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Abstract

Fundamental political change often occurs gradually. Yet mechanisms of incremental
institutional transformation are poorly understood. This paper presents a game in
which players are entirely strategic and share proposal power, while showing how one
player can gradually accumulate authority over time at the expense of another. The
model analyzes a bargaining problem between two actors. Over an infinite number of
periods, each actor has a chance each period to propose a bundle of future authority plus
present policy, which creates the potential for actors to trade authority for temporary
policy concessions. With some degree of noise in the division of authority, a proposal
that transfers authority reduces the reservation value of the respondent, creating an
incentive for the proposer to trade present policy for future authority. The model
provides a mechanism for how ongoing, everyday political interactions can gradually
rearrange authority relationships among political institutions.
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Fundamental political change often occurs gradually. Examples include the rise of judicial
review by the US Supreme Court, the growth of authority over national governments by the
European Court of Justice (ECJ), the relationship between the US federal government and
state governments, the relationship between legislative and executive authority in presiden-
tial democracies, and the authority of legislatures within many contemporary and historical
authoritarian regimes, such as the British Empire. Sometimes political change is rapid, of
course, but even then visible breaks often occur within the context of a transformed in-
stitutional terrain that developed slowly if not imperceptibly. For example, the American
revolution only occurred after colonial legislatures had already accumulated substantial au-
thority at the expense of the British crown.

How are we to understand such cases of gradual institutional transformation? A promi-
nent approach in formal models of political development is to show how different equilib-
ria depend on particular combinations of exogenous parameters, and then explain histori-
cal change by the change in exogenous parameters moving the outcome of the game from
one equilibrium to anotherE] In this way, models may exhibit gradual institutional change
through gradual movement of exogenous parameters. While this approach can be fruit-
ful for many applications, it leaves the fundamental causes of change outside the model.E]
There is no sense in which the existing arrangement of institutions may imply the gradual
transformation of institutional forms and relationships.

This paper presents a model in which one actor gradually accumulates authority at
the expense of another. The model analyzes a bargaining problem between two actors.

Each actor represents an institution, such as a federal government versus a province, or an

1. To the author’s knowledge, Calvert (1995) provides the clearest description of this approach to studying
institutional development.

2. In models in which there is a transfer of authority, such as models of suffrage expansion, if such a
transfer of authority occurs it occurs immediately (though for an exception see Jack and Lagunoff 2006).
Contrast this perspective to the gradual growth of Parliamentary authority or the decline of the House of
Lords in Britain (used as an example in Mahoney and Thelen 2009).



executive versus a legislature. Over an infinite number of periods, each actor has a chance to
propose a bundle of future authority plus present policy, which creates the potential for actors
to exchange policy for authority. Crucially, there is some degree of uncertainty in the division
of authority. In the model, a proposer’s claim of authority might provide precedent in future
bargaining, even if the respondent rejects the offer. This may be unlikely, but an arbitrarily
small probability that this occurs creates the effect that, in some circumstances, the proposer
now has an incentive to accumulate authority while providing present policy benefits to the
respondent. Over many periods, policymaking authority is gradually transferred from one

actor to the other.

Related literature

The model that I present is distinct from most models of gradual political change because
of the focus on authority, rather than policy change or power (conceived of as a probability
of winning in a conflict). An exception is provided by Howell et al. (2019), who analyze
the gradual accumulation of authority by an executive in competition with the judiciary.
In the model of Howell and colleagues, the president always has proposal power, and if the
judiciary ever overrules a presidential action, then the judiciary can never approve a similar
action in the future. However, Howell and colleagues assume that actors seek authority,
whereas in the current model actors care about policy and only seek authority to that end.
By incorporating both policy and authority into a bargaining model, we can investigate how
actors trade off either option.

The important feature of this model is the allocation of authority across institutions. As
conceived in this paper, an actor’s authority guarantees a partial policy benefit in the absence
of a successful bargain. Hence, moving the division of authority alters the reversion point
for bargaining. Bargaining models with an endogenous status quo have analyzed legislative

bargaining (Diermeier and Fong 2011, Kalandrakis 2010, Nunnari 2019), and have incorpo-



rated changing preferences (Dziuda and Loeper 2016) and choices between distributive and
public-goods policies (Battaglini and Coate 2007). In contrast to these models, the current
model focuses on bargaining over authority, which allows an actor to set policy unilaterally
up to some limit, rather than bargaining over policy alone.

Likewise, bargaining over authority is distinct from models in which actors bargain over
power, conceptualized as the probability that an actor wins in a fight. Fearon (1996) presents
a model in which actors trade portions of a pie, which then implies a probability of winning
a potential conflict. Fearon shows that if the potential probabilities of victory that are
subject to bargaining are continuous, then no conflict occurs. In effect, the proposer is able
to use their proposal power in order to extract concessions from the respondent, due to the
inefficiency of conflict. The two most important differences between my model and Fearon’s
is that, in my model, actors trade authority rather than a probability of winning a conflict
(and present policy and authority move independently), and the role of coercive power in
addition to proposal power in driving the outcome of the game.

Coercive power occurs when one actor has the ability to reduce the reservation value of
another, affecting which bargains the second actor will accept and benefiting the first actor
(Acemoglu and Wolitzky 2011, Chwe 1990, Dal B6 et al. 2006). Consider as an example the
“bargain” between a mugger and a pedestrian. In the absence of coercion, the pedestrian
would not hand over their wallet (“your money or nothing”), but the mugger’s gun reduces the
pedestrian’s reservation value (“your money or your life”), and consequently the pedestrian
accepts the mugger’s offer. Coercion in this sense has been introduced in bargaining games
to produce a gradual endogenous change in power, most notably by Powell (2013).

In Powell’s (2013) model, a government gradually consolidates power while buying off a
rebel group. Two actors representing a government and a rebel group bargain over a stream
of pies for an infinite number of periods. The government can make an offer that both affects

the probability of winning a fight in the future and the allocation of today’s pie. Coercive



power creates an incentive for the government to increase their probability of winning a
fight, since that reduces the reservation value of the rebel group. Power is transferred to the
government’s benefit as the rebel group accepts pie today in exchange for a future reduction
in military power.

In the current model, proposal power is shared by both actors through a random draw
of who holds proposal power in each period. This provides, a “fair shot” for both sides to
accrue authority. While in many contexts it may make sense for one actor to be able to use
coercive power to disadvantage another actor, in many other contexts it does not make sense
to assume ex ante that one actor or the other ought to be able to make use of coercive power.
It is something to be explained why a particular institution is able to accumulate authority
at the expense of another, when it would appear that both institutions have opportunities
to propose offers that could move authority to their own advantage.

Moreover, the current model shows how relationships of authority can produce coercive
power due to uncertainty over boundaries of authority. Because of this uncertainty, one player
can reduce the reservation value of the other by offering current policy for future authority.
This connects the concept of coercive power to existing conceptions of authority and also
expands its application beyond contexts of explicit violence such as civil wars, corruption, or
labor coercion. The model shows that relationships of authority can be transformed even in
a context in which formal authority is binding, and all actors are constrained from engaging

in explicit violence.

Summary of theory

Consider a stylized example in which two players divide a pie. Each day they receive a new
pie to divide. There is some share of the pie over which each player has authority. This means

that one has a right to a defined portion of the pie, and the other has a right to the rest. Each



day, there is some probability that either player has proposal power—the ability to make
an offer to the other that the other either accepts or rejects. If no bargain is reached, each
player takes their rightful portion. However, it is possible for one player to exchange their
portion of the pie for more authority in the future, so that one player gradually establishes
authority over the entire pie, fully eliminating the authority of the other playerE|

Because players care about policy, rather than authority directly, if this were all, play-
ers would be indifferent between trading policy now for policy in the future (properly dis-
counted). However, an incentive to trade policy for authority arises from how the boundaries
of authority are enforced. In addition to the two players bargaining, an audience (such as
the citizenry) watches them imperfectly. The audience enforces the boundaries of authority
between the first two players, and uses whatever division of authority was last agreed upon
by both. In other words, when both players agree on a scope of authority, then this creates
a “precedent” so that such a scope of authority may be defended in the future.

When one player offers the other a bundle of policy for authority, uncertainty over the
boundary of authority can create an incentive for the proposer to move authority now and
then take policy later. Because of this uncertainty, the enforcement of bounds of authority
is imperfect. This means that, by offering a bundle that incrementally moves authority, a
player can reduce the reservation value of their bargaining partner—the respondent might
reject the offer but authority moves nonetheless.

Assuming a continuous bargaining space and sufficiently high cost that a player will not
make an offer that they know will be rejected, the model shows three conditions necessary

for a transfer of authority to occur:

e Some degree of uncertainty in whether or not violations of precedent will be punished.

For instance, one way this could be interpreted is that, if a revision of authority re-

3. This example is inspired by James Harrington’s example of two schoolgirls dividing a cake, which
Harrington uses to illustrate how a separation of powers system could work to align public and private
incentives. Harrington assumes that relationships of formal authority are followed.



lationships is rejected, then potential protesters may not notice or may otherwise fail
to act collectively in order to reject the usurpation. So the claim to authority by one

institution might become accepted in the future.

e Sufficiently biased proposal power toward one player is necessary for that player to

have an incentive to give up policy gains now, and for the other player to accept policy

gains rather than seeking to accumulate authority in their own favor.

e A sufficiently high discount factor, specifically for the player accumulating authority,

is necessary for that player to be willing to give up present policy benefits. Importantly,
players have a common discount factor, so the model shows that a high discount factor

does not conflict with a player allowing authority to be withdrawn from them.

This stylized example reflects real-world bargaining over policy and authority between
institutions. Consider the standard interpretation of the US Supreme Court case Marbury
v. Madison, in which the Supreme Court established a lasting precedent for Court power of
constitutional review in exchange for providing short-term policy benefits to the Jefferson
administration, which accepted the decision. Alter (2001) argues that the ECJ established
authority over national court systems in an analogous way, by issuing decisions granting
policy wins to national courts while establishing ECJ authority over national court decision-
making.

Another example of policy-authority bargaining is provided by colonial American legis-
latures within the English/British Empire in the 17th and 18th centuries. While founded
sometimes without crown authorization at all or at least with little authority recognized by
imperial officials, colonial assemblies gradually accumulated authority over numerous policy
domains. Assemblies often used their budgetary power in exchange for further grants of
authority by imperial officials (Greene 1963). After presenting the model, I will use this case

to illustrate key elements of the strategic situation that the model elucidates.



The model

Consider an infinite-horizon game of complete information. There are two players, A and B.
Each period, A and B have a pie of size 1 to divide. Both players’ utilities are linear and

increasing in pie. There is a common discount factor 9.

Bargaining

Either player has some probability of being the proposer in a period. Player A is the proposer
with probability p, while player B is the proposer with probability 1 — p. When a player is
not the proposer, they are the respondent.

The proposer in a period offers an allocation of authority x;y; € [0,1] and a policy
location s; € [0,1]. A division of z; results in player A obtaining authority over z; portion
and player B obtaining authority over (1 — z;) portion. This is the share of the pie that
either player obtains in the future if no bargain is reached. Additionally, s; = 0 means that
B receives the whole pie, while s; = 1 means that A receives the whole pie. This allows for
the possibility of an exchange of future authority for current policy benefits.

The proposer chooses a tuple (z;11,s;) that the respondent can accept or reject. Upon
acceptance, then the pie in that period is allocated according to the offer, and the proposed
division of authority then becomes the division of authority in the next period. Upon re-
jection, each player obtains their current policy benefits according to the existing division
of authority. However, there is a probability € that the proposed scope of authority in the
following period, if it is different from that of the current period, will be successfully rejected.
With probability 1—e, the proposed scope of authority in the next period will prevail despite
rejection by the respondent.

The share s; represents current policy. A proposer can choose not to alter the existing

policy (s;—1) that they inherit. For instance, if the proposer in the previous period chose



s = § and it was accepted, then assuming the other player holds proposal power in the
following period, they could offer § and have it be accepted for sure without needing to offer
a shift in authority in exchange. This represents the proposer deciding to not move policy.
In a given period, the proposer can always decide to leave policy at the status quo, which is

the policy of the previous period.

Order of moves
The order of moves in a period is as follows:
1. Nature selects A to be proposer with probability p or B to be proposer with probability
1—p.
2. The proposer chooses an offer (41, s¢).

3. The respondent accepts or rejects the offer.

4. If accepted, then the proposal is implemented, and the game proceeds to the next
period. If rejected, then player A obtains z; and player B obtains 1 — x;. Upon

rejection, Nature chooses:
(a) With probability €, cost & is imposed on the proposer and the division of authority
in the next period remains at x;.

(b) With probability 1 — ¢, the proposed authority z;,; is implemented.

Equilibrium

A state of the game is defined by the current division of authority x; and the status quo
policy s;_1. Players choose among Markov strategies. This restricts players to condition
strategies on the state of the game, and removes the potential for credible commitments

across states.



The two possible “final” states of the game are x = 0 and x = 1, where player B has
complete authority in the former, while A has complete authority in the latter. In the
proceeding analysis, it will be shown that both x = 0 and x = 1 are absorbing states.
However, the analysis investigates conditions for which A accumulates authority and the
game ends up at x = 1. In accordance with this, the first-period status-quo policy is sq = 0,

which capture B’s initial advantage.

Summary

The exogenous parameters in the game are p, €, J, and k. The choice variables are s; and

211, which the proposer in period ¢ chooses, while the respondent chooses to accept or reject.

Comments on model assumptions

This paper draws upon a conception of authority as focal points for actors to coordinate
around (Mailath et al. 2017; Myerson 2004). If authority is defined in this way, then many
different relationships of authority are possible—whatever division of authority is coordinated
upon. In the model, authority is conceived of as the right to unilaterally set policy up to
some threshold (for a similar operationalization of the concept of authority, see Dragu and
Polborn 2013). The scope of policymaking authority of an actor is determined by the division
of authority across institutions.

Substantively, consider a constitutional government such as that of the United States.
There is wide agreement that Congress and the President have distinct powers under the
Constitution, which cannot be violated by the other branches. For instance, the President
commands the military, but Congress has the authority to declare war. Regardless of the
specific empirical application, if one believes in a separation of powers constitutional system,

then one believes that authority can be split between different institutions. Actors within



either institution can obtain partial policy benefits unilaterally, but an actor can only obtain
the whole pie if the other assents (for a non-degenerate division of authority)[]

Of course, the bounds of such authority are inevitably ambiguous and contested. Ex-
amples of constitutional ambiguities include Supreme Court judicial review, which was con-
troversial for much of the 19th century, the Presidential veto as a policy and not just a
constitutional tool (McCarty 2009, Latimer 2017), and the authority of colonial legislatures
relative to imperial officials in 17th and 18th century America (Greene 2011). In the model,
while both actors dividing the pie know what the formal boundary of authority is, there is
some uncertainty, represented by € < 1, over whether the existing boundary of authority will
be enforced. The probability that a claim to authority is successful despite the respondent’s
rejection could be very small. This might arise from a failure of collective action or simply
inattentiveness on the part of the citizenry or other audience enforcing the division of au-
thority between institutions. In the case in which a prior claim of authority is not publicly
sanctioned, then it becomes the basis for future precedentﬁ

There are a few points to make about the use of random proposal power, which follows
from games such as Baron and Ferejohn’s (1989) classic model of legislative bargaining. The
parameter p allows a biased rotation of proposal power between actors. On a theoretical
level, for a single actor to have all proposal power is a strong assumption. While this may

be plausible in some circumstances, there are many cases in which this is implausible. In

4. In contrast, non-constitutional institutions, such as bureaucratic agencies, can be created or destroyed
by Congress. A standard account of delegation does not represent a transfer of authority in the sense used in
this paper. Because any “policymaking authority” that Congress has granted to an agency is revocable and
contingent on Congress’s subsequent approval, Congress has not lost any authority in the sense in which I
am using the term. Whereas Congress could abolish the Interstate Commerce Commission (ICC), Congress
does not have the legal right to abolish constitutional offices such as President or Vice President. In this
sense, then, Congress had complete authority over the ICC, but Congress has only limited authority relative
to the President.

5. One might imagine that actors strategically make incremental claims to authority in order to diminish
the likelihood that violations of precedent are noticed. This is empirically plausible, but is not necessary
for a gradual transfer of authority to occur because the total size of the pie operates as a constraint on the
move of the division of authority each period.

10



particular, we are substantively concerned with cases, such as legislatures in an authoritarian
regime or international courts, in which a weak, subordinate institution accrues authority
and eventually surpasses an initially more authoritative institution. Various actors that
ultimately lost authority over time did in fact have opportunities to propose to increase
their own authority, just as their bargaining partners did. It is something to be explained
why one actor appears to be more aggressive in obtaining authority than another, and this is

not possible (by this mechanism) if one actor never has the opportunity to offer a proposal.

Analysis

It is worth pausing to emphasize a fundamental point. Because the game is constant-sum
and players have a common discount factor, should not the players be indifferent between all
possible trades of policy-now versus policy-later? In fact, we will see that player A strictly
prefers to accumulate authority. The reason for this arises from the role of noise, represented
by €, in the boundaries of authority between each actor. As long as there is some degree
of noise associated with the enforcement of existing bounds of authority, then there are
circumstances in which at least one player strictly prefers to sacrifice present policy in order
to accumulate authority and obtain secure policy benefits in the future.

To understand why this is, consider the following. Suppose A is the proposer. Then B’s

condition to accept A’s offer of (2,11, ;) is
(1) 1—s;+0Vp(xpp1) > 1 — 2+ 0 (eVp(xy) + (1 — €)VB(x441))

Here, V; represents the continuation value for player i. The value z; is the scope of authority
for A in the current period. Upon rejection, A withdraws any policy benefits that they might

have been willing to leave to B upon acceptance of the proposal. Importantly, there is e

11



probability that A’s proposed shift in authority “sticks” even if B rejects A’s proposal. This
creates an incentive for A to move authority as far as possible, since in doing so, A reduces
the reservation value for B. This much utilizes the same mechanism as that of Powell’s
(2013) model.

However, consider the choice of a player to move authority or not. Here is the condition
for player B to offer s, = 1, consuming the entire pie today while keeping authority where
it is (LHS), or to offer s, = 0, forgoing policy benefits today and obtaining a more favorable

distribution of future authority (RHS).

(2) 1+ 5VB((Et) 2 0+ (SVB(l’t+1)

The parameter € does not appear in B’s condition to offer s = 1 or s = 0 because, assuming
that no player makes an offer that is sure to be rejected, on the RHS (where B gives us
current policy benefits in order to move authority in B’s favor) the offer of authority is such
that A would accept, and the division of authority would therefore move for sure. We can
see that in making an offer to A, player B faces a trade-off, since 0Vp(z:) < 6Vp(x441) while
of course 1 > 0. Whether or not this condition holds will depend on the relative magnitude
of how B’s continuation values change given B foregoing policy benefits today. The fact
that there may be an asymmetry between A and B in this regard depends on the p (the
probability of A being the proposer in a period) since Vg (z;) = pVi (z:) + (1 — p)VE (),
with superscripts indicating which player is drawn to be proposer in the next period.

To illustrate the point, suppose that (magically) p = 1 at the penultimate period, so that
player B (despite being the proposer in the current period) knows for sure that player A will
be the proposer in the next period and will then offer a proposal that B will accept, moving
the game to the final state and securing all future policy benefits. What should B do?

Consider B’s choice, in the case in which they can at most move authority in their own favor

12



to state xo (where it takes at most two periods for A to accumulate remaining authority):
Should B accept policy benefits today, then B can expect a payoff of 1 + 6Vj'(z1), where
Vi (x1) < 1 since by definition of state z; player A can move the game to the final state
from there by offering 5 < 1. On the other hand, B can obtain §(1 + §V4(x1)) by choosing
sy = 0 and moving authority as far as possible away from state x = 1. But clearly the latter
payoff is smaller than the former. The following analysis shows that this result also occurs

under less restrictive assumptions.

Preliminaries

In this game, I analyze the case in which players never choose to initiate open conflict
over boundaries of authority. By this, I mean that since the game is perfect information,
actors always know whether an offer will be accepted or rejected. I assume that the cost of
punishment in the case of an actor violating authority and their proposal being rejected is

sufficiently high that they never do so.
Assumption 1. k > kK

Because punishment is incredibly costly, no actor will ever make an offer that they know will
be rejected. In this way, actors are restricted to only make offers they know will be accepted.

In this analysis, we focus on a type of outcome of the game that I label a “developmental
equilibrium”; in which player A accumulates authority at the expense of player B. Initially
though, it is convenient to establish a couple preliminary results. First, it is apparent that
we may focus on players’ preference for either the maximum or minimum value of s, since
player utilities for policy and authority are linear. Consider each player’s choice of x; given

that that player is the proposer and the respondent accepts.
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If player A is the proposer, then B’s condition to accept is

(3) 1—s:4+0Ve(xi41) =1 — 2+ 5(eVa(ze) + (1 — €)VB(2441))

(4) 1—s=1—ax+ 0e(Vg(xy) — Va(x441))

So now we can think about the maximization problem for player A in terms of a single

variable x;, assuming that A prefers to induce acceptance by B.

(5) st + 0Va(xy)

The continuation values V; are all linear in z; in a single period, and all periods are added
together. This implies that the second derivative with respect to x; equals zero. Therefore,
if a player prefers any value of (x,1, s;), they always prefer a corner solution. This implies
that (for the most part) we only need to check players’ choices of s, = 0 and s, = 1 (if a
player prefers either corner over the other, then that will be the optimum because no interior
value will be preferable). The exception is the state immediately prior to a player moving
the game to x =0 or x = 1.

I refer to x = 0 and x = 1 as “final states” of the game because we can establish that if
the game is in a state in which x = 0 or x = 1, then there are no further possible moves of

authority. This is stated in the following lemma. (All proofs are in appendix.)

Lemma 1. The states in which x = 0 and x = 1, with policy s;_1 = 0 and s,y = 1

respectively, are absorbing states.

Once a player holds authority over the entire policy space, there is no offer to retract authority

that that player accepts, since they can provide themselves current policy benefits of value

14



1. We use z,, to represent the division of authority from which it will take player A n periods
to accumulate all authority (on the equilibrium path).

With these initial results, we can consider a possible strategy for player A. In such
a hypothesized strategy, A will transfer all current policy benefits to B in exchange for a
maximum possible shift in authority each period until the game reaches state x = 1. At this
point, A will have accumulated all authority and obtain policy benefits of 1 each period,

while B obtains zero forevermore.

A developmental equilibrium

In this section, we set out to find conditions for a developmental equilibrium. In such an
equilibrium, one player gradually accumulates authority at the expense of the other player.
The player losing authority allows this to happen (despite fully realizing what is happening)
and consumes their share of today’s pie rather than trading it for the possibility of future

authority (and hence pie in the future).
Definition 1. A developmental equilibrium is an equilibrium with the following proper-
ties:

o At every period in which A is the proposer, except for the penultimate period x1, player

A chooses s; = 0.

o When A is the proposer at the penultimate period x1, A offers s € (0,1] to B so that

B accepts, moving the game to x = 1.
o At every period in which B is the proposer, player B chooses s; = 0.

o After incrementally moving toward x = 1 (whenever A is the proposer), the game
remains stable forever at x = 1, with player A receiving 1 every period and player B

receiving 0.

15



We first characterize the equilibrium path, then show that neither A nor B have an
incentive to deviate. Finally, we will see that for § > &, € > €, and p > p, where 9, €, and p

are defined in the proof of Lemma 3, this equilibrium path occurs in all possible equilibria.

Lemma 2. Assuming that B takes current policy benefits in every state prior to x = 1,
player A chooses sy = 0 in each state until x1, at which point A chooses 5. When © = 1,

player A chooses s; = 1 every period.

571 (21 (1-8) +3(1—¢))p"
YA—3(1-p)" 1 (1—6-0(1—€)p)

e Player A’s expected utility in state x,, on the equilibrium path is: i

07 (21 (1-8)+6(1—¢))ep™ 1
A=3(1—p))"T(1-3-6(1—0)p)

e On the equilibrium path, x, =

In Appendix B, I show that the sum of player A’s expected utility in state x, on the

equilibrium path and player B’s expected utility in state x,,, derived independently, sum to

ﬁ. But we already know this because utilities are constant sum, so the portion of the pie

that each player receives must be one minus the portion of the other player, and the total
pie is l—ié.

Finally, we have a somewhat technical but useful result, during the course of which we
can define p, €, and 6. Each of these are defined so that we can specify a parameter region

in which the developmental equilibrium path occurs.

Lemma 3. The following condition holds for p > p, € > €, and § > 9.

grtpn—t - (-1 (1=0+6(1-¢)p)
(1=0(1—p))! (21(1 = 0) +0(1 —€))

(6)
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A’s strategy

Recall that we have assumed the status quo policy is so = 0, meaning that policy starts out
in B’s favor. This means that from A’s perspective, A can either use A’s authority to move
policy to x;, which is the best policy (for A) that A can achieve given the limitation on A’s
authority, or A can maintain the status quo policy and offer to move authority in A’s favor
instead. By maintaining the status quo policy, A is using A’s authority to set policy in B’s
favor. In effect, since A holds some amount of authority, A can threaten B to move policy
away from what B favors, unless B grants A further policymaking authority.

Moreover, as the following result states, A strictly prefers to move authority rather than
policy when € < 1. This is because moving authority, but not policy, could potentially be
successful even if B rejects the offer. In contrast, if € = 1, then A is indifferent between

moving authority and moving policy.

Proposition 1. Assuming that B chooses s; = 0 in every state other than x = 1, player A

strictly prefers to move authority when A is proposer.

B’s strategy

The fact that a player is not obtaining current policy benefits creates an incentive to move
authority when the opportunity arises, as we have shown with A’s strategy. In contrast,
when a player is obtaining current policy benefits, as B is on the equilibrium path, then
that player faces a trade-off when the opportunity arises to move authority. By proposing
to move authority, player B would be giving up current policy benefits. More than this,
because B can preserve the status quo without obtaining A’s assent, B is getting a better
policy than B would be getting by setting a policy that A would accept.

We can see in the following result that B is willing to accept the trade-off of current policy

17



over future authority as long as € is sufficiently large. When € is large, then ambiguity on

authority is low. This means that B’s opportunity to retract authority is relatively limited.

Proposition 2. Assuming that A chooses s; = 0 in every state prior to xy, S in x1, and

s =1 when x = 1, player B chooses s; = 0 in every state, as long as € > €

It is notable that the condition on € for the developmental equilibrium path to occur comes
from player B’s strategy, since any value of epsilon is sufficient for A to strictly prefer to
move authority.

Historically, it is plausible to imagine ¢ being indexed for each player. A population
enforcing the bounds of authority through protests or otherwise may be more sensitive to
violations by some actors relative to others. This is the claim of some historians regarding
the case of colonial American assemblies, that colonists were much more sensitive to usurpa-
tions of authority by imperial officials than by colonial legislators (Bliss 1990, Greene 2011).
Incorporating this into the model would increase the potential for player A to increase au-
thority. But I have left € common across players to emphasize that two players are in very
similar starting positions, with the only asymmetries being the status quo policy and the

degree of proposal power.

The trajectory of authority

Having established A and B’s strategies, contingent on what the other player is doing, we
will now combine these to investigate possible equilibrium strategy profiles. The following
proposition tells us that in the parameter region of interest, the developmental equilibrium

path is unique.

Proposition 3. For any equilibrium strateqy profile, there is an equilibrium path in which

player A accumulates all authority as long as p > p, € > €, and § > 6.
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Two elements of the model are at the foundation of this result. The first is that A has
a dominant strategy to move authority for any value of € and status quo policy less than
A’s limit on authority. The second element that matters here is that the initial status quo
policy is in B’s favor. We justified this assumption in the model setup based on B being the
prevailing authoritative institution under the initial conditions in which the game begins.
Yet now we see that it is exactly this supposedly favorable condition for B which creates an
incentive both for B to not retract authority and for A to accumulate authority.

Figure 1 illustrates possible trajectories of authority for different parameter values (all of
which fulfill the criteria that p > p, € > € and § > ). As can be seen, the parameter that
matters the most for the speed at which authority is accumulated is §. Straightforwardly, o
controls the value of current policy relative to future policy. Hence when ¢ is high player B
requires relatively more present policy to make up for future policy loss, and therefore the
overall speed at which A accumulates authority is slower when 0§ is relatively large.

Perhaps surprisingly, different values of p do not make a difference for the trajectory of
authority, at least in expectation. Within the constraint that p > p, player A compensates
for the probability that B will be the proposer while authority is being accumulated with the
size of the increments that A offers to B. In sum, this achieves roughly the same dynamic
trade of policy now for policy later across values of p. Because, unlike §, p does not change
the value of policy now relative to policy later, the overall quantity that A needs to provide
to B in order for B to accept A’s accumulation of authority remains the same.

But the constraint that p > p is nonetheless important. We can interpret p to represent
that over the course of a span of time, one institution will be more effective at generating
proposals than another, perhaps due to internal veto points or collective action problems

(that is, substantive institutional features) on the part of either institution.
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Figure 1: Each graph starts at the lowest possible value for the division of authority, that
is, the most favorable division for player B. So in subfigure c, the different lengths of the
trajectories are somewhat deceptive, in that they take about the same number of period from
the same point. Parameter values are § = 0.85, ¢ = 0.9, p = 0.8, unless otherwise stated.
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Historical case study

At the onset of the American Revolution in 1775, the territory of British North America
and the Caribbean was divided into 26 political units, each with a legislative assembly. The
history of colonial assemblies is one of continual conflicts between colonists acting through
assemblies and the crown or their representatives. The assemblies maintained powers to tax
and allocate colonial budgets, and this inhibited crown revenue, trade policy, and spending
on imperial defense. On issues of taxation and spending for imperial defense, assemblies
gave voice and political power to colonial interests opposed to crown objectives. Assemblies
leveraged their control over revenue to expand power in other domains, such as appointment
of judges (Greene 1963).

Though colonists were reluctant to explicitly ignore crown rules, they frequently exploited
legal technicalities or contested what was legal (Stanwood 2011). Metropolitan officials were
vulnerable to colonial refusals to comply with their demands. The cost that colonial protests
could impose might come directly through tax resistance, through the disruption of economic
activity resulting from a ceasing of normal operations of government, or (ultimately) the
expense of an imperial military expedition. Colonial protests were especially costly for the

crown during wartime, when colonial non-cooperation could mean military defeat.

The capacity to develop policy

Throughout the colonial period, imperial officials struggled to develop a coherent colonial
policy. In the 17th century, this was primarily due to financial stress, political turbulence,
and civil war in England. For much of the 18th century, this pertained to political divisions
between the King’s Privy Council and Parliament, as well as the colonies appearing to be
a relatively low priority for Parliament. Overall, the low capacity of imperial officials to

develop policy corresponds to a high value of p in the model, since the result is that colonial
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legislatures had a greater number of opportunities to propose policy to imperial officials.

For much of the 17th century, the English state lacked resources to formulate a coherent
colonial policy. One historian writes, “Although a Commission for Regulating Plantations
was set up under the chairmanship of Archbishop Laud in 1634, the crown was not strong
enough, and the colonial economies themselves not developed enough, to allow the imposition
of any significant degree of uniformity, or even of central direction.” Only with increased
state capacity under the Commonwealth and after could imperial officials, “think in practical
terms of developing a genuinely imperial policy and a more systematic framework for the
government of overseas empire,” (Elliott 2006, 118). Elliott contrasts Archbishop Laud’s
commission with the Spanish “Council of the Indies...a central organ for the formulation
and implementation of policy relating to every aspect of the life of its American possessions,”
and suggests that only with the establishment of the Board of Trade in 1696 did England
gain a “remotely equivalent” agency (2006, 122-3).

After the Glorious Revolution in 1688, the Board of Trade sought to exert greater direct
control over the colonies through the resumption of proprietary charters. Due to post-
1688 political realities, this was to be accomplished through a general resumption bill in
Parliament. The Board’s failed to achieve its legislative goals, seemingly due to the low
priority of the colonies for Parliament. Notwithstanding vigorous support for resumption by
the Board of Trade in the early 18th century, the resumption bill “slipped off the busy order
paper of the House of Lords despite a vote that revealed the intention to proceed further
with the matter,” (Steele 1986, 246). Steele explains the failure of the Resumption Bill by
its low priority for Parliament (Steele 1968, 79). The Board continued to seek Parliamentary
action on resumption, with specific efforts in 1702, 1706, 1715, and 1722, without success
(Steele 1968, 81).

Despite setbacks in Parliament, the Board of Trade persevered in their efforts to more

closely manage the colonies. The Board continued to pursue royalization when opportunities
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arose in specific colonies. In 1706, the Board of Trade issued instructions to all royal governors
to send drafts for approval or include a suspending clause in “all laws that affected the royal
prerogative or the private property of subjects,” (Steele 1986, 233). This built on an earlier
Stuart policy in Pennsylvania and a similar policy in Massachusetts. The Board included
further categories of legislation in following years (Steele 1986, 234). Having failed to abolish
assemblies or to remove their agenda-setting power through Poynings method, the main
strategy left to imperial officials was to veto assembly legislation. In this way, they sought
to protect their colonial interests.

There are three occasions (in 1734, 1744, and 1749) when, as Greene (1963, 17) writes,
“the ministry failed to give enthusiastic support to measures introduced into Parliament to
insure the supremacy of instructions over colonial laws.” One interpretation of this is that
officials on the Privy Council were opposed to Parliamentary efforts to limit assembly power
(Gailmard 2017, 8). Another interpretation is that these colonial measures were a low priority
for Parliament and duplicative of policies that the Board of Trade was already pursuing.
Knollenberg suggests that protests by colonial agents in London could have been a factor for
failure of Parliamentary action on the proposed legislation in 1734 (1960, 49). As for 1744
and 1749, Parliament adjourned without action despite indications that the measures would
have been approved, suggesting that these were not a high priority for Parliament. This
provides an example of how agency problems, internal politics, or a finite agenda inhibited

the ability of metropolitan officials to restrain efforts by assemblies to increase authority.

Ambiguity of authority

The other important parameter of the model is €, representing ambiguity in the division
of authority between institutions. Greene (2011) emphasizes the difference in perspectives
between American colonists and imperial officials concerning colonial legislative authority.

Part of this goes back to English traditions of government power, as articulated in the
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17th century works of James Harrington and Edward Coke. In this view, authority was
split across multiple institutions, including the King, Parliament, and common law courts.
Colonists drew on this tradition to argue that colonial legislatures held authority independent
of the crown or Parliament.

As Bliss (1990) points out, colonists even designed such apparently peripheral elements
of government, such as the architecture of the assembly buildings, in order to convey the
authority of the assemblies. Figure 2 shows an example of this, where the design of the
Virginia House of Burgesses chamber emulates that of St. Stephen’s Chapel, where the
House of Commons met at the time. Such features such as these presumably contributed to

ambiguities over the divisions of authority between colonial and metropolitan institutions.

Figure 2: Reconstructions of the interiors of the House of Commons chamber (left) and the
Virginia House of Burgesses (right).

To provide an example of how these ambiguities over authority affected imperial policy,
consider a 1670s attempt by the crown to impose Poynings Law in Jamaica (Elliott 2006,
150; Steele 1986, 232). Also called the “Irish method”, this would have restricted assembly

meetings to prior royal approval, the crown would have prior approval on assembly bills, and
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the crown could amend bills, on which the assembly could then only vote yes or no.

Jamaica’s resistance to the crown illustrates the difficulties facing the crown in achieving
its ends. Thomas Lynch, previous (and future) lieutenant-governor of Jamaica, writes to the
Lords of Trade regarding the Jamaican Assembly’s response to the crown’s demands, “This
they have found grievous and inconvenient, and have addressed Lord Carlisle to intercede
with His Majesty to change these orders, which, as I hear, His Majesty, on report of the
Committee, has not consented to do.ff| Lynch describes the numerous reasons that the
colonists cite in defense of their position, including “That being English they think they
have a right to be governed as such, and to have their liberties and properties secured by
the laws of England, or others of their own making.”

After listing colonial justifications for their resistance, Lynch provides his perspective. It
is worth quoting at length to show the factors considered relevant by imperial officials in

fighting or accepting assembly authority.

The Assembly will probably reject the laws offered to them, yet the need for
revenue is urgent; the Council may join the Governor to order the laws to be
continued, but I verily believe that they will not continue the Revenue Bill, for
they think that belongs to the Assembly. If they do it, it will not be without
process, and I doubt the Judges would quit and the juries give constantly against
the officers. It would be the same, or worse, if an order to that effect were sent
from England, and it would give strange umbrage to the rest of the colonies,
which are too much discouraged already by low prices and French competition.

The use of “doubt” here is likely to be in an older sense of the word to mean “am uncertain
about whether” rather than the modern connotation of “deem it unlikely that”. One can
observe Lynch’s fears of colonial protests both among elites (judges) and citizens (juries).
Lynch’s concerns are reasonable; widespread civil resistance by juries and legal officials in

response to perceived metropolitan usurpations occurred, such as in New York in the 1760s

6. Sir Thomas Lynch to Lords of Trade and Plantations. Sir Thomas Lynch. The Calendar of State
Papers, Colonial: North America and the West Indies 1574-1739, 10.(Dec 18, 1679). https://search.
proquest.com/csp/docview/1845174723/F6D99174BA35405APQ/87accountid=14496
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(Reid 1977). The Jamaican Assembly ultimately approved several 20 year revenue bills and

then a permanent revenue in 1728, though Poynings Law was never imposed.

Implications for understanding institutional development

At an abstract level, institutions are conceived of as durable sets of rules that shape actor be-
havior (North 1990, Sveinmo and Thelen 1992, Pierson 2004). But given that institutions—
from which strategic incentives or norms of appropriate behavior arise—are seen as the source
of explanation for political outcomes, how is it that institutions are transformed over time?
This is the basic problem confronting scholars of institutions.

An older approach rested explanatory power upon “critical junctures”, which were posited
to be historical periods in which institutional arrangements were up for grabs, and alterna-
tive future paths were possible. While most historical and political events are shaped by
institutions, the argument went, during critical junctures, institutions are shaped by his-
torical and political events. This view has been criticized, such as by Sveinmo and Thelen
(1992), who memorably characterized the view as “institutions explain everything until they
explain nothing.”

Other efforts to explain institutional transformation rest, essentially, upon some portion
of actors ignoring some elements of the game. In Bednar and Page (2018), the strategic
environment changes, but only a portion of actors update their strategies. In Greif and
Laitin (2004), actions within the game have effects that are not taken into account by the
actors playing the game. Greif and Laitin refer to these effects as “quasi-parameters”. While
it may be the case that both of these perspectives capture important elements of the world,
they leave for further investigation questions of exactly what elements of institutions result
in changes to the strategic environment or the nature of quasi-parameters (Thelen 2005).

For this reason, scholars such as Greif and Laitin (2004) and Streeck and Thelen (2005)
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have argued for increased attention to endogenous institutional change in which ongoing
“everyday” interactions among political actors alter the institutions of which they are a
part. Ideally, theories of endogenous institutional change would explain how actors can
strategically yet gradually transform institutional relationships, and shed light upon the
conditions under which such an outcome is possible. In game-theoretic terms, this entails
the movement of key institutional features being choices by actors in the model. Yet models
in which endogenous institutional change occurs gradually tend to involve some violation of
strategic decision-making by players in the game (e.g., Greif and Laitin 2004, Bednar and
Page 2018).

The model presented herein shows how such ambiguity over authority, in a context of
policy bargaining, can create conditions for actors to trade policy for authority. In a con-
stitutional system in which authority is split across institutions, it is likely inevitable that
there are ambiguities over the precise division of authority. Stephen Skowronek poetically
describes “cracks in an edifice of rules of action” (1982, 287). The overarching suggestion
from Skowronek, Pierson (2004), and others is that ambiguity can be a motor of institutional

development. My contribution is to take this idea to the level of strategic incentives.

Conclusion

This paper has argued that ambiguities in the division of authority across institutions can
create incentives for one institution to accrue authority at the expense of the other. This
can result in an institution that initially had nearly zero authority eventually establishing
complete authority over the other institution. This change occurs gradually as the two
institutions engage in a dynamic bargain of current policy for future authority. The role of
ambiguity is crucial because it allows one institution to decrease the reservation value of the

other when offering a trade of policy for authority, and thereby creates an incentive for the
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proposing institution to grant policy now in exchange for authority later.

The model presented in this paper analyzed this strategic situation. In the model, every
period two actors (representing institutions) have an opportunity to change the division of
authority and set policy. The analysis of the model showed conditions under which the
authority of one actor gradually increases at the expense of the other. For the institution for
whom authority is being dissipated, two factors make that institution unwilling or unable
to respond. First, that institution benefits from the status quo policy, which creates an
incentive to maintain it. Second, there is a small enough degree of ambiguity that the other
institution is unwilling to accept a retraction. For this mechanism to occur, there must be a
sufficient difference in the proposal power of the two institutions (interpreted as the capacity
to develop policy), but proposal power is nonetheless shared between both institutions.

Finally, I have used the historical case of the development of colonial assemblies in British
America to illustrate the model. It has been widely observed that assemblies established
authority over an increasing number of policy domains during the colonial period. The
model provides an explanation for this observation. In the historical discussion, I provided
evidence that imperial officials struggled to formulate a coherent colonial policy, in part
due to metropolitan state capacity and in part due to divisions within the British political
system. I also provided evidence of ambiguity over the division of authority between colonial
assemblies and imperial officials. Together, these factors are theoretically sufficient to explain
how colonial assemblies were able to accumulate authority at the expense of imperial officials.
This is a different approach to theorizing electoral institutions in authoritarian regimes, where
the usual practice is to ask how the power of electoral institutions solve an optimization
problem on the part of the ruler (Gehlbach et al 2016). An important question for future
research concerns when authority is truly divided within a regime, or alternatively when

electoral institutions persist solely at the sufferance of the ruler.

28



References

Acemoglu, Daron, and Alexander Wolitzky. 2011. “The economics of labor coercion.” Econo-

metrica 79 (2): 555-600.

Alter, Karen. 2001. Establishing the supremacy of European law: The making of an interna-

tional rule of law in Furope. Oxford University Press.

Barnes, Viola Florence. 1923. The Dominion of New England: A Study in British Colonial

Policy. Yale University Press.

Baron, David P, and John A Ferejohn. 1989. “Bargaining in legislatures.” American political

science review 83 (4): 1181-1206.

Battaglini, Marco, and Stephen Coate. 2007. “Inefficiency in legislative policymaking: a dy-

namic analysis.” American Economic Review 97 (1): 118-149.

Bednar, Jenna, and Scott E Page. 2018. “When order affects performance: culture, behavioral

spillovers, and institutional path dependence.” American Political Science Review 112
(1): 82-98.
Bliss, Robert M. 1990. Revolution and Empire: English Politics and the American Colonies

in the Seventeenth Century. Manchester University Press.

Bo6, Ernesto Dal, Pedro Dal Bo, and Rafael Di Tella. 2006. “" Plata o Plomo?": Bribe and
punishment in a theory of political influence.” American Political Science Review: 41—

23.

Calvert, Randall L. 1995. “Rational actors, equilibrium, and social institutions.” In Ezxplain-
ing social institutions, edited by Jack Knight and Itai Sened, 57-93. University of Michi-

gan Press.

29



Chwe, Michael Suk-Young. 1990. “Why were workers whipped? Pain in a principal-agent
model.” The Economic Journal 100 (403): 1109-1121.

Diermeier, Daniel, and Pohan Fong. 2011. “Legislative bargaining with reconsideration.” The

Quarterly Journal of Economics 126 (2): 947-985.

Dragu, Tiberiu, and Mattias Polborn. 2013. “The administrative foundation of the rule of
law.” The Journal of Politics 75 (4): 1038-1050.

Dziuda, Wioletta, and Antoine Loeper. 2016. “Dynamic collective choice with endogenous

status quo.” Journal of Political Economy 124 (4): 1148-1186.

Elliott, John Huxtable. 2006. Empires of the Atlantic world: Britain and Spain in America,

1492-1830. Yale University Press.
Fearon, James D. 1996. “Bargaining over objects that influence future bargaining power.”

Gailmard, Sean. 2017. “Building a new imperial state: The strategic foundations of separation

of powers in America.” The American Political Science Review 111 (4): 668.

Gehlbach, Scott, Konstantin Sonin, and Milan W Svolik. 2016. “Formal models of nondemo-

cratic politics.” Annual Review of Political Science 19:565-584.

Greene, Jack P. 1963. The Quest for Power: The Lower Houses of Assembly in the Southern
Royal Colonies, 1689-1776. Chapel Hill, NC.

. 1986. Peripheries and Center: constitutional development in the extended polities

of the British Empire and the United States, 1607-1788. Athens: University of Georgia

Press.

. 2011. The constitutional origins of the American Revolution. Cambridge University

Press.

30



Greif, Avner, and David D Laitin. 2004. “A theory of endogenous institutional change.”

American political science review 98 (4): 633-652.

Howell, William G, Kenneth Shepsle, and Stephane Wolton. 2019. “Executive Absolutism:
A Model.” Working paper.

Jack, William, and Roger Lagunoff. 2006. “Dynamic enfranchisement.” Journal of Public
Economics 90 (4-5): 551-572.

Kalandrakis, Tasos. 2010. “Minimum winning coalitions and endogenous status quo.” Inter-

national Journal of Game Theory 39 (4): 617-643.

Kammen, Michael G. 1969. Deputyes & libertyes: the origins of representative government

in colonial America. Knopf Books for Young Readers.

Keyssar, Alexander. 2000. The right to vote: The contested history of democracy in the United

States. Basic Books.
Knollenberg, Bernhard. 1960. Origin of the American Revolution: 1759-1966. Macmillan.

Latimer, Trevor. 2017. “Vetoes in the Early Republic: A Defense of Norms.” Presidential
Studies Quarterly 47 (4): 665-694.

Mahoney, James, and Kathleen Thelen. 2009. Ezplaining institutional change: ambiguity,

agency, and power. Cambridge University Press.

McCarty, Nolan. 2009. “Presidential Vetoes in the Early Republic: Changing Constitutional

Norms or Electoral Reform?” The Journal of Politics 71 (2): 369-384.

Moe, Terry M, and William G Howell. 1999. “The presidential power of unilateral action.”

The Journal of Law, Economics, and Organization 15 (1): 132-179.

Morgan, Edmund S. 1975. American slavery, American freedom. WW Norton & Company.

31



Nash, Gary B. 1986. The Urban Crucible: The Northern Seaports and the Origins of the

American Revolution. Cambridge: Harvard University Press.

North, Douglass. 1990. Institutions, Institutional Change and Economic Performance. Po-

litical Economy of Institutions and Decisions. Cambridge University Press.

Nunnari, Salvatore. 2019. “Dynamic legislative bargaining with veto power.” CEPR Discus-

sion Paper No. DP12938.

O’Shaughnessy, Andrew Jackson. 2000. An empire divided: the American Revolution and the

British Caribbean. University of Pennsylvania Press.
Pierson, Paul. 2004. “Politics in Time: History.” Institutions, and Social Analysis 2.

Powell, Robert. 2013. “Monopolizing violence and consolidating power.” The Quarterly Jour-

nal of Economics 128 (2): 807-859.

Reid, John Phillip. 1977. In a Defiant Stance: The Conditions of Law in Massachusetts Bay,

the Irish Comparison, and the Coming of the American Revolution. Penn State Press.

Russell, Elmer Beecher. 1915. The Review of American Colonial Legislation by the King in

Council. Columbia University.

Skowronek, Stephen, et al. 1982. Building a new American state: The expansion of national

administrative capacities, 1877-1920. Cambridge University Press.

Stanwood, Owen. 2011. The Empire Reformed: English America in the Age of the Glorious

Revolution. University of Pennsylvania Press.

Steele, lan Kenneth. 1968. Politics of colonial policy: the Board of Trade in colonial admin-

istration 1696-1720. Clarendon Press.

. 1986. The English Atlantic, 1675-1740: an exploration of communication and com-

maunity. Oxford University Press on Demand.

32



Steinmo, Sven, and Kathleen Ann Thelen. 1992. “Introduction.” In Structuring politics: his-
torical institutionalism in comparative analysis, edited by Sven Steinmo, Kathleen Ann

Thelen, and Frank Longstreth, 1-xx. Cambridge University Press.

Streeck, Wolfgang, Kathleen Ann Thelen, et al. 2005. Beyond continuity: Institutional change

in advanced political economies. Oxford University Press.

Taylor, Alan. 2001. American Colonies: The Settling of North America. Vol. 1. The Penguin

History of the United States. Penguin.

. 2016. American Revolutions: A Continental History, 1750-1804. WW Norton &

Company.

33



Supporting information for
“Stealing authority: A model of institutional
transformation”

November 10, 2020



Table of Contents

(A Formal proofs|

(B B’s expected utility]

10




A Formal proofs

Proof of Lemma 1: Let a represent player i’s expected utility from state g as a portion of
1—i6, and let b represent player i’s expected utility from state h as a portion of ﬁ, with
a < b. In order for authority to be moved from state h to state g, player ¢ must accept j’s

proposal. In order for player i to accept j’s proposal, the following condition must hold:

(7) 1+ a>1+

s 1_5(6b+<1—6)a)

This condition never holds for any 0 <a <b<1,0<d <1,0r 0 <e< 1. Hence, when
a player has authority over the entire policy space, they never accept an offer to increase the

other player’s authority. Therefore, states in which x = 0 or x = 1 are absorbing states. [

Proof of Lemma 2: For each case, we will show values of x,, and A’s expected utility.

Case 1: B’s condition to accept at x; is

(8)
5+ 0(p0+ (1 —p)0) = 1—x1+5<e (ps#—(l—p)l_l;(—fé_pp)) +(1—e)(p0—|—(1—,0)0))

This condition implies that § = 1—2U00=PI=0  Bocauge 5 must be in [0, 1], this necessitates

1-3(1-p(1—e¢))

de

that T 2 m

. For there to be any possible x, then, it must be the case that < 1.

de
1-6(1-p)
0+de—1

5— which equals p as defined in Lemma 3.

This last condition holds as long as p >

Player A’s expected utility from B accepting (when A is the proposer) is



1 —
z1(1 —6(1 — p)) — de o
(10) 1_<1_ 1—(5(1—p(1—e)))+1——(5

J 21(1 = 6(1 — p)) — de
(11) 1—-6  1—640(1—€)p

Prior to the proposer being drawn, A’s expected utility in state x; is

(12) Va(z1) =p (1 f 5 zlfl__(si(lézlp_))e)_p&) + (1= p)6Va(zy)
(13) (146 — 210 — d€)p

TA-0(1-0+0(1—e)p)

Case 2: B’s condition to accept at xy is

(14) 1+5<ps+(1—p)1+—§5'0) =1— 1,

50— )
1+ 50p 14+ 6(=1+p(2+50p)) _ 1+ 50p
*‘5(6(”1—6(1—;))“1"’) =50 ) )*“‘6’("”“‘”1—5(1—/))))

For this condition to hold,

(1 —-5(1=9))dep
T o= 1)
_ (a1 (1 —=68)+0(1—¢€))ep
(1=06(1=p)(A =05+0(1=€)p)

(15) To =

(z1+6—x16—0¢€)p )

Once A has been drawn as the proposer, A’s expected utility is ¢ ( T (0 5H5=0)p)



Prior to the proposer being drawn, A’s expected utility in state xs is

(x14+ 06— 210 — de)p
(1—=0)(1—=064+0(1—¢€)p)
(x1 + 6 — 210 — de) p?
(1=0)(1 =61 =p)(L—=35+0(1—€)p)

an Vi) =pd ( ) (1= p)SVala)

(18) -

Now, we will use the values of x5 and A’s expected utility at x5 as base cases for inductive
arguments about x, and A’s expected utility at every state.

The value of z, in every state. We can use a proof by mathematical induction to

0" w1 (1-8)+6(1—€))ep™ 1
=5(1—p))" (1-6—3(1—)p

7 (21 (1—8)+6(1—€))ep™ 1
T=3(1—p))"~ 1(1-5-3(1—-)7)

show that z,, = ( 7 Assume that z,, = ( to show

Tnp1 = (1‘5_"6((?_(;)_)?55(61__;()1)6_”;;@. Again, the relevant condition is B’s condition to accept A’s

offer. We write out this condition in terms of V' (x,,1) and z,,.

§ (o1
19 108 i) + 0

1+ Vi (zng1)dp L+ 0(—=1+ p(2 + Vi (zns1)0p))
1—6(1—p) (=7) (1—0(1—p))? )

A Tl
+6(1—¢) (pV§*<wn+1> +1-p)- T_V%fl n—+p)>5p>

:1—xn+(5e(p

VA(z _§))6¢ . .
This condition is true when z, = (1 V?l(_gal_)g))f))d P, We can rewrite this as V3(7,11) =

on(1-6(1=p))*—bep
—(1-0)dep :

We also find an expression for x,,,1, which is the state that is one increment farther from

7o than z,,, also as a function of V4 (,.1).



14 VA(2ps1)0p 1+ 0(=1+p(2 + V5 (2ar1)0p)) | _
o0) 18 (o eyt 1 - R e Bt <

1+6(=24+5+3p+dp(=3+ p(3+ Vi x,y1)0p)))

1+ 6(=14 p(2 + Vi (x,11)0p))

+de ( +(1—0p)
(1—46(1—p))? (1—46(1—p))?

14 Vi (211)0p 1+ 0(=1+p(2 + Vé“(:vn+1)5p)))

o= (P 0

_yA _ 2.2
This condition is true when x,.1 = (V3 ((ffg(ll)flp))?)é P~ We substitute the expression for

Vi (x,,1) into the expression for 1.

2n(1=6(1—p))2—6e
(1- (1_(?_5/))3;1,) £(1 = 0))d%ep® Tp0p

(1—6(1—p))? T 1-46(1-p)

(21)

Having assumed that x, = (in_;l(gm_l;)l);i)fg(_l(: ();zip_" 6;;), and having shown that z,,; =

)

Ta(i_p) We can see that

(22) Oz (1—6)+6(1—e€))ep™ ( dp )

T T ) 18 =61 = p) \T=5(1 = p)
5™ (z1(1 = 6) + (1 — €))ep”
(1 =01 =p)"(1 =0 =d(1—e)p)

(23) =

This is what we set out to show.
A’s expected utility in every state. We need an induction proof to show A’s
expected utility for all states on the equilibrium path. We hypothesize that Va(z,) =

71 (x1(1-8)+6(1—¢))p™ _ 5" (x1(1—6)+5(1—¢))pnt! .
=030 (—-a(=ap) 10 ShOW that Va(zni1) = g si—pyea—s-sa—ay - Lrior o the

proposer being drawn in x,.1, A’s expected utility is

)



(24) Va(zni1 =pVa(zn) + (1 = p)0Va(Tnia

poVa(xy)
(25) “T5(1=p)
o) -8+ a- ) pb
(1=0)(1 =061 —p)" (1 =0—-0(1—€)p)1—06(1—p)
27) _ (@1 (1 —08) + (1 —€))pm*

(1=0)(1—o(1—p)"(L =3 —3(L—e)p)

And this is what we set out to show. Therefore, we have shown the expected utility for every

state on the equilibrium path. O

Proof of Lemma 3: Define p := ‘”{Te’l. Because p and e are probabilities and must be in

0, 1], while the discount factor is defined as in (0,1), we also need 1+r6 < 9 < 1 to guarantee

that ‘H{Te_l > 0. Hence, define ¢ := 1%5

Now we shall define € to be a value such that for any ¢ > €, the following condition holds

ontpnt (=1 (1=0+6(1-¢)p)

(28) =01 —p)) 1~ (el —0)+0(1—e)

(1-1)(1-5+5(1—€)p)
(@1(1-0)+d(1—e))

The expression is decreasing in € when 0 < € < 1. Moreover, when ¢ = 1,
n—1_n—1

. sn—1lp . . ., . .
the expression equals zero. Because As(iep)T 18 constant in €, it is always possible to

increase € sufficiently for the condition to hold, no matter the values of § and p.

(1-1)(1-5+5(1—€)p) ¢

5"71 n—1
or €.

—s(p)y=Ts We can solve I' = @ (1=5) 13 (1=9))

Letting I' :=

(29)
14Tz —6+T6—Txd+25p— /46(1 —0(1 — p))(T +p) + (=1 =Ty + 6 — T'(1 — 21)6 — 26p)?
€:=

26(I + p)




For € > €, the above condition holds. O

Proof of Proposition 1: We prove by induction that A strictly prefers to move authority on

the equilibrium path. We start with x; as our base case. A’s expected utility from offering

21(1=6(1—p))—de

15 (0—p(1—0)) in state x is

s=1-—

x1(1—5(1—p))—56) 6
1-06

(80) (-

And A’s expected utility from deviating to take current policy benefits for one period, then

returning to the equilibrium path in the next period is

z1(1=8(1—p))—de )
5p <1 B <1 - i—&(l—p(f—e)) ) + 1_—6>
1=46(1—p)

(31) Ty +

When € < 1, the top expression is strictly greater than the bottom expression. (When € = 1,
they are equal.)

Now for the inductive step of the argument. We assume that A’s expected utility when

A
A is the proposer in state z,,, denoted V{}(x,), is strictly greater than z, + OpValen) Thep

1-6(1-p)
we will show that Vi (z,41) > Zny1 + %.
On the equilibrium path,
32) Vi) =0 (pVi(aa) + (1 — p)-20E )
A AT 1—6(1—=p)
SpVA(xy,
1=46(1-p)

We also know (from Lemma 2) that z,,1; = 7 We can re-write our assumed condition

dpxn
1-6(1—p

6



as

. e > (o 2R )
(35)
Vilan) > T + Vi) =
(36) Vi (@nr1) > T + Vf(%ﬂ)%
This is the condition we set out to show. ]

Proof of Proposition 2: When the status quo policy equals 0 (favorable to player B), we
will show that it is never the case that two conditions hold: (i) A accepts a retraction of
authority, and (ii) B wants to retract authority. It is convenient in this proof to treat A and
B’s expected utilities (denoted V4 (x,,) and Vg (z,), respectively) as portions of the total pie.
Since we know that Va(z,) + V(2,) = 155 = (1 — 8)Va(an) + (1 — 6)Vp(z,) = 1. We will
let a and b represent two possible values of A’s expected utility as a portion of 1, with a < b.

_ Tl (@1 (1-8)+6(1—€))ep L . 571y (1=6)+6(1—€))p™
Recall that =, = f=51=(1-5-5(1-g 204 Valtn) = ggams0-p10-5-s0-0 We

can rewrite x,, as ﬁb.

First, the condition for A to accept retraction is

Second, the condition for B to want to retract authority rather than accept current policy

benefits



We can rearrange these inequalities to be 1 < %(b —a) < % — 0
p

. To guarantee that

there is no possible value of a, which can be treated as a choice variable for B (in that B

holds proposal power), it must be the case that % — /9) < 1. For this to hold requires that

(41) 1>

R (e T e s R
5n_1pn_1 1_

1

O Ny (1=0)+6(1—¢€)p ! 1
>( L

(=0 —=p)=t (ol

(43)

) (1—6+68(1—¢)p)
1—6)+0(1—e)

This condition always holds for € > €, as shown in Lemma 3.

1 ( " Ha (1 —06) +o(1—¢))p”
(1=01=p)* (1 =0+5(1—¢€)p)

[]

Proof of Proposition 3: In this proof, we will show that moving authority is a dominant

strategy for A whenever the status quo policy is less than or equal to z. In conjunction

with the result stated in Proposition 2, that player B chooses s = 0 in every state on the

equilibrium path when A chooses to move authority in every state on the equilibrium path,

and the fact that the status quo policy in the first period is assumed to be favorable to B

(so = 0), this is sufficient to prove the proposition.

In any period when A is the proposer, A chooses to either move authority or take current

policy benefits. There are two cases. Case 1: Assuming A cannot move the game to x = 1,

the condition for B to accept is



J

(44) 1+1_5a:1—xt—|—1_5(eb+(1—e)a)
This condition holds when a = bd€+£1_6). Given this expression for a, the condition for A to
move authority is
) boe — z(1 — 9) J
4 —(1— — (1 -
(45) ] ) st )

And this condition always holds. Hence, A strictly prefers to move authority in the first
period, assuming A cannot move the game to z.
Case 2: Assuming A can move the game to z( in the first period, then the condition for

B to accept is

(46) s:l—xt+1_5eb
The condition for A to offer 5 is
) ) )
(47) 1—<1—l’t+m€b)+m>l’t+m(l—b)

This condition also always holds. Hence, A strictly prefers to move authority in any period
in which A is the proposer and s;_; < ;.
If A is drawn in the first period, then A chooses to move authority because s = 0 < x;.

In subsequent periods, when B is drawn, by Proposition 2 we know that B will choose to



take current policy benefits. Hence, in all subsequent periods, the status quo policy will be
si—1 = 0, and A will continue to move authority until z = 1.

If B is drawn in the first period, then by Proposition 2 we know that B will take current
policy benefits, since sy = 0. This holds for any period in which B is drawn prior to A being
drawn for the first time. Once A is drawn as proposer for the first time, then the above
argument follows.

Therefore, no matter which player is drawn as proposer in the first period, the devel-
opmental equilibrium path results in which A and B choose s = 0, while A increments x

toward x = 1, in every period until x = 1. O

B B’s expected utility

This appendix proves (i) the value of B’s expected utility in every state, and (ii) the sum of
A and B’s expected utilities on the equilibrium path characterized in Lemma 2 equals 1175.
Using the value of s from Lemma 2, we know that B’s expected utility from accepting

A’s offer in z is simply §. Prior to A being drawn as the proposer in state x, B’s expected

utility is
) Valo) = (1= SOOI (1 )1+ V()
(49) Lo op

T1-0+06(1—e)p

The value of x, from Lemma 2 is (‘igl(ngﬁ(,)l);‘i)fgf(f; gzipj 6;;), which implies that x,.; is

0™ (1 (1=06)+6(1—e€))ep™
(=3(1—p))" (1—6—5(1—)p)

The condition for B to accept A’s offer in state x,; is

10



(50) 140Ve(z,) =1 — zpy1 + 0 (Ve(zpi1) + (1 — €)Va(2,))
(51) Vi(zas) =Va(ea) + 5°

Substituting in the value of z,,; from above, we have

I 0™z (1 —0)+6(1 —€))ep”
(52) VB(xn—H) :VB(xn> + & (1 _ 5(1 _ p))n(l 5 — 5(1 _ e)p)

" Yy (1=8)+6(1—€))p" ; e
We can label A, := (175(171;;))%17575(175),))' Thus, we have a value for B’s expected utility in

every state, which is

(53) VB(Tni1) =Va(2,) + A,

We can use a brief induction argument to show that the sum of A and B’s expected
utilities always equal 1—; on the equilibrium path characterized in Lemma 2. First, we have

the base case:

(54) 1—x1p N (r14+0—x0—0e)p 1
1-04+6(1—¢ep (1—-6)1—-5+6(1—€)p) 1-90

Second, we assume that A and B’s expected utilities in state x, equal ﬁ in order to
show that A and B’s expected utilities in state x,,; equal l—ié. As proven above, B’s
expected utility in state x,.1 equals that of state x,, plus A,. So the condition we want is

Ve(2,) + Ay + Va(zpi1) = =5. We can solve for Vp(z,) from the assumed condition (that

11



. 5" Nz (1—-6)+6(1—€))p™
Vi(2y) + Vi(2n41) = 1) to obtain Vp(z,) = 155 — (176)(175((117(,0))”)_Jq(iftsf)%l()lfe)p)' Then we

can substitute this to get

1 5" (21 (1 = 8) + 5(1 — €))p" 5"y (1 — 6) + 6(1 — €))p"

=5 (=81 —0(l—p) (1—6—-01—ep)  (L—30L—p)(1—0—0(1—e)p)

0(xy (1 =0) + (1 —¢€))p ! 1
=0 60— )13 50 —ap) 13

+

This completes the proof by mathematical induction.
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