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Resistance to Reform: Status Quo Bias in the Presence of
Individual-Specific Uncertainty

By RAQUEL FERNANDEZ AND DANI RODRIK *

Why do governments so often fail to adopt policies which economists consider to
be efficiency-enhancing? Our answer to this question relies on uncertainty
regarding the distribution of gains and losses from reform. We show that there is
a bias towards the status quo (and hence against efficiency-enhancing reforms)
whenever some of the individual gainers and losers from reform cannot be
identified beforehand. There are reforms which, once adopted, will receive
adequate political support but would have failed to carry the day ex ante. The
argument does not rely on risk aversion, irrationality, or hysteresis due to sunk

costs. (JEL D72, F13)

Why do governments so often fail to adopt
policies that economists consider to be ef-
ficiency-enhancing? This is one of the fun-
damental questions of political economy.
The answer usually relies on what may be
called a “nonneutrality” in the way that the
gains and losses from the reform are dis-
tributed within society: the gainers from the
status quo are taken to be politically
“strong” and the losers to be politically
“weak,” thereby preventing the adoption of
reform. (Nondistorting transfers would of
course short-circuit this problem, but they
are usually ruled out as unavailable.) In
pressure-group models, this nonneutrality
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typically expresses itself in the form of dif-
ferential organizational ability: for example,
the gains from the status quo may be con-
centrated on a small number of individuals
while the losses are diffuse, such that free
riding hampers the lobbying efforts of the
second group to a much greater extent.! In
voting models, the nonneutrality operates
through distributional consequences across
individuals, so that the median voter may
prefer the status quo to a reform that would
increase aggregate real income.?

We propose a different source of nonneu-
trality in this paper, one that relies on un-
certainty regarding the distribution of gains
and losses from reform. What we will show,
specifically, is that there is a bias toward the
status quo (and hence against efficiency-
enhancing reforms) whenever (some of) the
individual gainers and losers from reform
cannot be identified beforehand.? There are

1See Rodrik (1986) for another example.

2We thank Jagdish Bhagwati for suggesting the for-
mulation of our problem in terms of a “nonneutrality.”

3Anne O. Krueger (1989) coins the phrase “identity
bias” to describe a somewhat related problem, one that
arises from the possibility that the precise knowledge
of the losers’ identities evokes a more sympathetic
response from the general population toward their
plight than if their identities were unknown. This is a
psychological Schellingesque distinction between statis-
tical and individual-specific information which differs
from ours (see Thomas C. Schelling, 1984 Ch. 5). See
also William Samuelson and Richard Zeckhauser (1988)
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reforms which, once adopted, will receive
adequate political support but would have
failed to carry the day ex ante. Significantly,
the result holds even if individuals are risk-
neutral, forward-looking, and rational and
in the absence of aggregate uncertainty re-
garding the consequences of reform. More-
over, the conclusion does not rely on hys-
teresis due to sunk costs.

While the logic is general, we will use
trade liberalization as an example to moti-
vate our approach and the specific model.
Trade reform is a particularly interesting
example because there is possibly no area in
which there is greater consensus among
economists.* Despite the well-known gains
from trade, however, trade liberalization is
politically one of the most contentious ac-
tions that a government can take. Histori-
cally, significant liberalizations have almost
always been associated with changes in po-
litical regime or else have been undertaken
at a point of economic crisis. There is by
now a large literature on the political econ-
omy of trade policy.’

A striking paradox, particularly in devel-
oping countries, is that while trade reform
typically turns out to be a boon to large
segments of the private sector, these same
groups are rarely enthusiastic about reform
early on. This is a pattern observed in Tai-
wan and South Korea (early 1960’s), Chile
(1970’s), and Turkey (1980’s), the leading
cases of trade liberalization in the develop-
ing world. In all three cases, reform was
imposed by authoritarian regimes and
against the wishes of business, even though

for a broad discussion of the sources of status quo bias
at the level of individual decision-making, and Timur
Kuran (1988) for a review and critique of the related
literature.

Even when the strictly economic case for free trade
fails, economists are generally quick to embrace it for
the same practical reason that Churchill embraced
democracy, namely as the lesser evil among possible
alternatives. See, for example, Paul Krugman (1987).

3See Robert E. Baldwin (1985 Ch. 1) and Bhagwati
(1988) and the references therein. On median-voter
models of trade policy, see in particular Wolfgang
Mayer (1984) and Mayer and Raymond Riezman
(1987).
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business emerged as the staunchest de-
fender of outward orientation once the poli-
cies were in place.’ Existing models of trade
reform cannot account for such apparently
inconsistent behavior. However, the
anomaly is consistent with the results of our
model. In each of these cases, there existed
considerable uncertainty regarding the
identity of the eventual beneficiaries (and
losers) from the reform. As with any large-
scale price reform, it was difficult to predict
ex ante precisely which sectors and which
entrepreneurs would be the winners. In such
a setting, the nonneutrality identified in this
paper comes into play in full force: when
individuals do not know how they will fare
under a reform, aggregate support for re-
form can be lower than what it would have
been under complete information, even
when individuals are risk-neutral and there
is no aggregate uncertainty. Moreover, the
role of uncertainty in determining the out-
comes is not symmetric, since reforms that
are initially rejected will continue to be so
in the future while reforms that are initially
accepted may find themselves reversed over
time.

In Section I, we provide a simple, dia-
grammatic exposition which shows the logic
of the argument in as transparent a manner
as possible. In Sections II and III, we de-
velop a model which embeds the results
within standard trade theory and demon-
strates that the results can obtain within a
general-equilibrium framework. We con-
clude the paper in Section IV.

1. The Argument

The maintained assumption in this paper
is that a policy reform is more likely to be
adopted the larger is the number of individ-
uals in favor of it. For concreteness, it is
convenient to use the language of majority
voting (although our argument will also hold
for some other social-choice mechanisms).

Figure 1A shows schematically an econ-
omy in which individuals are aligned uni-

SFor more detail on these cases, see our working
paper (Fernandez and Rodrik, 1990).



1148 THE AMERICAN ECONOMIC REVIEW

A Maojority is better off with reform ex post:
0.2
gains
)
) 04 06 1
I losses
-0.2
But majority votes against reform ex ante:
0.2
gains
M
O  expected losses 0.6 1
-0.067
B. Majority is worse-off with reform ex post:
0.3
gains
M D
) losses 07 09 A
-0.067 *
But majority votes for reform ex ante:
0.3

expected gains

0015, AN M °
° 09 1

FiGURE 1. GaINs AND LosseEs FROM REFORM

formly on a continuum between 0 and 1,
as represented by the horizontal axis. The
midpoint of the axis is indicated by “M.”
We assume that the economy has two pro-
ductive sectors, sectors W (for winners) and
L (for losers). D represents the demarcation
point between the status quo allocation of
individuals in the two sectors: individuals in
sector L are located to the left of D, and
individuals in sector W are to the right of
D. As drawn, a majority of the individuals
are in the L sector prior to reform.

Now consider a reform that, if adopted,
would increase the return to W-sector indi-
viduals, lower the return to L-sector individ-
uals, and draw individuals from the second
sector to the first. The top panel of Figure
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1A shows the distributional outcome, with
the two boxes representing the gains and
losses accruing to individuals on different
segments of the continuum. The magnitudes
of gains and losses are indicated by the
numbers corresponding to each box. All in-
dividuals already in the W sector naturally
gain, but there are also some gainers among
individuals who were previously employed
in the other sector. Since the reform is
taken to enhance efficiency, the gainers’ box
is larger in area than the losers’ box (the net
gain is 0.04). Notice that, as the figure is
drawn, gainers constitute a majority. In the
presence of complete certainty, the reform
in question would therefore be adopted: the
potential winners in the L sector would join
W-sector individuals to pass the reform.
Now suppose that the individuals in the L
sector do not know who among them will be
winners and who will be losers and that
ex ante they consider it equally likely that
any single one of them will be a winner. All
that they know is the aggregate number (or
the proportion) of winners. Will there still
be a majority in favor of reform? Note that
uncertainty renders all L-sector individuals
identical ex ante. To know which way to
vote, they will compute the expected benefit
from reform. The expected benefit equals
the weighted average of the gains and losses,
with the weights equaling the probability of
each outcome occurring. The lower panel of
Figure 1A shows that the expected benefit
is negative (—0.067 per L-sector individual).
Since the L sector represents a majority of
the economy at the outset, the proposed
reform would not be adopted. The losses to
the many are pulling down the gains to the
few, leaving an expected loss for all but the
individuals already in the W sector. Note
that the reform is not adopted even though
(i) individuals are risk-neutral, (ii) a major-
ity would vote for the reform ex post, and
(iii) both (i) and (ii) are common knowledge.
This example establishes that the pres-
ence of individual-specific uncertainty can
distort aggregate preferences. However, it
does not establish that there will necessarily
be a bias against reform. One can also con-
struct examples in which this type of uncer-
tainty leads to the adoption of a reform that
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turns out to be unpopular ex post.” Figure
1B shows such an example. The top panel
once again displays the actual outcomes un-
der reform, with only a minority benefiting
this time. Under certainty, therefore, this
reform would not command majority sup-
port. However, when L-sector individuals
are all equally uncertain about how they will
fare under reform, the outcome could be
different. When there is uncertainty, the
expected benefit could be positive for all.
This is shown in the lower panel of Figure
1B. The expected gain per L-sector individ-
ual can be calculated to be 0.015 in this
case: [(0.3x0.2)+(—0.067 X 0.7)] x(0.9)~ 1.

There is an important asymmetry be-
tween the two cases, however. In the second
case (in which a reform is passed and turns
out to be unpopular), information is re-
vealed as to how individuals actually fare
under the reform. Therefore, if there is ever
a second vote or a chance to reconsider, the
reform may be repealed. In the other case
(in which reform is not passed), no new
information is revealed, since the status quo
is maintained. This asymmetry between the
two cases leads to a status quo bias.

This may appear to be a contrived exam-
ple with many loose threads. For example,
what keeps returns in the two sectors from
being equalized in equilibrium, and is that
necessary to the argument? What is the
source of uncertainty regarding the identi-
ties of gainers and losers? As we will show
in the next section, it is possible to general-
ize the example and to place it in the con-
text of a simple general-equilibrium model.

II. The Model

Consider a two-sector perfectly competi-
tive economy in which each sector produces
a distinct good, X or Y, using one factor of
production, labor (L), and with constant-
returns-to-scale technology. There is no
harm in thinking of X and Y as aggregates

7Bhagwati (1981), for example, argues that elites in
developing countries may sometimes support policy
reforms which end up hurting them due to the policy-
maker’s occasional inability to establish the distribu-
tional impact of a reform.
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made up of individual commodities. Work-
ers (or individuals) in each sector can by the
same logic be interpreted as producing dif-
ferent products. Thus,

X=L,/a,

Y=L,/a,
and

L.+L,=L

where a;>0, j=x,y.

Labor cannot relocate between sectors
costlessly. The cost to an individual’s reloca-
tion is modeled as having two components:
0, a known general investment cost incurred
prior to switching sectors, and c;, an indi-
vidual-specific cost element incurred only
upon actually switching sectors. The value
of the second component, however, is un-
known to the individual and is revealed only
if the general investment cost is incurred.
Only the distribution of c;, f(c), is known.®
The interpretation behind this formulation
is that workers have different abilities and
productivities and, therefore, that their
“net” wages in another sector will differ.
Workers cannot know what their true abili-
ties are before sinking the cost 8, which can
also be thought of as investment in sector-
specific human capital.” Alternatively, en-
trepreneurs may not have the information
necessary to be able to determine precisely
what their firm’s cost structure would be in
the new industry. Only after obtaining this
information at cost 6 is their cost structure
revealed. This is a plausible way of captur-
ing the uncertainty that is likely to surround
each individual’s prospects under reform.

Workers must therefore make two deci-
sions: (i) whether to undertake the general
investment cost and, if the first is decided

8For simplicity of exposition, we are assuming that
the relocation cost is independent of the sector from
which the individual is relocating.

9However, individuals who desire to switch sectors
are not free to do so without incurring both costs (i.e.,
were they to do so, it is assumed that their marginal
product would be zero).
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affirmatively, then (ii) whether to switch sec-
tors and thereby incur the cost c;. To find
the optimal choice, we start with the second
decision. A worker who has invested 6 will
choose to switch from industry y to industry
x if the difference between wages in the two
industries is larger than her c;. Thus, for
any wage difference, there exists a level of
¢, ¢, such that all workers with ¢; <¢ will
switch to industry x. Therefore, let

(1) E=W,—W,

where w; is the equilibrium wage in sector j
that results from the reform.

Ex ante, workers are identical and atom-
istic. Consequently, a worker in sector Y
will decide to incur the general investment
cost if her expected net benefit from doing
so is nonnegative, that is, if

(2) F(9)

#e = [(Fleyede[ F(&)]

+[1-F(&)]w, - 0=,

where ¢ > 0 is the infimum over the values
taken by c; and F(c) is the cumulative
distribution function. The left-hand side
represents expected income when 6 is in-
curred, while the right-hand side is the (cer-
tain) level of income in the absence of the
investment. Rearranging terms, we obtain

(3) [~ W] F(&)— [F(c)edc—020.

In order to illustrate our argument most
clearly, we consider a country that is small
in world markets, so relative prices within
each aggregate are fixed by world price ra-
tios. Let this country initially have a tariff of
a magnitude such that

P’=a,/a,

where P=p,/p, is the (tariff-inclusive)
relative price of good X in terms of good Y.
We normalize the domestic price of the
imported good, good Y, to equal 1. Thus,
decreases in the value of the tariff have the
effect of increasing the relative price of good
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X. Labor’s initial distribution between sec-
tors, L9 and L9, is given by history. Perfect
competition in the labor market ensures
that

(4) w;=D;/a;

Therefore, given the initial tariff level, w? =
w;,]. Note that w, is invariant with respect to
P and equal to 1/a,.

Let us analyze the behavior of this econ-
omy with respect to changes in the tariff
rate commencing at P°. As the tariff rate
falls, w, — w, increases, but initially no indi-
vidual will choose to undertake the general
investment cost. Simultaneously, the value
of ¢ increases, as d¢/dP =dw,/dP =
1/a,. Note that the left-hand side (LHS) of
(3) is increasing with P (i.e., d(LHS)/dP =
F(&)/a,>0). Therefore, at a sufficiently
high relative price, P*, all y-sector individ-
uals are indifferent between incurring the
investment cost and not. Those individuals
who choose to undertake the general invest-
ment cost and have a ¢; <c* will move to
sector x (where c* is the ¢ associated with
P*).19 Any further increases in the relative
price have all y-sector individuals strictly
preferring to incur the general investment
cost and, as ¢ and the relative wage of
sector x increase monotonically with P, fur-
ther labor reallocation (see Fig. 2).

We wish to show that there exist circum-
stances in which trade reform (in the man-
ner of a tariff decrease) would be voted in
under complete certainty as to the ex post
identity of individuals but would be rejected
under uncertainty, despite the fact that in-
dividuals are risk-neutral. Consider, there-
fore, an initiative to change prices in this
economy from P° to P* by reducing the
tariff level accordingly. Since P* is the price
ratio at which all individuals are exactly
indifferent between undertaking the invest-

i=x,y.

0This zero—one behavior with respect to undertak-
ing the general investment cost is a product of the
linearity of technology. A decreasing marginal product
of labor, as in the Ricardo-Viner model, would exhibit
a continuously increasing proportion of individuals will-
ing to incur the general investment cost as a function
of relative prices.
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FIGURE 2. ALLOCATION OF LABOR BETWEEN
SECTORS As A FUNCTION OF RELATIVE PRICES

ment cost and not, c*
¢ such that

eF (&)= [*f(c)ede =0 =0.

is exactly that level of

If asked to vote on whether to undertake
this reform, all individuals in sector y would
vote against this proposal. To see this, note
that the purchasing power of the wage
earned by an individual who remains in
sector y is unchanged in terms of good Y
and is strictly lower in terms of good X.
Given that at P* y-sector individuals are
indifferent between undertaking the invest-
ment cost (under the assumption that the
reform will go through) and not investing
and remaining in sector y under the new
price system, these individuals’ expected real
income from the reform must be lower than
that resulting from remaining with the sta-
tus quo. Therefore, if L9 > LY, this mea-
sure would be rejected by majority vote.

If, on the other hand, individuals knew
ex ante what their identities would be under
the new regime (i.e., if each individual knew
her ¢,) and were then asked if they would
be willing to pay 6 +¢; in order to switch
sectors, there may now be some y-sector
individuals who would be willing to do so
and, accordingly, willing to vote in favor of
the reform.!' That is, it is easy to show that,

'we have confined our attention to a positive anal-
ysis of status quo bias. While the reforms that we
consider are efficiency-enhancing, they are not Pareto-
efficient, given the assumed absence of lump-sum
transfers.
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in general, there exist c; such that

v(P*,wf—0-c)> U(Po,wyo)
where v(-) is the individual’s indirect utility
function.!?

In order to provide a clear example, we
further specify some characteristics of this
economy: we assume that individuals’ pref-

erences are identical, risk-neutral, and given
by

V(P,1)=v(P)I=—

where I is the individual’s income level and
1>y >0. The function f(c) is assumed to
be distributed uniformly on the interval
[0,¢], so f(c)=1/¢, and thus, 5—(206)05

Note first that w¥ —P*/a =wy+¢=
w)+é=(1/a)+¢é and thcrefore P* =
P0 +¢a,. Thus we must show that there
exist c; such that

p(P*)[w +E—0—c;)]>v(P)w).
That is, we must show
(P*) [w +é—0 —c]>(P°)

Noting that P* / P° can be written as 1+ ¢a,
yields

1/a,+(26¢) g,

1

> (1/a,)[1+a,(208) "]

which can be satisfied for many parameter
values (e.g., a,=0=1,c=2,y=05)."

12Throughout this discussion, in order to further
simplify exposition, we assume that tariff revenue is
distributed solely among those workers originally- lo-
cated in sector x.

Note that if y =1 (i.e., individuals only consume
good X), then the above inequality can never be
satisfied, since the wage increase in sector x would
leave individuals with the same real wage as prior to
the reform, and moreover, the individual would have
paid the general and individual-specific investment cost.
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III. Dynamic Considerations

The model discussed above establishes
that certain reforms that would have been
popular ex post may not muster support
ex ante. So far, it does not establish a bias
toward protection, however. As mentioned
in Section I, it is possible to come up with
instances in which reform is embraced ini-
tially, only to prove unpopular once the
identities of winners and losers are re-
vealed. In a static setting, the logic of uncer-
tainty works symmetrically, making both
cases “equally” likely.

There is good reason to suspect, however,
that in practice there will exist an asymme-
try in favor of the status quo (protection).
The asymmetry arises from the fact that
new information is revealed in the case in
which a reform is initially embraced and
instituted, while no such thing happens when
the reform is rejected from the outset.
Therefore, if given a second chance, the
electorate may reverse a reform that has
been “mistakenly” embraced. Moreover,
when considering a set of reforms that may
possess a short life span due to the fact that
it will be overturned in the future, rational
forward-looking individuals may vote against
reforms that initially appear to benefit them.
By contrast, if an electorate initially chooses
to reject a reform, the electorate will not
change its vote. Since no new information is
revealed in the latter case, an electorate
that has refused reform once will continue
to do so no matter how many times it is
given an opportunity to reconsider.!* Thus,
there is an important asymmetry between
the time consistency of the status quo and
the time consistency of certain reforms.

We will now show (i) that reforms, even if
instituted with majority support, may be
short-lived and (ii) that there is a tendency
toward inertia (toward the maintenance of
the status quo) in these economies. To in-
troduce dynamic considerations into the
framework, we turn to a two-period version
of the model. Individuals are able to vote at

“This statement is subject to a caveat, as will be
made clear in the exposition of the argument.
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FiGure 3. PossiBLE OutcoMEs WHEN
InpiviDUALS VOTE IN EACH OF Two PERIODS

the beginning of each period on whether to
institute (or continue with) the reform dur-
ing that period. A decision not to continue
with a reform that was previously instituted
is taken to imply a return to the original
relative prices. In each period, after voting,
individuals decide whether or not to incur
the investment cost 8 (paid up front in its
entirety) and, as before, whether or not to
switch sectors and incur the individual-
specific cost. They then earn the corre-
sponding wage in that period. The possible
outcomes are exhibited in Figure 3.

There are four possibilities: (i) reform is
first instituted and then reversed because it
proves unpopular; (i) reform is instituted
and sustained because it proves popular;
(iii) reform is always opposed; and (iv) re-
form is first rejected and then accepted.
While (i)-(iii) are possible equilibrium out-
comes, (iv) is not if, in this two-period model,
the second period is not lengthier than the,
first.

The problem posed by the existence of a
period significantly lengthier than any other
is that the possibility of strategic voting is
introduced. In our two-period example this
would entail all individuals voting against
the reform in the first period and in favor of
the reform in the second since, foreseeing
that once uncertainty is resolved a majority
will overturn the reform [case (i)}, individu-
als prefer to reject the reform in the first
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round in order to institute it in the second
round, thereby preserving the reform for a
greater length of time. In the more plausi-
ble case of periods of equal length, strategic
voting of this sort will never occur. Case (iv)
will never be an equilibrium, since if voters
reject the reform no information is revealed
and, consequently, there is no incentive to
accept the reform the following period.
Since the existence of periods of uneven
length is rather artificial, we henceforth rule
it out, eliminating (iv) as a possible equilib-
rium outcome. Apart from this restriction,
nothing qualitative in our results depends
on the number of time periods or on the
finiteness of individuals’ horizons. Note,
therefore, the bias toward the status quo:
reforms that are initially rejected continue
to be so, whereas some reforms that were
previously accepted cannot be sustained.
To make the preceding discussion a bit
more concrete, consider the same example
as in the previous section, with identical
parameters and with the same set of initial
conditions. Suppose that the effect of the
reform under consideration is to change
relative prices from P° to P'> P* > PO, P’
is such that sector-y (and, of course, then
also sector-x) individuals would be willing to
vote in favor of this reform if they thought
that, once instituted, the reform would be
permanent. Thus, P’ must satisfy

(5) v (P {wict+5)= 01F @)

—/cf(c)dc+[ f(1+8)—6][1— F(c)]}
> v(POYwl(1+8)

where w; is the equilibrium wage in sector j
associated with P’. The terms in the braces
constitute the expected income from the
reform for an individual initially in sector y,
and the expression on the right-hand side of
the inequality is a sector-y individual’s sta-
tus quo utility. Note that the wage earnings
of an individual are now multiplied by 1+ 6,
which is the appropriate discounting of
wages earned over two periods (0 <8 <1 is
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the individual’s discount factor).”> Letting
P’ be such that ¢ < ¢, expression (5) can be
rewritten as

v(P’)[c’(1+ 8)F(¢)
—ffcf(c)dc +wy(1+6)—6
0

> v(PO)wl(1+8)
and ¢ can be expressed as

!
. a,P—a,
C=——"7—
a,a,

Recalling that w, =w)=a,;' and perform-

ing the appropriate substitutions yields

. P —a, ]
((05+6)[a . a,] —B)ay(1+8)~1

[a,a,]C

P Y
(3] -
The above condition ensures that all y-sec-
tor individuals would vote in favor of a
permanent trade reform that changes rel-
ative prices from P° to P’, since their
ex ante expected utility from this reform is
greater than the level of utility enjoyed un-
der the status quo. If, however, F(¢)LS +
L% <[1- F(&)ILI, then, since the individu-
als who have remamed in sector y now
enjoy a lower real wage than before, in the
second period the majority of the popula-
tion will vote against the reform and in
favor of a return to the status quo.'®
It should be noted that, although it may
appear that reform would always be sup-

1As expressed in (5), ¢, is only incurred in the first
period. We could have considered c; to be incurred in
each period without altering any of our conclusions.
A necessary condition for this phenomenon to
occur is ¢ < /2.
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ported for a sufficiently large P, this is
misleading. The size of the reform is con-
strained by the initial level of trade restric-
tions.

Will individuals still vote for the reform
in period 1, knowing that there will be a
return to the status quo following the sec-
ond vote? Forward-looking individuals will
realize that the first-period vote now pre-
sents a choice between the status quo and
temporary reform. They will vote for the
latter only if

(6) v(P’)[w;F(é)— [[ef(e)de
f w1 F(5)] —e]

> v(P%)w).

Notice that second-period wages are equal
across sectors (given a return to the status
quo).'” Therefore, y-sector workers will vote
for reform only if the expected first-period
benefits exceed the costs. Since this condi-
tion is more restrictive than that of equation
(5), as the differential between w, and w
now accrues for one period only, there will
be cases in which a reform will be rejected
even though it would have been embraced
had it been perceived as permanent. Indi-
viduals will sometimes find it unprofitable to
incur the investment costs for a transitory
reform and, hence, will vote against the
reform from the outset. However, the lower
is 8 (i.e., the more the future is discounted
or the greater the interval between votes),
the more likely it is that a reform that is
accepted when permanent will still be ac-
cepted when temporary.

IV. Concluding Remarks

Our framework has a number of interest-
ing features. First, it shows how uncertainty
regarding the identities of gainers and losers

This allows us to bypass the question of whether
sector-x individuals who have relocated in sector y
must incur any costs if they wish to return to sector x.
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can prevent an efficiency-enhancing reform
from being adopted, even in cases in which
reform would prove quite popular after the
fact. As the extended version of the model
shows, there is a bias towards the status
quo. Second, the model suggests that an
appropriately large reform will be needed to
get individuals to respond in the desired
manner.'® This is a conclusion shared with
some other positive models of reform in
which either hysteresis or asymmetric infor-
mation plays a role (see Rodrik, 1989a,b).
Third, our model helps explain an apparent
puzzle: in countries like Korea, Chile, and
Turkey, radical trade reforms introduced by
autocratic regimes have not collapsed (and
indeed have turned out to be popular), even
though they had little support prior to re-
form. Our framework makes clear why
ex ante hostility to reform and ex post sup-
port are quite consistent with each other.

It should be clear that our argument does
not rest on the assumption of a democratic
voting mechanism. One could also, for ex-
ample, obtain the same qualitative results if
decisions were made according to the pref-
erences of a median interest group. What is
crucial to our results is that there be no
mechanism that costlessly translates the in-
tensity with which individuals favor a pro-
posed reform into outcomes (e.g., friction-
less lobbying). Such a mechanism would, of
course, implement all reforms that increase
efficiency.

The question may arise as to whether
feasible transfer schemes exist to institute
otherwise unpopular trade reforms by popu-
lar support. In most models, the answer
would be trivially “yes.” Here, there is an
important consideration that constrains the
use of such “bribing” mechanisms. Any such
transfer scheme may be time-inconsistent,
providing incentives to the ex post majority
to renege on the agreement. Of course,
such questions can be settled only by exam-
ining the equilibria of particular “bribing”
games.

BHowever, this is no longer true if individuals are
risk-averse; a large reform would magnify the uncer-
tainty and could solidify the preference for the status
quo on account of the greater risk.
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It should also be obvious that, while we
have selected trade reform as an example,
the logic applies to any reform that creates
a distribution of gains and losses whose
incidence is partially uncertain. Since this is
a characteristic of any important policy
change one can think of—whether it be
macroeconomic stabilization in developing
countries, welfare reform in advanced in-
dustrial countries, or transition to a market
economy in socialist countries—the general
principle established here with respect to
the obstinacy of the status quo has wide
relevance.

An interesting extension which we do not
explore in this paper would be to endoge-
nize the set of reforms that are politically
feasible and to allow individuals to choose
not only between a specific reform and the
status quo, but also among alternative re-
forms. A model with greater institutional
structure would be needed to determine
how these reforms are initially selected.
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