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Abstract 

Why do both left and right political parties typically propose progressive income 

taxation schemes in political competition? Analysis of this problem has been hindered by 

the two-dimensionality of the issue space. To give parties a choice over a domain which 

contains both progressive and regressive income tax policies requires an issue space that 

is at least two-dimensional. Nash equilibrium in pure strategies of the standard two-party 

game, whose players have complete preferences over a two-dimensional policy space, 

generically fails to exist. 

I introduce a new equilibrium concept for political games, based on the fact of 

factional conflict within parties. Each party is supposed to consist of reformists, militants, 

and opportunists: each faction has a complete preference order on policy space, but 

together they can only agree on a partial order. Nash equilibria of the two-party game, 

where the policy space consists of all quadratic income tax functions, and each party is 

represented by its partial order, exist, and it is shown that, in such equilibria, both parties 

propose progressive income taxation. 
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1. Introduction 

Why do both left and right parties tend to propose progressive income tax policies in 

democratic political competition? Some authors (e.g., Young [1994]) have used arguments of 

fairness, but such arguments are surely not in the spirit of political economy, in which players (in 

this case, parties) are primarily assumed to be self-interested. Marhuenda and Ortuño (1995) note 

that the “the literature ... is still very inconclusive on the connection between progressive taxation 

and voting.” Snyder and Kramer (1988) analyze the problem, and reach the right conclusion, but 

only under an unjustifiably strong constraint, namely, that parties may propose only tax functions 

that are ideal for some voter. Cukierman and Meltzer (1991) study the question when a Condorcet 

winner exists among quadratic income tax schemes, when voters have preferences over income 

and leisure, but succeed in demonstrating such existence only under unreasonable conditions’. 

Moreover, it is only in a ‘Downsian’ framework that players propose the Condorcet winner, if 

there is one, in equilibrium. 

Most formal political analysts of party competition, until recently, have assumed that both 

parties are Downsian -- that their objective is to maximize the probability of winning office. On the 

other hand, a long tradition, dating from Michels [1915] to Lipset [1959] to Przeworski and 

Sprague [1986] takes it as given that parties represent, perhaps imperfectly, different constituencies 

among the population, such as economic classes. There has, in the past fifteen years, been a 

growing formal literature on competition between partisan parties (ones that have policy 

preferences) -- see. e.g., Wittman [1983], Calvert [1985], Alesina and Rosenthal [1995], and 

Roemer [1997]. But almost all of that analysis has assumed that the issue space is uni-dimensional 

(e.g., voting on a proportional income tax, or an affine tax scheme for which the budget balances). 

To study why parties adopt progressive income tax rules requires an issue space which is at least 

 

1
 I do not wish to imply that the analysis which follows dominates that of Cukierman and Meltzer, 

for they work with a class of ut ilit y functions which include leisure as an argument, while I do 

not. 
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two dimensional, that is, one in which both progressive and regressive income tax policies can be 

represented. 

In this study, I assume that parties represent, imperfectly, different constituencies, or 

economic classes. Society’s problem is to choose an income tax regime. Since I wish to study 

when that regime will be progressive, I work with the family of quadratic income taxes, where 

after-tax income of an individual takes the form aw
2
+bw+c, where w is the individual’s income. 

Using a balanced budget constraint, and assuming that taxes are purely redistributive, we may 

view the domain of policies as two dimensional, deriving c as a function of a and b, and hence 

regard a tax policy as an ordered pair (a,b). I shall assume there are two parties, and each must 

propose a policy, consisting of a tax policy (a,b), in the political contest. 

The problem immediately encountered when working with this set-up is that, except for 

singular cases, a Nash equilibrium (in pure strategies) does not exist in the political game between 

parties--because the strategy sets are two-dimensional. This is, indeed, the source of the 

‘inconclusiveness’ referred to by Marhuenda and Ortuño above. There are two standard moves the 

analyst can make when confronted with the non-existence of Nash equilibrium in pure strategies -- 

first, to allow mixed strategies, or second, to change the game into a stage game, and use some 

variant of perfect equilibrium (e.g., Stackelberg or Rubinstein). But, in the case of competing 

political parties, I find neither of these moves appealing. I do not think we can easily interpret 

political parties as playing mixed strategies. And the stage-game model is appropriate only when 

there is a clear first mover. Some, including myself, have attempted to argue that a political contest 

takes place between a challenger and an incumbent, and either the challenger (Roemer [1996]) or 

the incumbent (Bernhardt and Ingberman [1985]) is the natural leader. These arguments, 

however, are inconclusive. When there is no compelling argument for one player’s moving first, it 

is more appropriate to model the contest as one with simultaneous moves. 

The heart of the present paper consists in a new equilibrium concept in such political 

games. In a word, I shall retain the notion of Nash equilibrium in a  simultaneous-move  game 

between  the  players  (parties),  but  replace  their  preferences  with  incomplete  preferences,  with 
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converges to the triangle OUV and the indifference curves of individuals become arbitrarily close to 

being straight lines. We then use the results established above to get the limit result.) Is there a 

stronger result, saying that both parties will propose progressive policies for δ not close to zero? I 

expect not. If the labor supply elasticity of the high-wage agents is sufficiently large, it does not 

seem to me that progressive policies would necessarily be advocated by either party. 

Department of Economics, University of California, Davis CA 95616, U.S.A.; 

jeroemer@ucdavis. edu; http://polar, ucdavis.edu/~roemer 
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