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Ambiguity Aversion in Models of Political Economy

by
Sophie Bade*

Four papers that use ambiguity aversion in political economy are reviewed. The
first two (Bade, 2011a and 2011b) find that two important puzzles (equilibrium
existence with multidimensional issue spaces and platform convergence) of the
Downs—Hotelling model of electoral competition can be addressed by modeling
parties as ambiguity-averse. The second two papers pertain to the Condorcet model
of information aggregation. Ghirardato and Katz (2006) explains selective absten-
tion through ambiguity aversion. Ellis (2012) shows that this abstention motive
can be strong enough to prevent any information aggregation. (JEL: D70, D81)

1 Introduction

The Downs—Hotelling model of platform positioning and the Condorcet model of
information aggregation through elections are the two most important pillars of the
formal theory of political economy. In Condorcet models there are two candidates L
and R running in an election. There are two states of the world, / and r, and voters
have identical preferences: they prefer candidate L in state / and candidate R in
state r. However, the state of the world is not known, and voters differ in their
information about the state of the world. Depending on their signal, voters may
have varying a posteriori preferences over the two candidates. Condorcet models
are used to investigate whether and how elections serve to aggregate the information
dispersed among all voters.

The Downs—Hotelling model was set up to study the strategic choice of platforms
by parties. In these models, voter preferences are defined over some political spec-
trum, and two parties strategically choose their platforms in this spectrum. In the
standard version of the Downs—Hotelling model the political spectrum is unidimen-
sional (say from left to right), voter preferences are single-peaked, and the goal of
parties is to maximize their vote shares or winning probabilities. This model always
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loway College, University of London. I would like to thank Michael Mandler and the
two discussants, Catherine Hafer and Paul Heidhues.

Journal of Institutional and Theoretical Economics 169, 90—-106 — ISSN 0932-4569
DOI: 10.1628/093245613X660447 — © 2013 Mohr Siebeck

e-offprint of the author with publisher’s permission



(2013) Ambiguity Aversion in Models of Political Economy 91

has an equilibrium: in any equilibrium both parties will announce a median of the
distribution of the voters’ ideal points as their platform.

Ambiguity aversion has been introduced into both models. In the Condorcet model
the voters are the strategic agents and they face some uncertainty about the state of
the world. In the standard model voters behave as expected-utility maximizers in the
face of this uncertainty. Both Ghirardato and Katz (2006) and Ellis (2012) replace
expected-utility maximization with the assumption that voters are ambiguity-averse.
Parties are the strategic agents in the Downs—Hotelling model. In the standard model
they precisely know the preferences of all voters. In Bade (2011a) and Bade (2011b),
I modify the Downs—Hotelling model and assume that parties are uncertain about
voter preferences and ambiguity-averse.

The papers on Condorcet voting find that ambiguity-averse voters have a higher
propensity to abstain than their expected-utility-maximizing counterparts. This
might go so far that all voters abstain in an equilibrium of a Condorcet game. The pa-
pers on the Downs—Hotelling model address two puzzles in political economy: first,
that party platforms converge in any equilibrium of a classical Downs—Hotelling
model, and second, that Downs—Hotelling models that allow for a multidimensional
political spectrum typically have no equilibrium. With ambiguity-averse parties
the conditions for the existence of equilibrium in Downs—Hotelling models with
multidimensional issues are much less strict than when parties are expected-utility
maximizers. Moreover, such models might have equilibria with divergent platforms.

2 Ambiguity Aversion

First, let me introduce the concept of ambiguity aversion. An event is considered
ambiguous if the agent is not sure what the probability of the event is. With risky
events, in contrast, the probabilities are known. The classic example to delineate
these two forms of uncertainty is that of a bet on the color of a ball drawn from an
urn, which contains 10 yellow and green balls. If the agent knows that exactly half
the balls are green (urn 1), he knows his probability of winning to be one-half. If
the agent does not know anything beyond the fact that there are 10 green and yellow
balls (urn 2), his chances of winning are ambiguous.

The phenomenon of ambiguity aversion arises if an agent’s choices are biased
away from situations where the payoff is ambiguous. Let the bet X, be defined
by agent 1 winning 1 if a ball of color X is drawn from urn & and getting O
otherwise, where X = G, Y for G a green and Y a yellow ball, and / = 1,2 for
urn 1 being the urn with known odds and urn 2 being the uncertain urn as described
above. According to the Ellsberg paradox, agents typically exhibit the following
preferences: G, ~ Y, > G, ~ Y, meaning that agents strictly prefer betting on either
color in the urn with known odds to betting on either color in the other urn. This
choice behavior stands in contrast with expected-utility maximization. If the agent
were an expected-utility maximizer, he would have to consider the event that a green
ball is drawn from urn 2 to be either more or less probable than 1/2. In the former
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case the agent would have the preference G, = G; in the latter he would have the
preference Y, - Y.

In decision theory the phenomenon of ambiguity aversion is usually captured by
David Schmeidler’s (1989) axiom of ambiguity aversion. This axiom is satisfied
if an agent who is indifferent between two ambiguous acts prefers any objective
randomization of these two acts to the original two acts. To illustrate this axiom,
consider G, and Y, as the two indifferent ambiguous acts. Also consider a third
act where the draw from urn 2 is preceded by a toss of an objective coin, which
determines whether green or yellow is the winning color. The probability of winning
for this act is 1/2, regardless of the color composition of the urn. Consequently, the
third act corresponds to G; and Y;, which means that the preferences Y; ~ G| >
G, ~ Y, exhibit ambiguity aversion as defined by Schmeidler.

The Ellsberg paradox has inspired a large decision-theoretic literature on models
of preference representation that can capture ambiguity-averse behavior. Only a
few of these models are used frequently in applied models. In political economy
only max-min expected utilities by Gilboa and Schmeidler (1989) and by Bew-
ley’s theory of Knightian uncertainty Bewley (2002) have been used as models of
ambiguity-averse preferences. Let me therefore lay out these two models. Both con-
cern preferences over Anscombe—Aumann acts f : Q — A(X), where Q is some
state space, X a set of outcomes, and A (X) the set of all objective lotteries on X. For
simplicity I assume €2 and X to be finite. So acts map states to objective lotteries.

As an illustration reconsider the bets defined on urns above. We could frame
the state space as the number of green balls in the urn: @ = {0, 1, ---, 10}. The
outcome space X consists of 1 (winning) and 0 (losing): X = {0, 1}. Since the
outcome space is binary, A(X) can be represented by the interval [0, 1] of winning
probabilities. So the bet G, can formally be described as the act G, : 2 — [0, 1],
where G,(w) = w/10 is the probability of winning at the state w in which there are w
green balls in urn 2. If the agent were an expected-utility maximizer, he would assign
a probability distribution 7 over the states in €2 to calculate his utility of an act f
as U(fH) = fw u( flw))dr(w). The model of Gilboa and Schmeidler differs from the
subjective expected-utility model in that the single prior 7 of the subjective expected-
utility model is replaced by a convex and compact set of priors C. Preferences >~
have a max-min expected-utility representation if there exists a convex and compact
set of priors C and a Bernoulli utility functional u : A(X) such that

f=2%g% min / u(f(@))dr(w) > min / u(g(®))dn(w).

To see that such preferences =~ can accommodate the Ellsberg paradox, let C
be the convex hull of the two priors 7' and 7” on Q with 7'(5) = 7" (5) =2/3,
7'(4) = 1/3, and 7" (6) = 1/3. So the cumulative probability of green being drawn
from urn 2 is below 1/2 if one uses 7’ to evaluate the urn. Conversely, when
using 7" for the same task, the probability of green being drawn is above 1/2. The
pessimistic max-min expected-utility maximizer will use 7’ to evaluate his winning
chances when betting on green and will use 7" when evaluating his chances in the
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complementary case of betting on yellow. In either case he will appear to believe
that his winning chances in the urn with unknown odds are below 1/2, in line with
the Ellsberg paradox.

Truman Bewley’s (2002) incomplete-preferences theory of Knightian uncertainty
provides a different approach towards the Ellsberg paradox. An agent prefers one
act f to another act g if f yields a higher expected utility than g for an entire set
of priors C on Q. Formally, preferences =B satisfy Bewley’s model if there exists a
convex and compact set of priors C and a Bernoulli utility functional u : A(X) such
that

frlee / u( f(w))dn(w) > / u(g(w))dm(w) holds forallm € C.

Preferences =B and - are very similar. They both require the evaluation of the
expected utility of an act for an entire set of priors C. Holding C and u fixed, f =B ¢
implies f = g. However, the converse does not hold. To see this consider the
act G, and the belief set constructed above. It was already argued that 1/2 =S5 G,
holds. However, 1/2 =8 G, does not hold. For 7’ the agent obtains a lower expected
utility from G, than from 1/2, while for 7” 1/2 yields a higher expected utility
than G,. So the preferences =B are incomplete: G, and 1/2 are unranked.

Given this incompleteness, the preferences =B cannot be used to explain or predict
the full range of behavior of an agent. The most common assumption to fill the gap
is to suppose status quo bias. For a given status quo, an agent chooses a different
alternative only if that alternative is preferred according to =B. If the alternative is
unranked, the agent remains at his status quo. The Ellsberg paradox can be explained
using Bewley-type preferences if we assume that agents view the lottery with 50%
winning chances as the natural fallback option or status quo.

In addition to Ellsberg’s intuitively convincing examples, ambiguity aversion is
also empirically well documented. Camerer and Weber (1992) provide an early sum-
mary of the experimental evidence. More and more applied models use ambiguity
aversion as a tool: ambiguity-averse agents have made an appearance in models of
general equilibrium, contracts, and finance, in mechanism design, and in political
economy.

3 Ambiguity Aversion in Models of Political Economy

Situations are typically considered more ambiguous rather than risky if agents have
less experience with a situation. Coin throws are the paragon of risky situations:
they have been performed often and are well understood. Similarly, roulette wheels,
urns with known ball compositions, and even weather events and bus arrivals in
one’s home town can safely be considered risky situations. Conversely, situations
that agents encounter only rarely or even just once are more likely to be considered
ambiguous by agents. So political economy would appear to be a prime arena for
the application of ambiguity aversion.
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Elections typically concern some new issues. New wars are fought, new tech-
nologies need to be regulated, values shift. As an illustration consider the voters in
a Condorcet-type model of an election that pitches a proponent of nuclear energy
against an opponent. The proponent is a good candidate in the state of the world in
which nuclear power plants will not blow up. In the alternative state the opponent is
the better candidate. Now, of course, our knowledge of nuclear power plants differs
greatly from our knowledge of dice. The probabilities of catastrophic incidents at
power plants are notoriously hard to gauge, as is the probable extent of the damage.
For obvious reasons we cannot run a set of controlled experiments on this subject
before taking action. In short, we are facing a situation of subjective uncertainty
over the state of the world, and agents will likely consider a set of probability
distributions over nuclear-power-plant accidents.

Now consider the strategic choices of two parties that compete in an election that
has at least two issues, one being nuclear energy, the other immigration. Consider
an amendment of the Downs—Hotelling model that allows for voters to have pref-
erences over these two issues. To this end represent each issue by an interval on
the real line, 7, and ;. To evaluate their choices, parties need to be able to ascribe
probabilities of winning the election for any combination of platform profiles in the
issue spaces I, x I;. So they not only need to have a firm idea of the distribution of
voters’ ideal points over the issue space I, x I;, they also need to form probabilistic
judgments on any trade-offs that agents are willing to make between the two issues.
Parties need to come up with educated guesses on how many voters they will lose (or
gain) for any combination of immigration law with an energy policy. Yet again the
complexity of these probability judgments far exceeds the complexity of forming
preferences over dice — or even over urns with unknown odds. Matters are further
aggravated by the fact that parties often have little time to gather information on
voter preferences, which change continuously (think of an election shortly after the
catastrophe of Fukushima).

All in all, political economy stands out as a prime candidate for the application of
ambiguity aversion. Still, as far as [ am aware, only a few papers have followed this
route. I review Ghirardato and Katz (2006), Ellis (2012), Bade (2011a), and Bade
(2011b) in the following two sections.

4 Downs—Hotelling Models of Political Competition

4.1 The Classic Model

I used ambiguity aversion as a modeling tool in Downs—Hotelling environments in
two papers: “Electoral Competition with Uncertainty Averse Parties” and “Divergent
Platforms.” In these two papers I address two major puzzles of the Downs—Hotelling
model. The first is that the counterfactual assumption of a unidimensional issue
space is essential to the existence of equilibrium. The second is the counterfactual
prediction that parties announce identical platforms in equilibrium.
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To fix ideas, let me formally define and discuss (a simple version of) the Downs—
Hotelling model. There is a unidimensional political spectrum: [—1, 1]. Voters have
single-peaked preferences over this spectrum. Preferences - are single-peaked if
there exists an ideal point p € [—1, 1] such that either a <b < p or p>b>a
implies a < b. Note that any platforms to the two sides of the ideal point (say
a,b with a < p < b) are not ranked by this requirement. The distribution 7 of
voter ideal points has a unique median. There are two parties A and B. These
parties strategically choose their platforms a and b in [—1, 1] to maximize their vote
shares. Voters mechanically vote for the party that offers their preferred platform.
Indifferent voters vote for either party with probability 1/2. In equilibrium both
parties announce the median of the distribution 7 as their platform.

This equilibrium prediction is counterfactual: we do not observe elections with
indistinguishable parties. Moreover the prediction is hard to integrate into broader
models of costly politics: why would anyone vote, campaign, or even pay attention
to elections if the implemented platform were independent of the winner? This is
one of the two puzzles I address by introducing ambiguity aversion into a Downs—
Hotelling model of electoral competition.

The second puzzle I address is that the existence of equilibrium in the classic
Downs—Hotelling model depends on the assumption of a unidimensional political
spectrum. To get an intuition for this consider model 1, which has a two-dimensional
political spectrum [—1, 1]* with just three voters: i = 1, 2, 3, as presented in Figure 1.
Assume that each voter’s preferences are represented by U;(p) = —d(p, p;), where
d(p, p;) is the Euclidean distance between platforms p and p;, which in turn is
voter i’s ideal point. Let p; = (=1, —1), p, = (1, —1), and p3 = (0, 1). Suppose
(a*, b*) were an equilibrium of the game. Then a] = 0 would have to hold, meaning
that with respect to issue 1, party A would have to offer the median preferred

Figure 1
There is No Equilibrium in Model 1
0, 1) =p,
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}
I
I
ob/: Oa*
}
I
\\ |
N |
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(-1,-1)y=p, (1,-1)=p,
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platform. To see this, suppose we had aj > 0. Then party B could obtain 2 votes
by offering the platform &' = (0, a3), which voters 1 and 3 strictly prefer to a* (all
voters with an ideal point to the left of the gray dashed line prefer a* to »'). So
(a*, b*) cannot be an equilibrium, since party A would be strictly better off by
simply offering the same platform as party B. By the same logic we can rule out
that af < 0 or that b} # 0. In short, we must have that (a*, b*) = ((0, a3), (0, b3)).
Now suppose that either a5 > —1 or b5 > —1 held; then the other party would gather
the support of voters 1 and 2 on offering (0, —1) as its platform. So we must have
a* = b* = (0, —1). Now, finally, to see that this cannot be an equilibrium either, fix
party B’s platform at b* = (0, —1) and observe that party A would win the votes
of 1 and 3 if it changed its platform to @’ = (¢, —1 + €) for a small €. In Figure 1 all
voters with ideal points above the black dashed line would vote for a’ over b*.

Now, it has to be said that model 1 does not represent an oddity. Quite to the
contrary, the nonexistence of equilibrium is generic in the case of political com-
petition a la Downs—Hotelling with a multidimensional issue space. Plott (1967),
Davis, DeGroot, and Hinich (1972), Grandmont (1978), and McKelvey (1979) all
state some extremely stringent conditions that have to be met for equilibria to exist
in their respective multidimensional versions of the Downs—Hotelling model. This
of course presents a major problem, since the assumption of a unidimensional issue
space appears as rather counterfactual.

4.2 The Existence of Equilibrium

In Bade (2011a) I propose to solve this riddle by assuming that parties do not
know their odds of winning for every possible constellation of opposing platforms.
I assume that parties hold a set of theories on the voters’ preferences and that
their choice behavior follows the max-min expected-utility model by Gilboa and
Schmeidler (1989): to evaluate their vote shares, parties take the full set of beliefs on
the preferences of the electorate into account. Keeping the opponent’s platform fixed,
each party chooses the platform that maximizes its worst vote share according to the
full set of these beliefs. The parties’ theories on voter behavior stay conservatively
Downsian in the following two respects: any indifferent voter votes for each party
with equal probability, and all voters have single-peaked preferences.

To see why the introduction of ambiguity aversion should favor the existence
of equilibrium, observe that the model of Downs—Hotelling competition I have
sketched resembles the Ellsberg paradox. For a fixed platform of the opposing
party, each party faces the choice between a lottery of winning the election with
a chance of 50% or winning the election with ambiguous odds. Either party can
obtain the 50% chance of winning by matching the platform of the opposing party.
Conversely, if the two parties offer different platforms, the parties’ beliefs on voter
preferences matter. Here both parties might believe that — under the worst-case
scenario — they would obtain less than half the votes.

Let me illustrate this point with model 2, a variation on model 1. Just as in
model 1, model 2 has 3 voters with Euclidean preferences over the issue space
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[—1, 1]%. Differently from model 1, the parties in model 2 do not know the ideal
points of the voters. Parties maximize the max-min vote shares, each with the belief
set C consisting of two distributions.! The first one, 7, is identical to the one posited
above. The second one, 1, is such that the three voter ideal points are at p} = (—1, 1),
py = (1, 1), and p; = (0, = 1).

The platform profile (a*, b*) = ((0, 0), (0, 0)) is an equilibrium in model 2. Con-
sider the deviation &’ for party A as shown in Figure 2. The black dashed line, which
is perpendicular to the line between (0, 0) and a’ and cuts this line exactly in half,
separates the ideal points of all voters who strictly prefer a’ to (0, 0) from the voters
with the opposite preferences. Any voter whose ideal point is on this black line
is indifferent between the two platforms. The deviation to a’ is not preferred, as
party A only obtains one vote (voter 3’s) when using the distribution 7 to evaluate
the electorate. Of course, this is just one among a myriad of possible deviations.

Figure 2
The Equilibrium of Model 2

-1, 1) =p| (1,1)=p/
\ (O, 1)°:p3

L 3 L]

L =-D=p, 0,-D)=p; (IL,=-D=p,

To see that no deviation in the same direction as ¢’ would win more than one vote
according to 7, move the platform ' closer and closer to (0, 0). Observe that the
line that separates the voters who prefer the deviation from those who prefer (0, 0)
moves closer and closer to the gray dashed line. Analogously, there is a straight
line through (0, 0), for any deviation, such that all voters who prefer the deviation
are strictly contained in one of the half spaces to one side of that line. The proof

! Technically this model does not qualify as a max-min expected-utility model fol-
lowing Gilboa and Schmeidler, since they require a convex and compact C. The result
remains identical when requiring that agents hold the convex hull of 7 and px as their
set of beliefs.
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that (a*, b*) is an equilibrium is concluded with the observation that if such a half
space contains more than one voter according to one of the relevant distributions,
it contains only one voter according to the other distribution. So for each deviation
the deviating party’s minimal vote count is at most one, meaning that the party is
better off keeping its platform at (0, 0).

Needless to say, model 2 is an extreme example. For the nitty-gritty details of the
much weaker conditions under which equilibria exist in multidimensional Downs—
Hotelling games with ambiguity-averse parties, see Bade (2011a). There I do not
restrict attention to Euclidean preferences and allow all single-peaked preferences.
Parties can be uncertain about the voters’ willingness to trade off issues against each
other, as well as about the voters’ ideal points.

In addition to the result on the existence of equilibrium, there is a result on
equilibrium characterization in the paper: in equilibrium both parties announce a
median preferred policy for every issue. Consider the two distributions in the above
example. The median with respect to issue 1 (the horizontal axis) is 0. The median
with respect to the other issue is —1 for 7, and 1 for u (according to u, all voters
have their ideal point on or below the line (x;, 1), while two-thirds have their ideal
point on or above that line, so this line is the median line). Since parties are certain
that the median preferred policy with respect to issue 1 is 0, according to my result
any equilibrium platform x must have x; = 0. On the other hand, no restriction is
implied for the second issue; equilibrium platforms x might have any x, € [—1, 1].

This generalization of characterization of equilibrium outcomes as preferred
policies by median voters is important insofar as it gives some justification to a
modeling technique that has been widely used in applied models: Political-economy
theories often regard one issue in isolation, say taxes or health care, and then argue by
the Downs—Hotelling model that in a democratic society the median preferred policy
should obtain. However, the classic Downs—Hotelling model gives no justification
for regarding issues in isolation. My paper delineates assumptions under which it is
theoretically sound to apply the Downs—Hotelling model issue by issue.

4.3 Policy Convergence

The model discussed in the preceding section shares one counterfactual predic-
tion with the standard model: in equilibrium, parties announce identical platforms.
Reconsider model 2, and observe that only when announcing the platform of the
opponent does a party have firm control over the worst possible expected vote share:
in equilibrium each party gets half of the vote share for either of the two distribu-
tions. In equilibrium the parties experience no uncertainty. On the other hand, for
any deviation, uncertainty aversion does matter: the prospects typically look good
for some distribution, but there is always also a pessimistic outlook according to
which the deviation lowers the vote share for the deviator. This description does
not just hold for the example. Offering the platform of the opponent will generally
serve as a hedging device. If both parties offer the same platform, the ambiguous
information on voter preferences does not matter. In that case each party gets half
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the vote share — no matter which distribution over the preferences one assumes.
Conversely, if parties offer different platforms, the minimal vote share of each party
might be below one-half.

Observe that this rationale for platform convergence is peculiar to the model
with ambiguity aversion. In the standard model, platform convergence is driven by
the unidimensionality of the issue space and the single-peakedness of preferences.
Single-peaked preferences over a unidimensional issue space are necessarily convex,
meaning that any voter who prefers platform a to platform » must also prefer platform
Aa+ (1 —A)b to b for any A € (0, 1). This in turn implies that party A never loses
any votes by changing its platform from a to Aa + (1 — A)b with b being party B’s
platform and X being a number in (0, 1), as any voter who is already voting for
party A when it runs on platform ¢ must continue to vote for this party when it
changes its platform to Aa + (1 — A)b, assuming the other party’s platform remains
fixed at b.

So moving one’s platform closer to the other party’s platform never decreases
one’s vote share. If any voters have their ideal point strictly between the two parties’
platforms, at least one party benefits from moving closer to the other party’s platform.
To see this, suppose that there is some voter with ideal point x € (a, b). Suppose,
w.l.o.g., that this voter votes with a probability of at least 50% for party A. Then
party B can strictly improve its vote share by offering (1/2)a + (1/2)x as its platform.
As argued above, party B will not lose any votes due to this move. In addition it
will gain the vote of the voter with ideal point at x, since a < (1/2)a + (1/2)x < x.
So in any equilibrium (a*, b*), platforms must converge.

So to have a Downs—Hotelling model of divergent platforms, both these rationales
for platform convergence need to be undermined. To this end I set up a Downs—
Hotelling model with a multidimensional issue space and party preferences that
follow Bewley’s model of Knightian uncertainty in Bade (2011b). With a multidi-
mensional issue space, single-peakedness does not imply convexity of preferences.
To see this, consider a two-dimensional issue space [—1, 1]> and an agent with pref-
erences u(x) = —4/]x; — p1| — +/|x2 — p2|. This agent has an ideal point of (p;, p»),
and his preferences are single-peaked: his utility decreases when he goes from a
platform x to a platform y which is further from his ideal point in either direction (for-
mally |p; — yi| = |p1 — x| + |x; — yil as well as |py — 2| = [p2 — x2] + [x2 — »]).
According to this criterion a voter with ideal point p = (0, 0) must prefer plat-
form (0.1, 0.1) to platform (0.2,0.3). To see that the voter’s preferences are not
convex, consider a voter with ideal point (0, 0) together with the platforms (1, 0),
(0, 1) and the intermediate platform (1/2, 1/2). So u((0, 1)) = u((1,0)) = —1 and
u((1/2,1/2)) = —/1/2 — /1/2 < —1. The voter’s indifference curve through (1, 0)
is illustrated by the black line in Figure 3. In short, the standard rationale for con-
vergence does not apply to the present model.

Now let me argue that the hedging benefit of offering the other party’s platform
is no longer a decisive advantage. According to the Bewley model of Knightian
uncertainty, party A prefers platform a to platform a’ — keeping party B’s platform
fixed at b —if party A obtains a (weakly) higher vote share for platform a’ according
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Figure 3
Nonconvex Preferences
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to all priors on the electorate. Parties do not focus on the prior on the electorate that
is associated with the minimal vote share. So offering the platform of the opponent,
which is associated with a high minimal vote share of 1/2, has no particular appeal
within this framework. To see this, reconsider model 2. Fixing party B’s platform at
(0, 0), party A best responds by offering platform (0, 1) if it has Bewley preferences
with the belief set {m, 1} given in model 2. For this deviation party A obtains two
votes according to distribution 7 and one vote according to distribution p. The
platform (0, 1) is a best reply, since there is no other platform for which the party
can improve its vote share according to one distribution without hurting its vote
share according to the other.

The gist of the paper Bade (2011b) consists in arguing that both features — the
multidimensionality of the issue space as well as the Bewley-type preferences —
are necessary for the existence of divergent equilibria. I provide an example of a
modified Downs—Hotelling game that indeed does have a divergent equilibrium. The
necessity of both features might seem surprising, given the discussion of model 2. I
claimed that party A had no incentive to exactly match party B’s platform in model 2,
even though all voters’” preferences were assumed to be Euclidean, and therefore
convex. The answer lies in what it means for platforms to diverge: some voters must
with positive probability have their ideal point between the two platforms. If one
were to call any pair of different platforms divergent, even the classical Downs—
Hotelling model would have divergent equilibria (consider the case of a distribution
of voter ideal points with a nonunique median). Now one might debate what “in
between two platforms” means in the context of a multidimensional issue space.
One might equally debate what “some voters must with positive probability” means
in a world of ambiguity aversion. In Bade (2011b) I provide more and less liberal
definitions of these terms and show that my results hold even for the strictest cases.
With respect to model 2 one should observe that the platforms (0, 0) and (0, 1) can
hardly be considered divergent by the criterion that some voter should have his ideal
point with positive probability between these two platforms.
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The models in Bade (2011a) and Bade (2011b) differ only in one respect: in
Bade (2011a) I follow Gilboa and Schmeidler’s (1989) max-min expected utilities
to model preferences; in the other paper I follow Bewley’s model of Knightian un-
certainty.” Given that these two models of preference representation are so similar,
the difference between the two models is very small indeed. But the difference in
results is major: divergent equilibria only obtain with Bewley-type preferences. In
Bade (2011a), with max-min preferences, I could provide a very straightforward
characterization result that allows us to apply the classic Downs—Hotelling predic-
tion issue by issue: in equilibrium, parties will announce a median preferred policy
with respect to every issue. Unfortunately, such a characterization result has proved
elusive with respect to the Bewley model. The important question of comparative
statics remains completely open. It remains unknown how the set of equilibria
changes as a function of the belief set on voter preferences.

5 Condorcet Models of Information Aggregation

5.1 The Classical Model

In the classical model of Condorcet voting, there are two candidates L and R and
two equiprobable states of the world, A and p. All voters have identical preferences:
they prefer candidate L in state A and candidate R in state p. They all assign utility
values of 1 and 0 to the choice of the correct and the wrong candidate, respectively.
Information on the state of the world is spread throughout the population: each
voter privately holds a signal s € {/, r} on the state of the world such that s is / with
probability p > 1/2 in state A and conversely r is b with the identical probability p
in state p.

If all voters vote according to their signal, the probability that the electorate
chooses the correct candidate approaches one as the size of the electorate grows
large. This result dates back to Condorcet. In the light of modern game theory
another question arises: would it be optimal for one voter to vote according to his
own signal, given that all other voters do so? Or in other words, is sincere voting an
equilibrium? In the very symmetric setup sketched above, the answer is yes. Given
that all voters vote according to their own signal, voting according to one’s own
signal is a strict best reply. There are boundless variations of the Condorcet model
in the literature. The size of the electorate might be known or unknown, one state
of the world might be more probable than the other, signal probabilities might vary,
different agents might get signals of different strength, signals might be acquired
endogenously, or there might be some pre-electoral sharing of information, to name
some of the most obvious variations.

2 Since the only example of the model with max-min expected utilities assumes
that voter preferences are Euclidean, the attentive reader might presume that there is
yet another difference between the two, regarding the convexity of the preferences.
This is not the case. In Bade (2011a) I do not assume convex preferences.
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Since abstention is the main focus of the papers on ambiguity aversion in Con-
dorcet models, let me mention the — by now — classic variation of the Condorcet
model used to explain abstention: Feddersen and Pesendorfer’s (1996) swing voter’s
curse. In this model, one state is a priori more likely than the other, and voters re-
ceive signals of varying strength and behave fully strategically. There are equilibria
in which the less informed voters abstain from voting — even if there is no cost of
voting and even if each of these voters has a strict preference for one candidate
over the other when regarding only his own information. To figure out his optimal
strategy a voter considers only the case in which his vote matters to the electoral
outcome, namely, when he is pivotal. Now, if a voter with low-quality information
is pivotal, this is a sign that more voters with high-quality information received a
signal favoring the candidate less likely a priori. So the voter with low-quality infor-
mation should abstain. This rationale can lead to sizable abstention, which does not
diminish as the electorate grows large. However, this form of abstention does not
hurt information aggregation in the limit. The probability that the correct candidate
is selected approaches one as the electorate grows large.

5.2 Abstention

To my knowledge, Ghirardato and Katz (2006) were the first to introduce ambiguity
aversion into any model of political economy. They assume that the voters in a
Condorcet model are ambiguity-averse and show that an ambiguity-averse voter
might strictly prefer abstaining to voting. The reasoning is simple: an ambiguity-
averse voter might understand so little about an election that he would rather have
the random draw that occurs in the event of a tie than commit himself to either one
of the candidates. For a formal example assume that from the point of view of some
voter only two states matter: in state X this voter obtains utility 1 if candidate L is
voted into office, and utility O otherwise; in the alternative state p, the inverse picture
holds — the voter assigns utility 1 to candidate R and utility O to candidate L. Now
assume that the voters’ preferences can be represented by the Gilboa—Schmeidler
model and that — conditioning on being pivotal and on his signal — the voter holds a
set of priors [, 77] that the state is p.

If © < 1/2 < 7, then abstaining is strictly better for the voter under consideration.
To see this, observe that the vote of the agent under consideration only matters if he
is pivotal — so the set of priors that conditions on the pivotal event (and the agent’s
signal) is the relevant set of priors. Now if the agent votes for the left candidate,
he obtains a utility of mingc; 7 1 x (1 —m) =1 -7 < 1/2. Similarly, the agent’s
utility of voting for the right candidate is min;c;; 71 x 7 =1 —m < 1/2. On the
other hand, abstaining corresponds to randomizing over the two candidates, which
yields a utility of min, e 7 ((1/2) + (1/2)(1 — m)) = 1/2. So abstention allows the
voter to hedge between the two candidates.

The paper is neatly motivated by the empirical observation that voters who ar-
guably face no cost of voting might still abstain: Ghirardato and Katz discuss the
case of multiple elections on one ballot. In such elections voters often selectively
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abstain from the less publicized races. Ambiguity aversion as an explanation comes
in handy, since we have empirical evidence that comparisons across decisions dra-
matically affect agents’ perception of ambiguity (Fox and Tversky, 1995). Thus, in
the light of the more familiar race, the less familiar ones will appear more ambiguous
to the voters. So the comparative-ignorance hypothesis straightforwardly explains
the empirical phenomenon of selective abstention.

Given its ability to explain multiple-election behavior, Ghirardato and Katz’s
model outperforms costly-voting models as an explanation of abstention. However,
costly-voting models are not the only and maybe not even the most prominent alter-
native explanation of abstention in the literature. Feddersen and Pesendorfer’s (1996)
swing voter’s curse is the contemporary workhorse model on abstention. Since this
is a model that succeeds in explaining mass abstention within the framework of clas-
sical expected-utility theory, Ghirardato and Katz (2006) had to distinguish their
rationale for abstention from Feddersen and Pesendorfer’s (1996) rationale. They
do so by analyzing the decision to vote or abstain in a model of voting that drops
the common-interest assumption. Note that in my sketch of their results, I always
spoke of the preference of the voter under consideration, and made no reference to
the question whether this preference is a shared one or not.

Let the states A and p continue to be the relevant states of nature for the voter
under consideration. This voter might be a shop owner who either will need to hire
an employee (state 1) or will be able to continue to run his store alone (state p). In
state X this shop owner prefers politician L, who is more lenient on immigration.
Now, the preferences of other voters need not at all be aligned. Another voter might
for example want to lower the immigration standard to accommodate more refugees
in times of dire catastrophe. By allowing for such diverse preferences Ghirardato and
Katz (2006) shut down the channel that drives Feddersen and Pesendorfer’s (1996)
swing-voter result. In Ghirardato and Katz’s article agents do not need to agree on the
informational content of the pivot-event. In short, even when the votes of the other
citizens have no bearing on the voter’s (conditional) preferences over candidates,
voters who perceive the state as more ambiguous are more likely to abstain.

5.3 Information Aggregation

Andrew Ellis (2012) takes the insight developed in Ghirardato and Katz (2006)
one step further. The paper of Ghirardato and Katz (2006) in a sense remains
a “partial equilibrium” model that considers abstention of some voters while taking
the behavior of other voters for granted. Ellis (2012) instead asks whether the
standard result that information is aggregated efficiently in large elections continues
to hold when voters are ambiguity-averse. In contrast to Ghirardato and Katz (2006),
Ellis’s model remains more closely tied to the standard Condorcetian setup: all voters
receive utility 1 if candidate L is elected in state A or if candidate R is elected in
state p, and otherwise receive utility O.

Ellis observes that even with informative signals there are sequences of equilibria
in Condorcetian games with ambiguity aversion such that the probability of the
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correct candidate being selected in either state remains 1/2 no matter what the size
of the electorate. Consider a voter who is so ambiguity-averse that he would rather
throw a fair coin to decide between L and R than to choose either one with certainty
if this voter had to decide who gets elected based on his own signal. Now consider
an electorate that is entirely made up of such voters. Complete abstention is an
equilibrium in this model. Given that all other voters abstain, any voter faces the
decision to choose the president on his own. By assumption each of these voters
prefers a fair lottery over the two candidates (which will happen when he abstains)
to choosing either one. This argument at no point invokes the size of the electorate.
Therefore there can be equilibria that fail to aggregate information, regardless of
the size of the electorate.

More formally, consider an electorate consisting of n ambiguity-averse voters
whose preferences can be represented following Gilboa and Schmeidler. Assume
that voters can observe two different signals / and r. The signals provide information
about the underlying state of nature in that, having observed signal x, a voter updates
his set of priors to [, 7], where 7, < &, and 7, < 7,.

Consider a game in which voters can choose only L, R, or any mixture thereof.
Games of this sort have a noninformative equilibrium in which all voters vote for
either candidate with probability 1/2 if x, < 1/2 <7, (and hence 1/2 € (x,, 7))
and 1/2 € (z,, 7,)). Consider the choice of any voter, given that all other voters
randomize. Since all other voters randomize, the pivotal event has no informative
content: all the information that the voter has is contained in his own signal. But
the signals and updating were defined so that even if the voter obtained / as his
signal, he would rather randomize between the two candidates than vote for L, since
Ming ey 7, (1 = 7) < mingeiz 7,((1/2)7 + (1/2)(1 — 7)) = 1/2. In short, the voter
is afraid to commit to vote for candidate L, since he believes that malevolent nature
would then set the probability of the state being A to 1 — 7, < 1/2. Instead he prefers
to hedge by either randomizing between the two candidates, or abstaining in the
modified model that allows for abstention. The same holds, mutatis mutandis, for a
voter who observes signal r.

6 Outlook

I find it surprising that so far there are just four models that allow for ambiguity-
averse agents. I fully agree with the following statement by Ghirardato and Katz
(2006, p. 383) on modeling agents in the political sphere as ambiguity-averse: “The
choice of voting is a natural first step, for it clearly seems to be a decision problem in
which low quality of information is the norm rather than the exception.” Ghirardato
and Katz started to work on this “natural first step” to fuse political economy and
ambiguity aversion in 1997. Still, as of 2012, I am only aware of four papers that
have continued this agenda.

Only the two most classic models in political economy have been modified to
allow for ambiguity aversion: the Downs—Hotelling model of political competition
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and the Condorcet model of information aggregation. But, as argued above, even
confining ourselves to these two models, many questions on the effect of ambiguity
aversion on classical results remain open. While I have shown in Bade (2011b) that
ambiguity aversion can lead to divergent equilibria in a Downs—Hotelling model, I
do not provide any comparative statistics that would help us to predict when such
divergent equilibria exist or where we should expect parties to locate their platforms.
While Ellis (2012) has demonstrated that ambiguity aversion might get in the
way of information aggregation in large electorates with informative signals, much
remains to be learned about the set of all equilibria in models of Condorcetian voting
with ambiguity-averse voters. McLennan (1998) shows that any utility-maximizing
strategy profile in a game of common interest is an equilibrium. McLennan assumes
expected-utility-maximizing agents. Still, if voters are dynamically consistent up-
daters, the result can be applied to Condorcetian games with ambiguity-averse
agents. So assume that the nonstrategic optimization problem of finding a (signal-
contingent) plan for every voter to achieve the ex ante optimal outcome in a Con-
dorcet problem has a well-defined solution that aggregates information. Then the
corresponding Condorcetian game has an equilibrium that aggregates information.?
The open and difficult question is to characterize these equilibria. For such a charac-
terization we should assume not only that voters are dynamically consistent, but also
that they receive “independently and identically distributed” signals. While it is well
known what this requirement means in the context of expected-utility-maximizing
agents, the definition and study of the concept of independently and identically
distributed random variables is currently at the frontier of the study of ambiguity
aversion (Larry Epstein and coauthors have a sequence of papers on the subject).
While the route of twisting some well-understood models to introduce ambiguity
aversion has been taken, there seem to be no papers that make use of ambiguity
aversion to tackle some of the untamed questions in the field of political economy.
Consider models involving more than two parties, which still pose some large
challenges. If parties are able to freely choose their platforms to maximize their
vote shares, the existence of equilibrium becomes a delicate issue. Moreover the
assumption that voters would simply vote for their most preferred party becomes
questionable in a context with three or more parties. Strategic voting might lead
voters to vote for the lesser evil rather than their most preferred party, as can occur
under a winner-take-all rule. Matters get further complicated if there is no such rule,
and parties instead need to form coalitions once they are voted into parliament.
One typical problem in such models is that of the nonexistence of equilibrium.
Take the example of Downsian competition with multiple parties, where incentives
of parties to deviate are pervasive. It is possible that the assumption that parties are
ambiguity-averse relaxes some of these maddeningly strong incentives to deviate and
thereby would allow some equilibria to exist. Similarly, in a model of parliamentary
democracy, one could imagine using ambiguity aversion to narrow the set of potential

3 1 owe this observation to a discussion among Eran Hanany, Peter Klibanoff, and
Michael Mandler.
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coalition partners for a party. Finally, ambiguity aversion could be used to render
sincere voting more attractive in models with more than two candidates: this could
arise out of the ambiguous information on the winning chances of the various
candidates. So ambiguity aversion could be used to eliminate some equilibria that
rely on the coordination of voters.
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1 Introduction

Following the discovery of the Ellsberg Paradox and the development of workable
analytical frameworks, ambiguity aversion began attracting a wide range of applied
work. Some of this work is in political economy, and, as Bade’s (2013) survey
makes clear, the primary focus of those contributions has been electoral competition.
Political economy applications are a welcome development, as modeling ambiguity-
averse agents opens the door to exploring a number of behavioral puzzles that have
eluded other approaches. It also raises several questions that are worthwhile to
consider while going down this path.

This comment begins with a brief conceptual sketch of ambiguity aversion. It
then discusses the appeal of explicitly modeling ambiguity-averse agents and offers
some cautions that should be observed along the way. It also offers some suggestions
for where political economy applications of ambiguity aversion may be particularly
productive, both in terms of empirical purchase and in terms of the broader analytical
appeal of such models.

2 Uncertainty, Ambiguity, and the Ellsberg Paradox

Following Knight (1921), decision theory makes a key distinction between two
different types of incomplete information environments: those with risk and those
with uncertainty. Whereas in the former, known, measurable densities are attached to
different states of the world, in the latter, the extent of information incompleteness is
such that the densities of different states are unknown as well, in effect, giving rise to
multiple priors for a given agent. Classic models of decision-making with incomplete
information (Savage, 1954; Anscombe and Aumann, 1963) have focused on risky
choices, endowing agents with beliefs about the state, modeled as a distribution
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over possible realizations of the random variable. The theory of decision-making
with incomplete information and what have become known as ambiguous choices
focuses on the setting with uncertainty. Its touchstone is the Ellsberg Paradox, which
records the following violation of classic expected utility theory. Suppose two urns:
Urn 1 with 5 red balls and 5 blue balls, and Urn 2 with 10 balls, each of which is
either red or blue. Ellsberg (1961) shows (and a considerable body of subsequent
experimental work confirms) that subjects systematically prefer betting on a red ball
being drawn from Urn 1 to both betting on a red ball being drawn from Urn 2 and
betting on a blue ball being drawn from Urn 2. The description of Urn 2 captures
Knightian uncertainty (or ambiguity), and the reported behavioral pattern implies
that, all else equal, agents prefer to avoid it, even at a cost.

A number of analytical frameworks present revisions of the classic expected utility
theory in order to model agents whose behavior would exhibit ambiguity aversion,
consistent with the Ellsberg paradox (e.g., Gilboa and Schmeidler, 1989; Bewley,
2002; Klibanoff, Marinacci, and Mukerji, 2005). The two approaches that have
gained the most traction in applied work, especially in political economy, account for
Ellsberg-paradox behavior with maxmin expected utilities (Gilboa and Schmeidler,
1989) and with incomplete preferences (Bewley, 2002). Both approaches endow
agents with compact and convex sets of priors. In Gilboa and Schmeidler’s model,
an agent choosing between two lotteries behaves as if she were calculating the
minimum expected utility of each lottery over her entire set of priors, and then
choosing the lottery that has the highest minimum expected utility. In Bewley’s
model, if different actions do not have identical rankings for all priors within her
set, agent’s preferences are incomplete; given such incompleteness, a prior bias in
favor of a given alternative, then, creates a “sticky” (ambiguity-averse) fall-back
option.

3 Appeal

Applied models with ambiguity-averse agents are attractive for two related sets
of reasons. The first is that these models yield a more general theory, and it is
a generalization that is clearly worthwhile. Specifically, models with ambiguity-
averse agents encompass the standard expected utility model as a special case,
namely the one with a set of priors that is a singleton. This generalization admits
uncertainty about what subjective beliefs are the “right” ones, rendering moot a key
point of contention in decision theory. Moreover, it incorporates the tendency to
hedge when such uncertainty exists.

The second set of reasons is the behavioral verisimilitude of the assumptions
of the model as well as of its outputs. People do sometimes confess uncertainty
regarding their subjective beliefs and conceive of multiple plausible models of
how actions map into (lotteries over) outcomes. Furthermore, people do sometimes
behave as if they face uncertainty regarding their subjective beliefs (e.g., the Ellsberg
paradox).
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On the output side, political economy models with ambiguity-averse agents have
generated results that comport with robust behavioral observations that have been
particularly resilient against classic expected utility treatments. For example, Bade
shows that in unidimensional Downsian electoral competition, ambiguity-averse
parties may, in equilibrium, choose diverging policy platforms (Bade, 2011b), and
in a multi-dimensional issue environment, create stable patterns of party compe-
tition (Bade, 2011a). Ghirardato and Katz (2006; see also Ellis, 2012) find that
ambiguity-averse voters may have a strict preference for abstention in a Condorcet
Jury Theorem environment with non-common values. Baliga, Hanany, and Klibanoff
(2011) show that when agents are ambiguity-averse, observation of common signals
can lead to belief polarization. All four of these predictions correspond to behaviors
that have been staples of empirical studies. Ashworth (2007) demonstrates that if
voters are ambiguity-averse, then political campaigns can give rise to complex op-
timal targeting strategies that depend both on the office sought and the initial levels
of available information; this provides a possible explanation for the weakness of
empirical findings in this area, pointing a way toward better research design which
would account for these factors.

A prominent empirical finding in political economy that may be prime for an
ambiguity-aversion-based explanation, but that, to my knowledge, has received no
such attention thus far, is super-majority coalitions in legislatures and equity in the
division of spoils among members of legislative coalitions. I would conjecture that
the incentives implied by ambiguity aversion may be able to account for both. To
see this, suppose that a legislator with proposal power can propose a division of
a fixed budget: if it receives majority support, then the proposal is implemented;
if it fails then each legislator receives her reservation value. Suppose further that
reservation values are private information so that a proposal maps into an objective
lottery over passage and failure, and that lotteries depend on the states of the world
with the proposer having a compact and convex set of priors. The conjecture, then,
is that in this setting, the division will be more equitable than in the standard model,
and if different legislators’ reservation values move in opposite directions across
states, we can get super-majority coalitions in equilibrium.

4 Three Cautions

While the benefits of applied projects modeling ambiguity aversion seem clear, there
are, nonetheless, several reasons to take a cautious attitude when developing a body
of applied work around this assumption. I see at least three such reasons; there may
be others.

The first two reasons come down to the fact that ambiguity-aversion-based models
retain some of the unfortunate traits of the classic expected utility model. First, the
analyst is forced to make assumptions about agents’ beliefs, and the results are
sensitive to those assumptions, yet there is typically little or no direct evidence to
guide us with respect to the soundness of those assumptions.
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Second, if one is dissatisfied with the prima facie cognitive burdens of the expected
utility model, then one should be much more dissatisfied in that respect with the
ambiguity aversion models. With multiple priors, agents are (as if ) expected to make
that many more optimization-driven comparisons; in effect, ambiguity aversion
models trade an increase in behavioral plausibility of one kind for a decrease in
another.

Third, the possibility of explaining a phenomenon by reference to a behavioral
condition like ambiguity aversion increases the temptation to psychologize what
may be best explained as equilibrium properties of strategic environments. It may,
of course, be that explanation by reference to ambiguity aversion is causally more
relevant, in which case such a model would be an unambiguous move forward,
but given the typical paucity of evidence on agents’ beliefs (caution 1 above),
the evidence on causal relevance is hard to find. From this standpoint, it may be
desirable to have a presumption that raises the burden of justifying the modeling
choices for analysts adopting behavioral assumptions of this kind, not unlike the
Harsanyi Doctrine that creates the burden of justifying assumptions of differences
in agents’ underlying beliefs (for a statement in the context of political economy
literature, see Myerson, 2006).

The last point underscores the broader status of the cautions raised in this section:
the point of articulating them is not to discourage applied work with assumptions of
ambiguity aversion, but to create awareness of the importance of making the case
for assuming ambiguity aversion on a case-by-case basis.

5 Beyond the Ellsberg Paradox

My final point concerns not what ambiguity aversion can do for political economy,
but rather the opposite: what political economy can do for ambiguity aversion.
Some of the key papers in the growing political economy literature relying on
ambiguity aversion assign this behavioral property to elites (Bade, 2011a,b); the
same would be true in a model generating universal distributive coalitions. While,
as an empirical matter, this assumption may or may not be true, it runs counter to
the usual interpretations of elites in political economy models as better informed
and closer to the psychological ideal of the classic economic models than the
electorate. Justifying this assumption by reference to the Ellsberg Paradox would,
moreover, only beg the question. As emphasized in the previous section, the burden
of justification may accrue on other grounds as well.

This raises the following question: can the multiplicity of priors that agents are
endowed with in the models with ambiguity be explained by the features of the
underlying political economies, such as the complexities of preference aggregation,
of the relationships between politicians and their political parties, etc.? As is well
known, such features can give rise to outcomes, such as preference intransitivities
and belief inconsistencies, that belie classic economic assumptions on individual
agents. The condition of having multiple priors has a flavor that is not unlike some
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of those outcomes, and being able to generate it endogenously would resolve the
methodological issues raised above and be of considerable independent substantive
value.
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Ambiguity Aversion in Models of Political Economy

Comment
by
Paul Heidhues*

1 Introduction

There is a large body of experimental evidence suggesting that choice in uncer-
tain environments deviates systematically from that predicted by the (subjective)
expected-utility model. One important deviation that has drawn a lot of attention
from decision theorists is the phenomenon of ambiguity aversion, which captures
the idea that people prefer choices with known probabilities to similar ones in which
objective probabilities are unknown. In her article, Sophie Bade surveys four articles
that incorporate ambiguity aversion into models of political economy, and highlights
the consequences for the positive and normative predictions of these models. Below,
I briefly comment on her interesting, and well-written, survey.

2 Comments and Possible Extensions

Bade (2013) starts by discussing her own work on the most prominent model of
electoral competition: the Downs—Hotelling model. While the modeling details
differ between the two papers she discusses, the common feature is that there are
two office-motivated parties or candidates, which compete in an election. The parties
simultaneously announce their position, and thereafter voters select their preferred
candidate. In contrast to the classic setup, the candidates are both uncertain as
to the distribution of the voters’ policy preferences and are ambiguity-averse. In
Bade (2011a) the candidates’ ambiguity aversion follows the maximin expected-
utility model. Bade demonstrates the existence of a pure-strategy equilibrium for
multidimensional policy problems under significantly weaker conditions than in the
corresponding classic setup. But, in my view, the main contribution is the derivation
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of conditions under which there is an issue-by-issue median-voter result, i.e., parties
choose the median position in some dimension.

Bade (2011b), in contrast, uses the ambiguity-aversion model proposed by Bew-
ley, in which there is only a partial preference ordering over acts, and establishes
conditions under which there is no policy convergence. More precisely, she con-
siders a multidimensional setup in which preferences are single-peaked but not
convex. Since she uses Bewley-type preference, parties have only partial orderings
over policy pairs, and hence the result is not counterintuitive. I wonder, however,
whether ambiguity preferences that give rise to complete orderings may not also
allow for policy divergence. For example, the intuition for platform convergence
with maximin expected-utility preference as presented in the survey seems closely
connected to the ability to hedge by choosing one’s opponent’s platform. But with
simultaneous platform selection, such a hedging motive may be undermined when
we allow for equilibria in mixed strategies. Whether this purely speculative remark
is correct seems an interesting question for future research. Of course, as the author
has demonstrated herself, defining and analyzing mixed-strategy equilibria with
ambiguity-averse players is a nontrivial exercise.

Another potentially fruitful area for research consists of electoral-competition
models in which voters, not parties, are ambiguity-averse. For example, Fox and
Tversky (1995) emphasize that by making subjects feel more or less competent in
a given choice problem, their ambiguity aversion can be manipulated. This raises
the question whether parties have the incentives and ability to manipulate voters’
ambiguity aversion during electoral campaigns.

This question, however, also highlights a drawback of the ambiguity-aversion
approach. Ambiguity-aversion models give us no formal criterion by which we can
judge when players — in Bade’s work, parties; in my suggested extension, voters —
view a situation as ambiguous rather than risky; this makes it hard to derive tight
predictions in most nonlaboratory settings.

The second part of the survey considers the Condorcet jury problem. The two
central results are that ambiguity aversion provides a novel motive for abstentions
in voting (Ghirardato and Katz, 2006) and that ambiguity aversion can lead to
the failure of information aggregation in large committees with identically and
independently distributed signals (Ellis, 2012). In the Condorcet jury problem one
out of two alternatives must be selected, one of them right and the other wrong.
There is a set of voters or committee members who are all interested in taking the
correct decision and who have private information regarding which alternative is
correct. This stylized setting is sometimes interpreted as a model of small committees
and sometimes as a model of large elections. Since there is common interest, the
first interpretation raises the question why the committee members do not simply
talk to each other to exchange information, rather than engage in voting without
information exchange. Thus, I will focus on the second interpretation below.

Let me begin by briefly considering the novel reason for abstentions. The central
motivation behind the original paper is that we observe abstentions even when voting
is (basically) costless, because the voters fill out different parts of the same ballot.
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This is a nice and striking observation. One drawback, however, is that the reason
why the voter decided to vote in the first place is taken as exogenous, e.g., to be civic
duty. But then could not the civic duty to vote simply differ across the various items
on the ballot? And while the model abstracts from them, much game-theoretic work
on the Condorcet jury theorem has highlighted the existence of strategic reasons for
abstentions. It would be nice to learn more about applied settings in which the author
believes that ambiguity aversion is indeed the driving force behind abstentions.

Let me now turn to the failure of information aggregation in large elections. It
is useful to reconsider the standard argument for information aggregation in large
elections. To do so, suppose that all voters get a noisy signal regarding the true state
of the world, i.e., regarding which alternative is better. Suppose furthermore that,
conditional on the true state, signals are independently and identically distributed
and that either alternative is a priori equally likely to be the correct one. Observe
that we have a common-interest game and therefore every optimal strategy profile
is a Nash equilibrium: if a social planner cannot find a deviation that increases the
common payoff, a single player cannot find one either (Crawford and Haller, 1990).
Hence, any strategy profile is a lower bound on the highest equilibrium payoffs. One
possible strategy profile is sincere voting, which gives full information aggregation
in the limit, and hence the best Nash equilibrium profile gives weakly higher payoffs,
and to do so must also lead to full information aggregation in the limit (McLennan,
1998).

To see why we can have an equilibrium in which information is not aggregated
when voters are ambiguity-averse, suppose all other voters randomize with equal
probability between the two alternatives. Then if the voter in question also ran-
domizes with equal probability between these alternatives, this gives him a known
(risky) lottery in which he chooses the correct alternative with probability 1/2. An
ambiguity-averse voter may prefer this lottery to voting for either candidate, which
— depending on the true state — may be the wrong decision. This highlights that an
uninformative equilibrium can exist.

So where does the standard argument fail? First, the existence of an uninfor-
mative Nash equilibrium does not rule out the existence of a Pareto-dominating
Nash equilibrium in which information is aggregated. But more fundamentally,
with ambiguity-averse voters it is unclear whether the aggregation of information is
preferred. Ambiguity-averse voters could prefer a 50 : 50 gamble with known odds
to an ambiguous situation. So perhaps democratic elections are good because they
do not lead to information aggregation. An interesting follow-up question is thus
whether we get information aggregation in the best —1i.e., Pareto-dominant — equilib-
rium whenever information aggregation is efficient. Furthermore, depending on the
ambiguity-aversion model, agents may be dynamically inconsistent. In that case, we
do not necessarily have a common-interest game, because once voters have received
their private signal, their preferences may diverge. For such ambiguity-aversion
models, it is unclear whether strategy profiles can even be Pareto-ranked.

Finally, from a positive perspective, it would be interesting to allow for hetero-
geneity in the ambiguity aversion of voters in the above setup. If a given share of
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the population maximizes expected utility, does this suffice for getting information
aggregation?

Summarizing, while the existing work on the role of ambiguity aversion for
elections has obtained interesting results, much room is left for future research.
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