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1. Introduction

Concerns have been raised that growing political polarization may undermine international policy coordination or even challenge
the international order more generally (Dustmann et al., 2017; Frieden, 2021). However, while it is obviously more difficult to
cooperate with people who are not committed to the established political consensus to seek common solutions to international
problems, it makes it at the same time more attractive as international cooperation can serve to avoid more extreme policies being
implemented. International agreements like NATO, the GATT and WTO, the Bretton Woods systems or the European Union have also
been created with the intention to tie countries into a binding international commitment that would constrain domestic policy space
(Eichengreen, 2019; Gardner, 1980; Ikenberry, 1992). Furthermore, by entering international agreements current domestic office-
holders can, at least to some degree, constrain future domestic policymakers’ more radical policies by forcing them to cooperate with
other, hopefully more moderate, foreign policymakers. Arrangements that mandate international agreement can, therefore, serve
to avoid domestic policy from becoming too radical from a domestic as well as from an international perspective. Thus, growing
political polarization at home, while potentially making international cooperation more difficult, should also make it more desirable.

To consider such trade-offs in more detail, we develop a model that asks how the incentive to agree on coordinated policies
with foreign policymakers depends on political polarization at the national level. The policymakers in each country distinguish
themselves through their policy targets where the ambitious type has a higher policy target and generally prefers to do “more”
rather than “less”. While the incentive to coordinate, given by policy spillovers, applies to both these policymakers, we show that
there are systematic differences concerning the incentive to coordinate. Policymakers who have more ambitious policy targets are
more likely to coordinate whereas more conservative types are less interested in coordination. The incentive to coordinate, moreover,
depends on who the respective foreign partner is.
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International cooperation is often based on case-by-case decision but it can also take a more institutionalized form in international
agreements or organizations. This not only allows to ensure the continuous internalization of spillovers but can become a mechanism
to indirectly ensure that future domestic policymakers run less extreme policy than they otherwise may do because they are forced
to cooperate with foreign partners. Motives for entering such continuous agreements also depend on the type of policymaker, and
the policymakers’ expectation which type of policymaker will be in charge at home and abroad in the future. Lastly, we also consider
the case where cooperation takes the form of current officeholders delegating policy implementation to an independent agent, such
as an international organization or bureaucracy. Incumbents, by determining the characteristics of “their” agent, can lock in certain
policies even if they leave office. We therefore distinguish two forms of cooperation: coordination of policies by governments and
delegation to an independent agent and discuss which type of cooperation will be preferred by incumbent policymakers.

One example for the possible applications of our model is the international coordination of monetary or fiscal policies, where
national policymakers may have different policy targets with respect to output or employment, and left-leaning governments pursue
more expansive policies than conservative ones. As the policy target is not only affected by national monetary or fiscal policy
but also, positively or negatively, by policy measures abroad, countries have an obvious incentive to cooperate. Cooperation and
coordination can be on a case-by-case basis, such as among the G20 countries in response to the Global Financial Crisis or take a
more institutionalized form as in the European Union, for which the Growth and Stability Pact or the NextGenerationEU fund would
be examples. By entering the European Union, policymakers can ensure that certain policy areas will continuously be coordinated
and that also potential successors in office will be bound by the principle of coordination with other foreign policymakers. They
can even go one step further and delegate policy to an independent agent such as the European Central Bank.

Environmental policy serves as a second example. Countries and individual policymakers systematically differ with their concern
for the environment as evidenced, for example, in the different positions of Nordic countries and developing nations or between
Green parties and more conservative ones. There are obvious positive or negative spillover effects of national polices to other
countries which give rise to attempts of cooperation. This cooperation may be relatively loose as in the Kyoto-protocol but countries
may also be able to agree on binding national carbon dioxide reductions as in the European Union or at one point delegate policies
to a common agency.

Our analysis helps to explain the different forms and intensities of cooperation in different areas by relating them back to political
polarization between and within countries as well as to electoral uncertainty. Not only does the degree of polarization matter but
probable election outcomes influence the choice for a particular regime of cooperation or non-cooperation as well. Whether countries
want to coordinate policies is not only driven by the strength of externalities but also by benefits or costs from having to cooperate
with a policymaker who has different policy goals. Political polarization between policymakers and electoral uncertainty about future
incumbents will, therefore, be decisive for the choice that governments make. Delegation is preferred by all policymakers if electoral
outcomes are close to random, and incentives to delegate increase with polarization. Thus, increasing political polarization increases
the importance of regime choice for policymakers and they are more likely to disagree on whether there should be cooperation and
what form it should take the more predictable election outcomes become. Policymakers with better election chances are less likely to
prefer delegation. Moreover, the type of policymaker influences the regime choice. Policymakers with more ambitious policy targets
have a higher incentive to cooperate because they place a higher value on internalizing positive spillovers; more conservative types
instead fear that cooperation leads to an overly expansive policy, in particular when having to coordinate with an ambitious foreign
policymaker. Coordination with a foreign policymaker of one’s own type is preferred by both types of policymakers but they disagree
on the desirability of cooperation depending on the combination of domestic and foreign policymakers.

We combine several aspects of the existing literature in our analysis. First, we build on the large literature on international
cooperation in general (Congleton, 2020; Dai et al., 2017; Hefeker and Neugart, 2018) and particular in areas such as environmental
policy (Barrett, 2007), fiscal and monetary policy (Frankel, 2015; Keen and Konrad, 2013; Ostry and Ghosh, 2016), or trade policy
(Grossman, 2016; Maggi, 2014). Our contribution most closely relates to a literature that builds on domestic conflicts and their
impact on cooperation (De Vries et al., 2021; Frieden, 2021; Schneider and Urpelainen, 2014). First, the reason for the break-down
of international cooperation can be that policymakers with different objectives alternate in office and thus undermine or revoke
commitments made by earlier incumbents (Blum and Potrafke, 2020; Conconi and Sahuguet, 2009; Dobson, 1991; Putnam and
Bayne, 1984). Another reason for collapse of cooperation can be that public sentiments change and that therefore earlier agreements
can no longer be maintained (Autor et al., 2020; Harms and Schwab, 2020; Rodrik, 2021). We go beyond this existing literature
by connecting election probabilities with the incentive to cooperate not only case-by-case but with entering a binding commitment
to cooperate also in the future. In particular, in our setting polarized national policymakers strategically trade off the merits of
internalizing spillovers with the payoffs of binding future governments at home and abroad by cooperation. Moreover, we compare
different forms of institutionalized cooperation including delegation, which has not been done before in this context. Hence, we also
tie in with the literature on delegation where governments have to consider the relative benefits of either deciding themselves or
delegating to an independent agent, such as courts or central banks (Alesina and Tabellini, 2007; Eggertsson and Le Borgne, 2010;
Maskin and Tirole, 2004; Schultz, 1999). In our contribution, the possibility to constrain the policy space of successors plays a crucial
role in the decision of countries to cooperate, and in the decision of countries to delegate rather than to coordinate policies. While
the “tying the hands” of one’s successor argument is a standard political economy argument (Drazen, 2000; Persson and Svensson,
1989), delegation to international bodies is usually not connected to domestic political polarization as we do here.

The rest of the paper is organized as follows: Section 2 introduces the model, and Section 3 analyzes the policy choices for the
case of no cooperation and coordination. Section 4 explores the incentives to coordinate, and Section 5 analyzes the choices between
committing to coordinate policies and non-cooperation, and delegation and coordination of policies. Section 6 concludes.
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2. The model

We consider a model of two countries with two policymakers each. National policymakers have different policy targets and
targets may also differ across countries, such as the output level, the employment level, the preferred rate of inflation, or carbon
dioxide emissions, which can be influenced by the policymaker using a costly policy instrument. In the case of an expansionary fiscal
policy, this policy might have to be financed by a distortionary tax. In the example of curbing carbon dioxide emissions policymakers
may face political costs when enforcing policies such as more strict emission standards for industry or households. Both examples
of policymaking come with externalities. Due to the openness of the economies part of the policy impact on aggregate demand or
carbon dioxide emissions becomes effective in the foreign country as well. The implemented policies will be determined by the
incumbent policymaker and thus depend on who is in office.

The timing is as follows: At stage 1 incumbents (chosen by nature) decide on the policy regime. They can decide to coordinate
their policies or not with the foreign incumbent in particular policy areas on a case-by-case base. This form of cooperation is not
binding and can be revoked by future office holders. Alternatively, incumbents can decide to enter a binding agreement on future
coordination with their foreign counterpart. By assumption, this agreement is binding and forces all future domestic and foreign
governments to coordinate their policies. The incumbent’s type in the future period is uncertain and depends on exogenous election
probabilities. Finally, we also analyze the case where current incumbents delegate policy setting to an agency whose characteristics
they can choose. Delegation is binding as well and subjects future policymakers to the policies of the agency. At stage 2, elections in
both countries take place and policymakers are chosen. At stage 3, policies are determined depending on the chosen regime (which,
by assumption, cannot be renegotiated), and at stage 4 policy outcomes are realized. The model is solved by backward induction.
Mathematical details of our results can be found in the Online-Appendix.

Domestic policymakers are indexed k = R, L (and k* = R*, L* for foreign policymakers, respectively). Their preferences are
defined over the gap between policy target y, and realized policy y,, as well as the use of the policy instrument x,. Without loss of
generality, we assume j; > jp, which also applies to the foreign country. Domestic policy measures have impact ax; on the policy
output, and the costs of using the policy instrument are quadratic in x, with weight « > 0. Policy measures abroad xj, impact
domestic policy output with factor b (for an extensive discussion, see Aidt et al., 2021). To simplify the discussion, we consider only
the case where foreign policies have a positive impact on the domestic policy output and where the impact of domestic policy is
stronger than that of foreign policy: a > b > 0.! The costs of setting policy are identical for all policymakers as are parameters a and
b.

Losses for the domestic incumbent, therefore, are

Vi = — W) +ax; (€]
with policy output
Vi = ax; + bx;*. (@)
For the foreign policymaker, we have losses
Vi =0 — Fp)® +axp? (3)
with
yi* = ax; + bxy. 4)

We refer to the difference j; -y as domestic political polarization, and to the difference ], —¥%. as foreign political polarization.
Differences between domestic and foreign policymakers of the same type j, — j;, are referred to as international polarization.

Given this structure, the next sections consider different situations of non-cooperative and cooperative policy setting in the
presence of a positive policy externality. Section 4 analyzes the one-off decision to coordinate or not and can thus also be interpreted
as the decision to renege on simple forms of cooperation that have been agreed to by earlier incumbents. In Section 5, however, we
assume that the cooperation decision is binding as well for future government and takes an institutionalized form.

3. Policy choices

We first derive the non-cooperative policies and then consider policies under cooperation. For both regimes, there are four

possible combinations of equilibrium policies for domestic and foreign policymakers: (x,x7,), (X1, X}.), (Xg, X} .), and (xg, Xp.)-

1 Most of our qualitative results are unaffected by this assumption; we mention below where this is not the case. Details can be found in the mathematical
Online-Appendix.
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3.1. Non-cooperative policies

Minimizing losses of the domestic policymaker (1) subject to (2) yields the reaction function of policymaker k facing foreign
policymaker k* as

ay; — abxl’i*

G))

X =
a?+a

where domestic and foreign policies are strategic substitutes. The non-cooperative policies (indexed N) follow from the respective
reaction functions. The equilibrium non-cooperative policy kak* for the case that domestic policymaker of type k = R, L interacts
with foreign policymaker k* = R*, L* is
5 (a2 — 2hF
W ayi(a®+a)—a byk*. ©)
Kk (a® + a)? — (ab)?
Due to the positive policy spillover, equilibrium policies are increasing in the policymakers’ own policy target and declining in
that of its respective foreign opponent. Given our assumption about the policy targets of particular policymakers, it is clear that
policymaker L will run a more expansive policy than policymaker R.

3.2. Coordination

If policymakers coordinate, we assume they jointly determine policy. Coordination (indexed C) takes the form of minimizing a

joint loss function, in which each country has the same weight
Q= 1 17 1 V5
= E x+ E i )
c 2

where the choice is about setting a common policy x},,.
Minimizing (7) with respect to common policy xkck* yields a coordinated policy of

c (a+b)(F + 7.
Xy = ———————————,
kk 2((a + b)? + a)
for all possible combinations of k = R, L and k* = R*, L*.
The purpose of cooperation is to internalize the spillovers of policies and since spillovers are positive, one may expect a more
ambitious policy. However, as policymakers at home and abroad have different policy targets, it may be that in some cases
coordinated policies are less ambitious than national policies. A comparison between uncoordinated (6) and coordinated policies
(8) yields
c N ab(Fy + ¥y.) a(F — F)
Xk ™ Xk T 575 > Y T
2(a* + a+ab)((a+b)* +a) 2(a*+ a—ab)

®

(9)

where the first part captures the influence of the spillover and the second part the change in policy due to having to coordinate
with a policymaker with a different policy target. While the first term is always positive because of the internalization of positive
spillovers, the second term depends on the relative policy targets of the two policymakers. Coordination will always lead to an
increase in policy if policymakers of the same type (L,L* or R, R*) coordinate. This may not be the case if different types of
policymakers coordinate. Given that the denominator of the first part is larger than that of the second, the second part is likely
to dominate the first as the difference in policy targets increases (for a mean preserving spread). Coordinated policy at home is
unambiguously larger if the foreign policymaker has a more ambitious output target but likely to decline if she has a lower target.
Thus, coordination is likely to imply a more active policy for policymaker R but a less active one for L.

4. Polarization and the incentive to coordinate

One form of coordination can be thought of as a case-by-case decision whether to coordinate policies. Since such a form of
cooperation is not binding, it may also be that future policymakers do not feel bound to honor the agreement. An example would
be the decision of one US government to sign the Paris Climate Agreement, which a later government left, only to be reentered by
yet a new government. While this is usually attributed to a change in the preferences of the incumbent government at home, we
argue that it may also be driven by a change in the type of foreign policymakers. Whether ad-hoc coordination will be preferred by
the policymakers over non-cooperative policy can be established by comparing the losses for the two regimes. We, first, consider
non-cooperation and turn to the evaluation of the regime with coordination afterwards. Comparison of the losses under the two
regimes will show how the incentives to coordinate policies change with polarization and under what circumstance policymakers
will continue to coordinate in a cooperation that has been entered by their domestic opponents.

2 We concentrate on the case where both countries have identical weight. This is the most interesting case because it heightens the trade-off between the
benefits of internalizing spillovers and the costs of having to compromise on policy targets. Obviously, the costs of cooperation disappear for policymakers with
weight one and increase for those with weight zero.
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4.1. Losses under non-cooperation and coordination

Losses arising from non-cooperation and coordination will depend on which types of policymakers are setting policies in the two
countries. Furthermore, we distinguish evaluating losses from the perspective of a policymaker who is currently in power and the
perspective of a policymaker who is not in power.

We begin with the case where the incumbent policymaker evaluates losses when interacting with the foreign policymaker
non-cooperatively. Losses follow from using (6) in (2) and (1) as

N
VN k*) = a(a® + a)(x"T"*)z, (10)

where the incumbent policymaker can either be of type L or R and interact with a foreign policymaker of type L* or R*. Note that
policymaker L will always have higher losses than policymaker R for given policymaker k* abroad, because the more ambitious
policy target can never be fully reached, given positive costs of policy setting (« > 0). There are no losses if policy is costless.
For the situation that the policymaker evaluating losses is not in power, losses of policymaker L are
N N 7 2 N 2
Vi (R k )=(lXT + (YL =R+ alxp.), an

whereas for policymaker R, because y; > jyz, they are

N
X
VR (LK) = (a5 = (7 = Fp)) + a(x )’ (12)

Note that the difference in losses between (11) and (12) will be positive as long as the effect of a country’s own policy on outcome
is sufficiently larger than the positive spillover (see Online-Appendix for the exact expression), implying that L suffers more from
being ruled by its opponent than R. This is because losses are quadratic in the difference between policy outcome and target, and
thus more ambitious targets imply larger losses.

Similar to the case of non-cooperation, we can derive losses for policymaker k in the case of coordination. Inserting the respective
coordinated policies given by (8) into the loss function (1) of policymaker k and using (2) yields

Xy
a+b
for k = R, L and k* = R*, L*. Note the additional cost term whenever y, # yjc Coordination yields additional losses that arise from
the fact that policy is coordinated with someone who has a potentially different policy target.

When L evaluates losses under a domestic policymaker of type R we get

VEU k) = @2 4 25 = 5P + ), as3)

1 _ - 1 _ —
VERK*) = (a%bxgk* + 50 = TR+ L = 7)) + b, (14)
whereas for policymaker R losses under a domestic policymaker of type L are

c w_ o X C | P Lo 2 c 2
Ve (L k )_(a_+be<* - 5(” —VR) - E(yk* — VR +a(xy )" (15)

Clearly, the losses from coordination are now twofold since losses arise in the differences that policymaker k has with respect to the
foreign policymaker k* and the domestic policymaker who sets policy. Losses, hence, depend on domestic polarization (between L
and R) as well as on international polarization (between k and k*).

4.2. Polarization and coordination

Having established the losses under the two regimes of non-cooperation and coordination of policies, we now consider the
incentives of domestic policymakers to coordinate given diverging policy targets. We simplify by assuming that policymakers of
the same type in both countries have identical policy targets, so that y, = ¥, but y; # yz. Given the symmetry of the economic
structures this implies that domestic and foreign policymakers of the same type will always make the same decision.

The most simple case is the possibility that policymaker k has to decide whether to coordinate with policymaker k* of his own
type abroad. Comparing (10) and (13) yields

VN (k, k*) = VE(k, k) >0, (16)

which holds for both policymakers k = R, L as long as «,b > 0. The incentive to coordinate is grounded in the aim to internalize
spillovers and thus gains from coordination are increasing in the strength of the spillover 5. Moreover, there is no incentive to
coordinate in case « = 0, because domestic policy can always be adjusted to foreign policy at no cost. Given our assumption that
policymakers agree on the policy target, there is no loss from coordination but only the gain from internalizing the spillover.

The next possibility is that policymaker k at home considers coordination with policymaker —k* abroad, where —k* denotes that
abroad the opposite type of policymaker is in power. Coordination will be preferred by policymaker L whereas it may turn negative
for policymaker R if polarization is large. This is because coordination is per se less attractive from the point of view of policymaker
R since her policy target is lower and she would have to coordinate with someone more ambitious than herself. The difference turns
unambiguously negative for both policymakers when setting b = 0, so that the benefits from internalization disappear.
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Next, we consider the cases of policymakers who are not in power and are confronted with a coordinated policy for which their
domestic opponent has to coordinate with a policymaker of their “own” type abroad. For a low parameter «a on the costs of policies,
R actually wants L to coordinate with R* (Vlg" (L, R*) — VRC (L, R*) > 0), whereas L fears that coordination of R with L* leads L*
to lower its policy. Hence, this constellation may imply additional losses for L and therefore it might actually be that L prefers
non-cooperation between R and L* over coordination (VLN (R, L*) — VLC (R, L*) < 0).

Lastly, coordination will reduce losses for policymaker L with respect to non-cooperation if policymakers of type R coordinate,
whereas for policymaker R the sign is negative unless « dominates other parameters. Policymaker R may thus prefer non-cooperation
in case that policymakers L, L* coordinate policies because more ambitious policy targets are reinforced by the internalization of
spillovers and thus policy becomes too expansive from her point of view.?

We summarize our results in the following proposition:

Proposition 1.

1. Both policymakers prefer coordination if spillovers are present and they can coordinate with their own type.

2. Having to coordinate with the opposite type abroad increases the costs of cooperation and if spillovers are small, neither policymaker
will favor coordination. If spillovers are large, coordination is still preferable for policymaker L but may be rejected by R.

3. Evaluating policy when the domestic opponent coordinates with one’s own type abroad, R actually wants L to cooperate with R* for
low a, whereas L fears that cooperation of R with L* leads L* to lower its policy.

4. Policymaker L would like to see policymakers R, R* coordinate whereas policymaker R prefers non-cooperation of L, L* for low a.

5. All results are reinforced by increasing political polarization.

Proof. See Online-Appendix. []

Thus, policymakers will prefer coordination if they coordinate with their own type abroad. Coordination becomes less desirable
if spillovers are small and policy has to be coordinated with someone with diverging policy goals. Policymaker L will prefer
coordination between different types of policymakers because internalization leads to more active policy but is disliked by
policymaker R for the same reason. We conclude that more ambitious policymakers are more likely to favor coordination whereas
less ambitious ones are more likely to reject it or terminate an agreement that requires coordination. Political polarization reinforces
these results.

5. The choice of policy regime

An alternative regime is one where current governments not only agree to case-by-case coordination but commit to future
cooperation. By entering the European Union, countries forgo sovereignty and commit to coordinate with other members,
independent of who will be in office in the future. EU policies do change over time, but in general it can be expected that all
future national governments will coordinate policies. Thus, with a commitment to future cooperation, internalization of spillovers
can be ensured on a lasting basis. The decision to enter such an agreement is usually taken before policymakers know who exactly
will coordinate future policies and it may well be that oneself would have to cooperate with foreign policymakers whose preferences
are different from one’s own. As our case-by-case comparisons demonstrated, some constellations may actually not be beneficial for
cooperation and thus individual policymakers today have to ask themselves whether they should enter such an agreement if in
the future they may actually prefer not to have to coordinate policies. Hence, the incentive to enter such a commitment to future
cooperation should depend on the degree of political polarization at home and between countries as well as election probabilities
of policymakers.

5.1. Commitment to coordination

To evaluate the choice of possible regimes, we assume that policymakers have to make the decision to cooperate or not before
knowing whether they will set coordinated policy or their domestic opponent, and whether their country will have to agree with
policymaker L* or R* abroad. Thus policymakers have to take their own election probability as well as the possible election outcomes
abroad into account. We denote with = and z* the election probabilities of policymakers L and L*, respectively, which we take as
given. The assumption is that voters do not base their votes on whether governments decide to cooperate or not. Thus, the decision
to cooperate is made in the first period (before elections) and policies are set in the second period.

We begin by defining the gains from coordination over non-cooperation as Gy (k, k*) = VkN (k, k*)— ch(k, k*). Then, the expected
gains from coordination for policymaker k = R, L are

EG (xN..x5.) = n2*G (L, L*) + (1 — )G (L, R*)

+ (1= m7*G(R, L*) + (1 = m)(1 — 7)G,(R, R®). a7

3 This result would change for negative spillovers because internalization of spillovers would imply less active policy and thus partly compensate the impact
of a more ambitious policy target abroad. See the Online-Appendix for details.
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The expected gains from coordination weigh the gains or losses from all possible combinations of policymakers, depending on
election results, with their respective election probabilities. As we have shown, there are countervailing effects arising from polarized
policy targets on the incentives to coordinate policies depending on the combination of policymakers, and these countervailing
effects on the losses from four possible different government constellations have to be weighted with the country specific election
probabilities of the respective policymakers. For specific cases, we can make predictions on whether a regime of coordination will
be established. When it is certain that in both countries right policymakers will be in power in the future (= = z* = 0), a regime
of coordination will be preferred by both types of policymakers. For the right policymakers, this allows internalizing the positive
spillovers without having to fear that she is forced into a regime where she has to suffer from expansive policies imposed by left
policymakers. For the left policymaker, a regime of coordination is preferred because under coordination right policymakers will
implement policies that are closer to the more expansive policy target of the left policymaker.

As the other cases depend on the policymaker under consideration, we simulate the incentives for coordination for some specific
parameter constellations and policymaker type. We normalize the policy target such that we can interpret y, as deviations from a
standardized policy level of zero (in percentage points). In a non-polarized world, policymakers’ policy targets are the same, which
we assume to be 5% above target (0.05). Furthermore, we abstract from international political polarization and set y; = y;, and
VR = Tge-

In Fig. 1, left panel, we plot the difference in losses for policymaker L over her election probability, assuming = = z*. We do
this for no spillovers (b = 0, solid line) and for positive spillovers (b = 0.5, dashed line). In this plot, policy targets differ by 3.5
percentage points (y; — yg = 0.035). Other parameters are a = 1 and a = 1. Taking the situation where there is no spillover as a
benchmark to isolate the political incentive to cooperate, policymaker L is indifferent between non-cooperation and coordinating
policies if it is either certain that types L will coordinate in the future (x = z* = 1) or types R ((1-x) = (1-z*) = 1) will coordinate in
the future. For election probabilities 0 < = < 1, the losses from non-cooperation exceed the losses from coordinating policies so that
coordinating policies becomes more valuable for intermediate levels of election probabilities. The reason is that there is a chance
that policymaker R will have to cooperate with L* which is preferred over non-cooperation because it ensures more ambitious
policy than non-cooperation. As can be expected, a positive spillover (b = 0.5) increases the payoffs from coordination irrespective
of the election probability.

In the right panel of Fig. 1, we plot the difference in losses for policymaker R over election probabilities, again assuming = = z*.
For no spillovers, policymaker R wants to coordinate policies if 0 < = < 1 and is indifferent for = = 1 and = = 0. This observation
follows the same logic as for the case of policymaker L. With spillovers (b > 0) higher election probabilities for policymaker L (and
L*) make it less attractive to policymaker R to coordinate and will eventually make her prefer not to coordinate. Non-coordinated
policies are preferred in this case since the internalization of spillovers would induce an additional increase in policies.

In Fig. 2, we plot curves for which policymaker R is indifferent between entering a binding cooperation agreement for the future
or not (EG R(xliv *’ka*) =0), as a function of the polarization of policy targets, which varies between zero and y; —yz = 0.05, and
the election probability of policymaker L. This is done for two levels of spillovers (b = 0.2, solid line; b = 0.5, dashed line). Other
parameters are a = 1 and « = 1. Areas to the left of the solid/dashed line constitute parameter constellations for which policymaker R
wants coordination, and areas to the right of the solid/dashed line constitute parameter constellations for which policymaker R does
not want to coordinate. For intermediate levels of election probability = of policymaker L, policymaker R wants to coordinate when
polarization is low and when it is high, but not for intermediate levels of polarization. The logic for this is that for intermediate levels
of x all future government constellations are more or less equally likely. As long as polarization is low, coordination internalizes
the positive spillover with hardly any costs arising from having to coordinate with the “wrong” policymaker. For high levels of
polarization, coordination is also attractive because it constrains the opponent in office. While it internalizes the spillover, which
leads to more active policy, it also constrains the hands of policymakers with high policy targets. These two cases outweigh the
negative consequences from coordination if policymakers L come into power in both countries. As spillovers become more important,
policymaker R becomes more inclined to coordinating policies, as long as there is not too much polarization. More coordination
allows internalizing the spillover and the costs of having to deal with a policymaker of the opposite type are relatively low, as
policy targets are fairly aligned. This is different for polarized policy targets. Now, more spillovers aggravate diverging views on
policy targets. Consequently coordination becomes less attractive, or will only be considered by policymaker R if she can more
likely expect policymakers of her own type to be in office in the future.

We observe that adding electoral probabilities makes the relationship between polarization and incentives to coordinate policies
nonlinear. While our analytical and numerical results suggest that the policymaker with a high policy target is always in favor
of coordination, the policymaker with a low policy target is not. For her, the incentive to coordinate future policies is a function
of how likely it is that policymakers of the other type are in charge in the future, and how large polarization is. A low election
probability of the type L makes it interesting for policymaker R to commit to coordination. For high electoral uncertainty, however,
our simulation suggests that a cooperative regime will only emerge for low and high levels of polarization but be refused by the
right policymaker otherwise.

5.2. Delegation or coordination?

An alternative form of institutional cooperation is the delegation of policy to a common agent as it has been done for some
policy areas in the European Union such as trade policy, competition policy, or monetary policy. The possibility to determine policy
under delegation is much more restricted than if policy making is left in the hands of the respective policymaker. From the view
of an individual policymaker such delegation has the benefit that it takes away policy making power from domestic and foreign
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Fig. 1. Difference in expected losses for policymakers L and R (domestic polarization). Notes: Figure shows difference of expected losses between no cooperation
and coordination for policymaker L (left panel) and policymaker R (right panel) over the election probability () of party L. Solid line refers to case with no
spillover (b =0) and dashed line refers to case with spillover (b = 0.5). Other parameters: a =1, a =1, 3, — ¥ = 0.035.

T

Fig. 2. Incentives to coordinate for policymaker R (domestic polarization). Notes: Figure shows areas of coordination and no cooperation for policymaker R,
over polarization (y, —yg) and the election probability (z) of policymaker L. Solid/dashed line refer to the case of indifference between coordination and
no coordination. Areas to the left of the solid/dashed line constitute parameter combinations for which party R wants to coordinate. Solid line refers to case
with lower spillover (b = 0.2) and dashed line refers to case with higher spillover (b = 0.5). Other parameters are: a = 1, a = 1; y; — y, varies between zero
(&, =¥ =0.05) and 0.05 (3 = 0.025 and ¥, = 0.075).

policymakers in the longer run. Thus non-beneficial coordinated policies, should the “wrong” policymakers come into power in the
future, can be avoided. Being able to choose such an agent and imposing an objective on that agent allows to lock in policy for the
long run — again assuming that the delegation cannot be reneged on.

We assume for this case that current policymakers impose an objective function on the agent in the form of

VP =(y= 3P + a(xP)?, (18)

where x? is the policy set under delegation and 7 is the target imposed on the agent. Policy output in both countries will be same
under a common delegated policy because of the symmetric structure of the economies, and be given as y = y, = y;, = (a+ b)xP.
From the first order condition of this problem, the agent’s policy follows as

p_ (a+by?

T (a+bR+a (19)

In case that policymakers k and k* delegate and impose their preferences on the agent, the target should be pfk* = %(y‘k + Vi)
However, once the preferences of the agent have been set, policy can no longer respond to changes of incumbent policymakers.
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Therefore, the losses under this regime from the point of view of policymaker k = L, R are
D
ff‘b + (G — TR+ axPL ) (20)
which obviously varies depending on which types of policymakers delegate policy.

We take the decision to coordinate policies as given when evaluating the question whether expected losses of delegation
are lower than those under coordination of governments in office. We define the gains from delegation over coordination as
GP(k,k*) = V€ (k, k*) = V;P(k, k*), where V,C (k. k*) depends on which policymakers are in office and coordinate their policies. In
contrast, VkD (k, k*) depends on which policymakers appointed the agent that sets policy and is invariant to election outcomes. As
before, we simplify by assuming that election probabilities are identical in both countries and thus = = z*.

We define the difference in losses between coordination and delegation for the case that policymakers k and k* decide on
delegation as

X
VP, k) = (a
a

EGP(k, k") = P (VEW, L*) = VP (k, k") + 22(1 — m)(V,E (R, L*) = V,P(k, k*))
+ (1= 2 (VER, R*) = VP ke, k")), (21)

where VkD(k, k*) are the respective losses under delegation, for a policymaker k, associated with the policy set by an agent that
has been appointed by policymakers k and k*. The differences are weighted with the election probabilities of the policymakers at
home and abroad to take into account that, alternatively to delegation, a commitment to coordination of policies may result in four
different constellations of policymakers L and R at home and abroad coordinating policies.

Given the symmetry of the two economies, VkC(L,R*) = VkC(R, L*), the cases where opposite types coordinate are equal.
Furthermore policymakers are indifferent between coordination among themselves and an agent they delegate policy to. It is thus
clear that EG}_)(L, L*) = 0 whenever = = 1 and likewise EGlg(R, R*) = 0 whenever = = 0. Policymakers are clearly worse off,
however, if they have to coordinate with their foreign opponents and thus prefer delegation over the probability this situation
arises. Policymakers L, L* will prefer delegation over coordination whenever = < 1 and policymakers R, R* will do so whenever
x> 0. If, however, policymaker of different types consider delegation, the choice is less clear.

From the perspective of policymaker L, we have EGP(R,L) = n2(VE(L, L) - VP(R, L)) + (1 - z)>(VE (R, R) - VP (R, L)), which
becomes
(a+ b)?

_la+b) 5 2
(a+b)2+a( 77 +3(1 = m)°). (22)

1, _ -
EGP(R, L) = 7(7, = 7p)*
Policymaker L will thus prefer delegation over coordination if polarization is high and if her election probability is low. There is
an upper limit 7 on her election probability for which policymaker L’s preferred form of cooperation is delegation.

Expected gains from delegation over coordination are different for policymaker R because her preferred regime has the opposite
probability to that of policymaker L. From R’s perspective EG2(R, L) = z>(VE (L, L) - VP (R, L)) + (1 - m)*(VS (R, R) - VP (R, L)),
which becomes

(a+ b)?
(a+b?+a
Policymaker R will thus prefer delegation if polarization is high and her election probability is low. There is a lower limit = above
which policymaker R’s preferred form of cooperation is delegation.

Comparing (22) and (23) gives

EGR(R, L) = %(V'L - yr) Gr* =1 —o). (23)

(a+ b)?

EGP(R,L)- EG2(R, L) = (j; — jp) ————
L( ) R( )= —Vr) @+b’+a

(1-27) 24
and therefore we have:

Proposition 2.

1. Policymakers of the same type (L, L* and R, R*) will always prefer delegation over coordination if their election probability is smaller
than one.

2. For intermediate values of election probability (z < = < 7) both policymakers prefer delegation over coordination of policies if they
delegate with their opponents abroad.

3. Policymaker L has a higher gain from delegation than policymaker R if = < % and vice versa. The difference in gains is increasing
in polarization and vanishes if polarization disappears and if election chances are equal.

Proof. See Online-Appendix. []

Policymakers will always prefer delegation if they delegate with a policymaker of their own type since this allows them to lock in
their preferred policy targets. For intermediate election probabilities they even prefer to delegate jointly with their foreign opponents
because this precludes the possibility that their domestic and foreign opponents can jointly determine policies after elections. The
gains from delegation are larger the smaller is the individual election probability of the respective policymaker and the higher is
polarization. We thus conclude that electoral uncertainty and increasing political polarization are likely to lead to more delegation
as the preferred form of policy cooperation.
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6. Conclusion

In this paper, we look at the interaction between increasing domestic political polarization and international cooperation. While it
may appear that increasing polarization between domestic and foreign policymakers makes international cooperation more difficult
to achieve and sustain, we show that polarization among domestic policymakers can actually be a strong incentive for committing to
international cooperation. We demonstrate, in contrast to first intuition, that domestic political polarization does not always lower
the incentives to coordinate policies. This is because coordination does not only allow for the internalization of externalities but is
also constrains the hand of future governments if there is a binding commitment to future coordination. We also analyze delegation to
a third party as an alternative to policy coordination among incumbent policymakers. By selecting the type of agent to which policy
making is delegated, incumbents can ensure that their preferred policy will be implemented even if they are no longer in office. The
cost, of course, is that they also give up the possibility to set future policies themselves. Whether delegation trumps coordination and
whether coordination trumps non-coordination depends on which governments will be in power at home and abroad in the future.
Political polarization between policymakers and electoral uncertainty about future incumbents will be decisive for the choice that
governments in power face. We show that delegation is preferred by all policymakers if electoral outcomes are close to random and
that the incentives to delegate increase with polarization. Thus, increasing political polarization increases the importance of regime
choice for policymakers and they are more likely to disagree on whether there should be cooperation and what form it should take
the more predictable election outcomes become. Policymakers with better election chances are less likely to prefer delegation.

We also show that the type of policymaker influences the regime choice. Policymakers with more ambitious policy targets have
a higher incentive to cooperate because they place a higher value on internalizing positive spillovers; more conservative types
instead fear that cooperation leads to an overly expansive policy, in particular when having to coordinate with an ambitious foreign
policymaker. Coordination with a foreign policymaker of one’s own type is preferred by both types of policymakers but they disagree
on the desirability of cooperation depending on the combination of domestic and foreign policymakers.

The results that we derive thus help to explain why “right” and “left” policymakers often take a different position concerning
the desirability of international policy coordination and what form it should take. They also explain how and when increasing
polarization at home undermines international cooperation (see De Vries et al., 2021). This interaction between the type of
policymaker, the polarization of policy targets and electoral outcomes is a novel aspect that deserves further empirical and theoretical
work. Further work should look at the feedback from international cooperation on election chances of polarized policymakers,
which we have taken as given. While it is often argued that increasing inequality has undermined the electorate’s appetite for more
integration (Harms and Schwab, 2020), the aspect that more cooperation can constrain massive policy shifts at home has not been
taken sufficiently into account. Another interesting aspect would be to look more closely at delegation decisions and the exact
choice of whom to delegate to. Finally, more empirical effort should be devoted to the connection between policymakers’ targets
and international cooperation. Are “left” leaning policymakers more willing to cooperate than more conservative types?
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