutually ex-
haustive cases. In the first two cases, I < A, and as in the case
where r=0,x =Iand M; =0 forall .
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Case 1: Q<I<min(A,R). As noted, with r=0, x" =1
and M, = 0. We show thatin case 1, x" =1, y'= max(A, R)
and M; = My = 0. We prove the proposition for A> R. The
case R > A follows identical logic with R replacing A in the
equations, and Lemma 3 replacing Lemma 2 as a reference.

From Lemma 2, y* = A, and thus from Lemma 1 (for A >
R), My(y = A) = 0. It remains to show that EU(x = I) >
EU(x#1) and M/ (I) = 0 in equilibrium.

We first show that M;(I) =0 implies EU(x = I) >
EU(x < I). First note that x = Q strictly dominates x < Q:
EU(xe [0, Q]) =—[(1 - )(a(Q—-x) + A= x)] - [r(a(Q—x)

d JEU(x€l0, Q])
ox

2ra > 0. Therefore, EU(x = Q) > EU(x € [0,Q)). Similarly,

EU(xe [QI)) =-[(1 - n(a(x~ Q) + A-x)] - [r{lalx~ Q)

JEU(x€[Q.1]) _
ox -

Therefore, EU(x = I) > EU(x € [Q,])) and, by transitivity,

EU(x=1 > EU(xe [0,])).

We now show that M;(I) = 0 implies EU(x = I) >
EU(x> I). Note EU(xe (LA]) =—(1-7r)[o({x— Q) + ox+ s
+ Al -r((A- Q) > EU(xe (A1]) =-(1 - n[o(x- Q)
+ox+ s+ Al —r(o(x— Q) + a(x— A)). But EU(x=1I) =
-(1-n(I-Q+A-D-r((A-Q))>EU(xe (LA]) =
—(1=7r)[alx— Q)+ ox + s+ A] — r(ct(A — Q)). Thus, the
agent prefers implementing I to implementing any x> I.

Finally, we establish that M| (I) = 0 in equilibrium. Sup-
pose that M (I) = 1. Then the agent has an incentive to
choose some x* = I — € so that (by Lemma 1) M;(x") = 0.
The agent maximizes utility by making € as small as pos-
sible, leaving x undefined. Thus, equilibrium requires € = 0
and M;(I)=0.

Case 2: R< I< Aand Q£ I The logic in this case par-
allels that of condition (i): the agent can adopt x' = I with-
out fear of sanction from the incumbent. If replacement oc-
curs, then, as per Lemma 2, the agent adjusts to her ideal
policy.

In the final two cases, A < [, and thus as in the case
where r=0,x" = Aand M; =0forallr.

Case 3: Q< A <I< R. We show that in this case, x' = A,
y'=R M= M} =0.

From Lemma 3, ' = Rand My(R) = 0. From Lemma 1,
M (A) = 0. We thus need only establish that x"= A.

+ oA - x))] an = (1-r(o-1)+

+ 0(A - x))] and —(1 = n[o = 1]>0.

First note that m =—(1-71(-o—1)+2ro
x
> 0 (implying EU(x = Q) > EU(x € [0, Q)) and
MEL_xae[Q,_A_]l= —(1 - (o = 1) > 0, which implies
x

EU(x = A) > EU(x € [Q, A)). By transitivity, EU(x = A) >
JEU[x€e[A,I)] _

ox )
1] <0, which implies EU(x= A) > EU(x € (A, I)).

EU(xe [0, A)). Similarly, —(1-7[o+
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Next we show that EU(x = A) is greater than EU(x €
(L 1]). In the case described, EU(x = A) = —(1 — r)
[a(A - Q)] —r[(R- Q) + R—-A], EU(x € (L R]) =
—(1-7r[o(x— Q) +s+ox+ Al —r[o(R- Q) + R—A],and
EU(xe (R, 1]) = -1 = nfo(x - Q) + s + ax + A] —
rla(x— Q) + a(x—R) + R— A]. Since x € (I, 1] implies
x> A, and given o € (0,1) and r € (0, 1), then —(1 — r)
[0(A - Q)] > —(1 = r[ox — Q)]. Therefore, EU(x = A)
> EU(x € (L R]). The same inequality and the fact that
—r[o(R - Q)] > —r[o(x — Q) + a(x — R)]for x > R implies
EU(x=A) > EU(x € (R, 1]). Thus, EU(x=A) > EU(x €
(L 1]).

Finally consider x = L If M,(I) = 0, then the above argu-

JEU[x€[A,I]] _

ox B
agent prefers A to I If M(I) = 1, then we can substitute x €
[L R] for x e (I, R] in the preceding paragraph, leading to
the conclusion that EU(x = A) > EU(]) for any response by
the incumbent minister. It therefore follows that EU(x = A)
> EU(xe [0,A) U (A,1])

Case 4: Q< A< R< I Thelogic of this case parallels that
of condition (i): the agent can adopt her ideal policy ini-
tially (x" = A) without fear of sanction from the incumbent.
If replacement occurs, then, as per Lemma 3, the agent ad-
justs to R. QED.

ment applies: —(1-7)(a+1)<0,and the

Proposition 2. If conditions (i) and (ii) of Proposition 1
are not satisfied and the agent and incumbent do not have
similar policy preferences (A > I), then the level of cabinet
instability (value of r) does not affect the incumbent’s utility
from delegation if she survives, but a large value of r can
cause the incumbent to intervene.

Proof. To see that r does not affect the incumbent’s util-
ity from delegation, note that by Lemma 1, the worst utility
that the incumbent can obtain in equilibrium is —k;, which
occurs either because the agent implements I or because the
agent chooses x> I and the incumbent intervenes. If r =0
and A > I then the incumbent’s utility in equilibrium is this
minimal value, —k; because x"=I and no intervention oc-
curs. We show this is the same utility the incumbent receives
ifr>0.

When the conditions of proposition 2 are satisfied, A > I
and Q2 L Given these assumptions about A and Q, if the
agent prefers adopting x" = I to adopting any x > I, then in
equilibrium this policy must not induce intervention by the
incumbent. Otherwise, the agent would have an incentive to
choose max(x < I), which would not elicit a sanction. Then
the agent has an incentive to choose some x* = I - € so that
(by Lemma 1) M/ (x") = 0. The agent maximizes utility by
making € as small as possible, leaving x undefined. Thus,
equilibrium requires € = 0 and M; (I) = 0. Given M (D) =
0, x = Istrictly dominates x < Iand x > L. Therefore, if Equa-
tion [1] implies that the agent gains greater utility from
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x'= I than from any x > [, the agent chooses this policy and
the incumbent does not intervene. If Equation [1] implies
that the agent prefers adopting some x> I, then by Lemma
1, in equilibrium the incumbent intervenes if she survives.
In either case, the incumbent’s utility is —k;, the same utility
she would obtain if r= 0.

To see that a sufficiently large 7 can lead to increased in-
tervention, note that intervention does not occur when r =
0. Thus, an example where intervention occurs for large r is
sufficient to establish the claim. Assume [< A< Rand I< Q
< R, then y = R, M} = 0. Given M (I) = 0, the only pos-
sible policies that the agent can implement in equilibrium
are Iand Q:

(i) EU(x€ [0,1]) =~(1-nN[a(Q-x) + A—x] —r{o(Q—

J(EU(x€[0,I] _
ox -

1) + 2ro. > 0. Therefore, EU(x= 1) > EU(x € [0,])).
(ii) EU(xe (L Q]) =~(1 - n[aQ + s+ A] - r[o(Q - x)

J(EU (x€ (L,Q]]
ox
fore, EU(x= Q) > EU(x € (I, Q)).
(iii) EU(xe [QR)) =—(1 -r)[ox— Q) + ox + s+ A] —

J(EU(x€[Q,R]
ox

Therefore, EU(x= Q) > EU(x€ (Q, R]).

(iv) EU(xe [R, 1]) =-(1 =n[o(x— Q) + ax+ s+ A] —
rlo(x— Q) + ou(x — R) + R— A] < EU(x = Q). Therefore,
EU(x= Q=—(1-n[aQ+ s+ Al = r{a(R - Q) + R—A] >
EU(xe (Q,1]) and x" e {LQ}.

Solving for r, EU(x= Q) > EU(x=1) =—(1-n)[o(Q- ]
+A-I-rla(Q-D) +o(R-D0) +R—-A] onlyif r>

x) + (R—x) + R—A] and -1-nN(-o—

+ o(R-x)+R—-A] and =2r0, >0. There-

rfo(R- Q) + R— A] and =20(r-1)<0.

s+(l+a)k;

. Thus, x* = Q > I and intervention oc-
s+(1-o)k; +20Q

s+(1+o)k;
s+(1-o)k; +20Q

The logic for the general case follows similar logic. Since
Q > I, the agent avoids a sanction from the incumbent by
moving policy from Q to I < Q. If, however, replacement
then occurs, the replacement will have to pay an additional
cost to move policy back beyond Q to R or A (depending on
whether A is greater than R). The agent makes the initial
policy move only if 7 is sufficiently low. QED

).

cursif r >

Proposition 3. If conditions (i) and (ii) in Proposition 1
are not satisfied and the agent and incumbent have similar
policy preferences (A < I), then a high level of cabinet insta-
bility (large value of r) negatively affects the incumbent’s
utility if she survives.

Proof. If r= 0 and A < I'then x" = A, the incumbent does
not intervene, and the incumbent’s utility is —A. We prove
the claim by examining the three possible cases that exist
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when A < I and conditions (i) and (ii) in Proposition 1 are
not satisfied. For each, we show that when r > 0, the incum-
bent can experience the same utility level only if r is suffi-
ciently small. When r becomes too large, the agent adopts a
policy that forces the incumbent to intervene, yielding her
utility —k; < —A.

Case 1:1f I < R, max(A,Q) < L and A < Qthen y'= Rand
My, =0and

(A) x'= Aand M; =0 onlyif

[1-o 20(Q—A)
r < min| 1=
1+ 20l +(1-o)A+s
(B) x'=Iand M; =1if A< Qand
cli- 200(Q—-A) 1-a
200 +(1-0)A+s 1+a

J,orif A< Q,

I-a

r> ,and s< (14 a)Q—-2A —20k;
o

(C)x'=Qand M} =0if A< Q r>=%
1+o

,and s >
(1+0)Q-2A-20k;.

From Lemma 3, y'= R and thus M = 0.
First we show that if x* < I then either x' = Aor x' = Q.
Here, EU(x € [0, A]) = —-(1 - n[o(Q-x) + A - x] -

JEU (x e[0,A]) _
x

+ A(1 + r) > 0. Therefore, EU(x= A) > EU(x € [0, A)). Fur-

thermore, EU(xe [Q, [)) =—(1 = r)[o(x— Q) + x— A] —

EU(xe[Q.1)) _
X

rlo(Q—-x) + a(R—x) + R—A] and 1-

rl[o(R— Q) + R—A] and —(1-r(a+1)

< 0. Therefore, EU(x = Q) > EU(x € (Q, I)). Moreover,
EU(xe [A,Q])=—(1-1[o(Q-x) + x— A] —r[oe(Q—-x) +

4 QEU(xel4,Q)) _
X

o(R—-x) + R—A] an 1-nN(ae-1)+

2air. Therefore, and by transitivity, EU(x = A) > EU(x
[0,4) U (A,]) when < E‘Z‘ EU(x= Q) > EUlx € [0,Q)

U (Q,D) when r > 1-a
1+o

,and EU(x € [A,Q]) > EU(x e

[0,A) U (Q,])) when r= 1-e
1+

(in which case we invoke the

tie—breaking rule to deduce that the agent will choose Q).
Thus, if x* < then either x' = Aor x" = Q.

Next we show that if x"> I'then x" = Iand M;(I) = 1.
Note that EU(x e (I, R]) =—(1 - r)[o{x— Q) + s+ ox + A]
—r[a(R- Q) + R— A] = EU(J) if M (D) = 1. In addition,
EUxe (R 1]) = -1 =nfo(x - Q) + s + ax + A] —
rlo{x— Q) + a(x—R) + R— A]. Since ot € (0,1), re (0,1),
and —r[o(R — Q)]= —r[alx — QI + alx — Rl], it must be true

JEU (x e (L R])

that EU(x € (I, R]) > EU(x € (R, 1]). But 5
X
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=—(1-1r)20a < 0. Thus, if M;(I) =0 (which, from the pre-
vious paragraph, implies that EU(Q) > EU(J)), the optimal
x 2 I is undefined (because if x* > I the agent wants to
choose the smallest x that is greater than I). Thus, if x"> I
then it must be true that x' = Iand M;(I) = 1.

It remains to determine the conditions under which the
agent will choose from the only three possible optimal poli-
cies: A, Q, or I Taking the tie-breaking rule into account,

and r> .
+0o 1+

there are two subcases to consider: r <

1-a . * .
Subcase a: r < 1——- In this case, x” € {A, I}. Since
+Q

M;(D=1,EUx=D=-(1-n[a - Q) +s+al+A]-
rfo(R— Q) + R—A]. Since EU(x= A) =—(1 - [a(Q—-A)]
— r[a(Q - A) + (R — A) + R — A]. EU(A) > EU(D)
requires

2ol —Q)+s+(1+a)A)] _ -
2ol +((1-0)A)+s]

20.(Q-A)
200 +(1-0)A+s

200(Q—-A) 1-o
20l +(1-0)A+s 1+a

Thus, if re[l— ) then x" = I

and M; =1.

1-a .
Subcase b: r > Tra’ Above, we established that r >
o

l-I_-Z implies x* € {Q, I}. Canceling identical terms in the
expected utility functions gives EU(Q) > EU(J) if a(I- Q)

+ol+ s+ A> Q- A, whichis true onlyif s> (1 + 2)Q-2A
— 20 Therefore, for this subcase and given the tie-breaking
rule, the agent chooses x= Qif s> (1 + #)Q—2A - 2atk;and
chooses x = I otherwise.

Case2: I< Rand Q> I> A then

(A) x'=A, M; = My =0,and y' = Rif
s+(Q+a)A) 1-a

r < min , .
oQ+s+((1-a)A) 1+a
(B) x'=I M;=0,y’=R,and Mz =0

s+((1+a)A)
s+(Q-a)A)+20Q

L 1-0)/(1+a) <r<

.. s+((1+a)A) 1-a
ii. r>max , and any
QuQ+s+((1-a)A) 1+
of the following:
(a) s<min[(l - o)k, —24, (1 + )k, - 2aQ
—24]

(b) s> (1-a)k; —2Aand
stk (—1)+2A
200Q+s—k;1+0)+2A
(C) x'=Q M; =1,y "=Rand My =0if:

JOHN D. HUBER AND ARTHUR LUPIA

1-o
I+o

s+(1+a)A .
s+(1-0)A+20Q

or

. s+(l+a)A 1-a
ii. r>max| , and any of
QuQ+s+(1-a)A 1+a

the following:
(@) A-a)k;—2A2s5 2(1 + )k; —200Q-2A
(b) s>(1-a)k; —2Aand
. s+k(—1)+2A
T 20Q+s—k(1+a)+2A

From Lemma 3, " = Rand My(R) = 0.

First we show (by process of elimination) that as in case
1, the only possible policies implemented by the agent are x*
€ {ALQ}

(i) The agent will never implement x > Q. We will sim-
ply paraphrase the logic of the previous proof for this
simple case. Given A < [, it is obvious that the agent will not
choose x> Q. The only benefit of doing so would be to pre-
vent the replacement from intervening, but (from Lemma
3) we know that such prevention can be accomplished at the
adjustment stage. Therefore, the agent gains no advantage
from choosing x > Q in the initial stage.

(ii) The agent will not choose x* = I unless M;(I) = 0
(i.e., M[(D) =1 is impossible in equilibrium). Suppose, to
the contrary, that M;(I) = 1. Then EU(x € [ Q]) =
—(1-1[oQ+s+ Al —r[o(Q—-x) + (R—x) + R— A],and

JEU[x€[LQ]]
ox
fers implementing Q over implementing L Thus, if x'= I
then it cannot be the case that M; (I) = 1.
(iii) The agent will never implement x* € (L,Q). As
noted in (ii), EU(x e (I, Q]) =—(1 - [aQ+ s+ A] — r[o(Q

JEU[x € (1,Ql]
ox
Therefore, EU(x= Q) > EU(xe (1,Q)).
(iv) The agent will never implement x € (A, I). As noted
in (ii), M;(I) = 0. Thus EU(x € [A, I])=—-(1 - n[o(x - Q)

=20ur > 0, which implies that the agent pre-

~x)+ o{R-x) + R—A], and =20r> 0.

+ x—-A] —r[o(Q-x) + (R - x) + R - A] and

JEU Al _

M =(1-r)(at—1) + 20r. When r < l_oc’
ox l+a

this partial derivative is negative and EU(x = A) > EU(x €

1-o . . . ..
(A,I]. When r> o’ this partial derivative is positive, and
+ O

EU(x=1 > EU(xe [AD).
(v) The agent will never implement x € [0, A). Here,
EU(xe [0, A]) = —(1-nN[o(Q-x) +A—x] - r[o(Q-x) +

aEU[xe[o,A]] e an)
ox

—2ro. > 0. Therefore, EU(x = A) > EU(x € [0, A)).

o(R-x)+ R—A] and



INSTABILITY AND DELEGATION

By (i) through (v), the only possible equilibrium
polices that the agent can implement are x" € {A,LQ}.
Second, we consider the circumstances under which
implementing A, I, or Q maximizes EU(x).
We have already established that EU(A) > EU(J) only if

1-a
r<
1+a

and E U(A)> EU(Q) only if

s+(1+a)A
s+(l-a)A+20Q°

Thus, x = A if

s+(1+a)A l1-a )
200Q+s+(1-0)A 1+0

r< min(
By Lemma 1, if x"= A then M| = 0. This establishes part

A of Case 2.

s+(1+a)A 1-o
200Q+s+(1-0)A 1+0

If erin( ) then x* e {L[Q}.

Transitivity implies that if -« <r< st{I+a)A
l1+a s+(1-a)A+20Q

then EU(I) > EU(A) > EU(Q) (establishing part B(4)), and if
s+(1+a)A -0
=% then EUI > EU(A) >
s+(1-a)A+20Q Sr<1+a en (Q @)

EU(I) (establishing part C(7)).
It remains to determine x* € {LQ} for the case

s+(1+o)A -«
QaQ+s+(1-o)A 1+a )
Since EU(x= D= —(1 - (a(Q-k) + k;— A) — r{a(Q

- k) + (R - k) + R— A, it follows that EU(Q) = EU(J) if
r200Q+ s+ 2A- k(1 + o)] 2 s+ 2A + k{a - 1). Note that
k; < Q, which follows from the I <Q assumption of this
proposition, implies s + 2A + ko — 1) <20Q + s + 2A —
k(1 + at). We can use this inequality to establish two collec-
tively exhaustive subcases that identify the agent’s equilib-

rium choice from the set choice {I,Q} when

r> ma){

s+(1+a)A -«
r>ma N .
RoQ+s+(1-a)A 1+a

Subcase a: s< (1 —a)k; —2A

First we show that s < min[(1 + a)k; —200Q — 24, (1 —
o)k, —2A] implies then x" = L If s < min[(1 + o) k; —20.Q -
2A, (1—o)k; —2A], then200Q + s+ 2A— k(1 + o) <Oand s
+ 2A + ko — 1) < 0. Therefore, EU(x = Q) =2 EU(x = ]) if

< s+k(0—1)+2A
T 20Q+s—k(1+a)+2A

.However, r> (1 -o)/1 + o),
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by definition of the case. To satisfy both inequalities on 7 re-
quires s> (1 — o) Q— 2A. However, s < (1 — o)k — 2A by the
assumption of this subcase and Q > k; by the assumption of
the proposition. Therefore, s > (1 — ) Q— 2A is a contradic-
tion, implying EU(I) > EU(Q) (and establishing part
B(ii)(a)).

Next we show that if s< (1 —o)k; —2A and s> (1 + a)k;
—200Q - 2A implies x" = Q. Given s + 2A + k(o — 1) < 20.Q
+ s+ 2A — k(1 + o), there are three ways to satisfy s < (1 —
o)k —2Aand s> (1 + a)k; —200Q - 2A:

(1) s= (1 —a)k; —2A: This implies s + 2A + ko — 1) =
0,and since s+ 2A + k(oo — 1) <200Q + s+ 2A— k(1 + au), it
follows that r200Q + s+ 2A— k(1 + )] > s+2A + ko —1)
=0. Thus, s= (1 —a)k; — 2A implies EU(x= Q) > EU(x = I).

(i) (1 -k —2A> s> (1 + a)k; — 2A — 20.Q, (which
requires s< (1 —0)Q —2A). Then 200Q + s + 2A — k(1 +
o)>0and s+ 2A + ko — 1) <0, which implies EU(x= Q) 2
EU(x= D).

(i) If 1 —o)k; —2A>sand s= (1 + o)k, —200Q—s—
2A,then s+ 2A + kf(oo—1) <0=20Q + s+ 2A— k1 + ).
Since re (0,1), EU(x= Q)= EU(x=I).

Collectively, (i)

through (iii) imply that if

s+(1+a)A 1-o
(2oQ+s+(1-)A 1+

and s> (1 + a)k; —20.Q — 2A then EU(x= Q) 2 EU(x=])
(establishing part C(71)(a)).

Subcase b: s> (1 —a)k; —2A

If s> (1-a)k; —2A,then 0 <s+2A + k(o —-1) <20Q
+ s+ 2A - k(1 + 0). Therefore, EU(x = Q) 2 EU(x = I) if

. s+k (—1)+2A
200Q+s5—k;(1+a)+2A
and EU(x = I) > EU(x = Q) if this inequality does not hold
(establishing part B(ii)(b)).
Case 3: A< R<Iand A < Q. In this case, the agent
strictly prefers x = A to x < A. In addition, if Q< R, the agent
strictly prefers x= Qto x > Q. In this case, EU(x€[A,Q])=

—(1-r)o(Q-x)+x—A)—-r(a(Q-x)+(R—x)+ R-A) .

r>max[ ]andss(l—oc)kl—ZA

(establishing part C(ii)(b))

aEU[x E [A,Q]] )
Given that ——————=r-1+a(l+r), x = A if
ox
r< 1-|_-a and x' = Q otherwise. Similarly, if Q > R, the agent
o

strictly prefers x = A to x < A and strictly prefers x= R to x
> R. In this case, EU(x€[A,R]) is exactly the same as
EU(x€[A,Q]) in the previous case. Thus, x = A if

I-o

r< and x" = R otherwise. QED.
1+
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