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Regulation Cycles:
A Behavioral Political Economy Approach

Hideaki Murase

Abstract

This paper offers a new political economy model to analyze the making of regulatory
policies. The model differs from the conventional political economy models in the following
two points: (1) voters overestimate the effects of regulatory policies when they suffered
large economic losses in the recent past; (2) voters only recognize the direct effects of
regulatory policies in avoiding economic losses, but neglect the indirect effects such as
adverse incentive effects of regulatory policies on regulated agents. This paper shows that,
under this bounded rationality of voters, the intensity of regulatory policies adopted by a
democratic government can perpetually rise and fall. This result may provide a new possible
explanation to the observed drastic variation of regulatory policies across times within a

country and across countries with similar economic fundamentals.
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