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5 Partisan Politicians

In the previous two chapters, we have assumed that political candidates are motivated by
the exogenous rents of public office and by the endogenous rents they may be able to
extract by holding office. We have seen that, notwithstanding these motivations, the forces
of political competition can still drive the candidates toward a policy that is beneficial
for broad segments of the electorate. But an important tradition in the existing literature
assumes that policy outcomes directly motivate political candidates or parties. This chapter
uses again the basic public finance model of chapter 3 to illustrate different possible ways
of modeling policy choice and the size of government with such partisan politicians.

In the next section, we show that, under the assumptions of full commitment ahead of the
elections and voters caring only about the economic policies, the equilibrium continues to
coincide with the median-voter optimum. Thus in this limiting case, the political candidates’
true motivation is irrelevant, and all the results discussed in section 3.3 continue to hold.

Once we enter into postelection politics, however, by our dropping the commitment
assumption, the candidates’ ideological preferences drive the equilibrium. In section 5.2,
we take the candidates’ ideological position as fixed and assume that policy is set once the
elected candidate is in office. Now the median voter continues to determine the election
outcome. But equilibrium policy is at the winning candidate’s bliss point, and the two
candidates choose divergent policies if they have different partisan preferences.

This naturally leads to the following question: from where do these candidate preferences
derive? We address this question in section 5.3, summarizing the main insights of the so-
called “citizen-candidate” model. In that model different citizens simultaneously choose
whether to run for office, trading off the cost of the electoral race against the benefit of
implementing their desired policy if elected. Several equilibria turn out to exist, some with
policy divergence, some in which the median voter runs uncontested.

Finally, in section 5.4, we consider a richer model of policy formation in which several
politicians with different partisan preferences share office and bargain over policy. The
model thus picks up the ideas about agenda setting and legislative bargaining introduced
in chapter 2. It highlights different prospective determinants of equilibrium policy, such as
the nature of the status quo policy or the strength of the power to propose.

5.1 Policy Convergence

Consider our basic model of public finance, in which income is continuously distributed in
the population. Since rents are not central to the analysis, we restrict endogenous as well
as exogenous rents to zero, r = R = 0, throughout the chapter. Thus the candidates’ only
motivation to win the election is to implement their desired policy. Selfish motivations could
be added, but these would not yield additional or surprising insights beyond those already
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discussed in previous chapters. Moreover, since the relative cost of public goods does not
play any role, we again set θ = 1 throughout the chapter to simplify the notation. Thus the
government budget constraint is once more given by

τ y = g.

A simple way to represent the behavior of candidates directly motivated by the policy
outcome is to associate each candidate with the policy preferences of a voter with a specific
income level yi , namely W i (g). The candidate then becomes a “citizen-candidate,” to use
the recent language introduced by Besley and Coate (1997).

We start by assuming two exogenously given political candidates, P = L , R. Candidate
P’s income level is y P , and we assume yL< ym< y R . Because the model naturally orders
voters along a left-to-right scale, we may loosely interpret the two candidates as representing
two political parties with different ideological positions, one left-wing and one right-wing,
hence the notation.

In this section, we assume the following timing: (1) Each candidate announces a policy
platform gP . (2) Elections are held. (3) The winning candidate’s platform is implemented.
Thus the model coincides with the model of section 3.3, except for the candidates’ objectives.
In particular, binding commitments to policy are feasible. Wittman (1977) and Calvert
(1985) first presented the ideas behind this model.

Because voters are in the same situation as in the model with office-motivated candidates,
their optimal voting behavior is exactly the same. Adapting the earlier notation, we can thus
reproduce (3.6) as

pL =

⎧
⎪⎨

⎪⎩

0 if W m(gL) < W m(gR)

1
2 if W m(gL) = W m(gR)

1 if W m(gL) > W m(gR).

(5.1)

When setting policy, candidate L sets gL to maximize his expected utility:

E[W L(g)] = pL W L(gL) + (1 − pL)W L(gR), (5.2)

given candidate R’s platform gR . Candidate R solves a symmetric problem.
Both “centrifugal” and “centripetal” political forces influence the candidates’ policy

choices here. Consider the incentives of the left-wing candidate, given a policy announce-
ment gR< gm by the right-wing candidate. On the one hand, he can raise the utility—
conditional on winning—by increasing gL toward his own bliss point

gL ≡ H−1
g

(
yL

y

)
:
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this is the centrifugal force. On the other hand, he can increase his chances of winning by
decreasing gL toward the median voter’s preferred policy: this is the centripetal force. As
is evident from (5.1) and (5.2), given gR < gm, the optimal strategy for L is to decrease gL

just enough from his bliss point to raise pL to unity but not any further. Because the same
forces operate on candidate R, however, the only possible equilibrium point is that both
candidates announce the median voter’s preferred policy:

gL = gm = gR .

Thus, the centripetal forces dominate, and we get full policy convergence, exactly as in the
model of section 3.3 with office-seeking candidates and as in the model of section 4.1 with
rent-seeking candidates.

Clearly, this strong result follows, since the voters care only about the candidates’ policy
announcements. One way to get policy divergence in equilibrium is to introduce a second
dimension, making the candidates imperfect substitutes, as in the probabilistic voting model
we have studied in sections 3.4 and 4.2. Because candidates lose voters at a finite rate
when moving in the direction of their bliss points, the centrifugal political force manifests
itself in equilibrium. Problem 1 of this chapter deals formally with this case. The result
is analogous to the results in chapter 4, in which the probabilistic voting model permitted
positive equilibrium rents, whereas the median-voter model did not. Probabilistic voting
models with partisan candidates appear later in the book, for instance, in our discussion in
chapter 14 about the politics of public debt.

But the fundamental reason why voters care only about candidates’ policy announce-
ments is our assumption that the candidates can make binding commitments to their electoral
platforms. The next section relaxes this assumption, introducing a model of postelection
politics with partisan politicians.

5.2 Policy Divergence

Fragility arises in the equilibrium discussed in the last section because the winning can-
didate sets a policy, after the election, that is off his bliss point—and potentially far
off, if the distance gP− gm is large. The problem is analogous to the tension arising in
chapter 4, when a rent-seeking candidate had promised not to divert any rents from the
voters. It is therefore natural to study the model with outcome-motivated candidates under
the alternative assumption that binding commitments are not feasible. As in section 4.3,
we could appeal to difficulties in verifying and enforcing contingent policies to give some
underpinnings to the no-commitment assumption. But we shall not pursue that here. In any
event, the model without commitment is essentially that suggested by Alesina (1988) in
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an article where he also criticized the political science literature with outcome-motivated
candidates.

Consider the same setting as in section 5.1, except that the candidates now have discretion
to alter their preelectoral announcements at stage (3) of the game. This has far-reaching
consequences. Suppose candidate L has won the election. At that point, he has an incentive
to set a policy gL that maximizes his objective function (5.2), given that pL= 1. The solution
is obvious: candidate L just implements his bliss point, setting

gL = gL ≡ H−1
g

(
yL

y

)
.

If candidate R wins, he acts in the same way. After the election, only the centrifugal political
force is left to operate.

Clearly, no other announcements than the bliss points of candidates L and R have any
credibility at stage (1). By the monotonicity of voters’ policy preferences in yi , the median
voter is still pivotal. Therefore, the candidate whose bliss point appeals most to the median
voter wins the election at stage (2). Thus candidate L wins if

W m(gL) > W m(gR),

whereas candidate R wins if the inequality goes the other way.
It is easy to see why this kind of model has become popular. An equilibrium, as simple as it

is, reflects the interplay between the policy preferences of the electorate and the candidates.
The model thus becomes a tool for meaningfully introducing partisan policy preferences into
the analysis. It allows us to interpret shifts in power as reflecting shifting positions either
of candidates/parties or of the electorate. In the context of the above model, right-wing
and left-wing governments can hold office. The positive implication is thus that the size
of government systematically correlates with its identity: right-wing governments choose
lower spending and taxes than do left-wing governments. The pioneering study by Cameron
(1978) as well as the more recent work by Blais, Blake, and Dion (1993) found cross-country
evidence in line with this prediction. But the partisan effect is relatively small. Moreover,
as the latter paper describes, other cross-country studies have failed to find a partisan effect
on spending or taxes.

We will use simple partisan models of this sort at some points in the book, particularly in
the discussion about the politics of monetary policy in chapter 16, but also when discussing
public debt issue (chapter 13) and economic growth (chapter 14). Yet some questions appear
immediately. One concerns the normative implications. Because candidates and pivotal
voters have concave utility over g, they all have long-run preferences for a stable policy in
the middle rather than a policy that shifts back and forth as governments change. In a setting
with repeated elections, parties could coordinate on a self-enforcing cooperative equilibrium
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with middle-ground policies, or voters could enforce such an equilibrium by requiring
middle-ground policies as a condition for reelecting a particular policymaker. Models with
these features can be developed, as indeed, Alesina (1988) and Dixit, Grossman, and Gul
(1999) in particular have done.

Another question concerns our assumption that the set of candidates is exogenous. A
plausible conjecture is that if the candidates were endogenous, the centripetal political
forces would tend to pull candidate identities and equilibrium policies toward the middle
of the political spectrum. The next section speaks to precisely this issue.

5.3 Endogenous Candidates

If we take the notion of citizen-candidates seriously, we can render the set of electoral
candidates endogenous in a natural way simply by introducing an entry stage in the policy
game studied in the previous section at which any citizen can enter the electoral race if
the benefits of entry exceed the costs. Recent work by Besley and Coate (1997) and by
Osborne and Slivinsky (1996) takes just this approach to representative democracy. This
section illustrates that approach in the context of our simple policy example.

Consider the following timing. (1) Any citizen, of any income type, in the population
can enter as a political candidate at a (consumption) cost of ε. (2) An election is held
among those candidates running. Each citizen chooses the candidate for whom to vote by
maximizing his expected utility, given how every other citizen votes. The candidate who
gets a plurality of the vote wins, with any ties resolved by the toss of a coin. (3) The elected
candidate selects a policy gP ; if nobody runs, a default policy g is implemented.

From the discussion in the last section, we know how to characterize the outcome at
stages (2) and (3). As there is no policy commitment, an elected citizen with income y P

simply sets policy so as to maximize his utility, which gives stage (3) outcome

gP ≡ H−1
g

(
y P

y

)
.

Voters at stage (2) realize that this will take place. Their monotonic preferences over policy
thus induce monotonic preferences over candidates. In one- or two-candidate elections, the
candidate who appeals most to the median voter is thus the winner. If there are more than
two candidates, the median voter may no longer be pivotal, as citizens are assumed to vote
strategically—they condition their own vote on the voting by others—in line with Besley
and Coate (1997).1

1. Osborne and Slivinsky (1996), in contrast, assume that citizens vote sincerely.
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A prospective candidate foresees this outcome when deciding whether to enter at stage (1).
He enters the race only if running gives a higher expected utility, net of entry costs, than
not running, given other citizens’ entry decisions.

This model has more than one equilibrium, and we start by describing the simplest of
these equilibria. Suppose a median candidate m with income ym were to win the election.
We know he would choose to set policy gm . As that policy is a Condorcet winner, the
median candidate would beat any other individual with different income (and thus a different
preferred policy) in a pairwise vote. If m has decided to run, no other income type would
ever find it worthwhile to incur the entry cost involved in inducing a two-candidate election.
As the other type would be sure to lose without affecting the policy outcome, the only
possible result would be for him to lose the cost of running. Furthermore, since there are no
benefits from holding office per se, no second candidate with income ym has an incentive
to run, as he too would only incur the entry cost without influencing policy. Whenever m
runs in equilibrium, he must thus run as an uncontested candidate (or in an election with
more than two candidates). The condition for an equilibrium to exist where only the median
voter is a candidate is

W m(gm) − W m(g) ≥ ε. (5.3)

The utility gain to m from choosing his preferred policy rather than the default policy
must outweigh the entry cost, a condition that is obviously fulfilled if the default policy
g is far enough away from gm or if the running cost is small enough. Problem 2 of this
chapter includes an alternative example of a citizen-candidate model and a treatment of
its equilibria. As illustrated in that problem, there are other one-candidate equilibria with
candidates close to the median running uncontested.

This equilibrium thus confirms the conjecture at the end of last section. Centripetal
political forces may pull an endogenous candidate toward the middle. Indeed, the predicted
policy outcome coincides with the standard median-voter equilibrium.

Candidates do occasionally run uncontested in majoritarian electoral systems. In con-
gressional and gubernatorial elections in southern U.S. states, for example, Democratic
candidates have sometimes run uncontested, but such examples are certainly not very com-
mon. The model also allows for equilibria with two candidates: R and L , say. In such
equilibria a candidate with income y R must find it worthwhile to run, given that another
candidate with income yL is running, and vice versa. This requires that the possible influ-
ence on policy outweighs the entry cost, as in the single-candidate equilibrium above. It
also requires that each candidate stand some chance of winning. In our model, in which
the voters’ preferences for candidates are monotonic, this means that voters with median
income must be indifferent between R and L . In this event, the two candidates have the
same chance of winning.
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The discussion suggests the following sufficient conditions for a two-candidate
equilibrium:

W m(gR) = W m(gL)

1
2

[W R(gR) − W R(gL)] ≥ ε (5.4)

1
2

[W L(gL) − W L(gR)] ≥ ε,

where a candidate of type y P is associated with policy: gP ≡ H−1
g (y P/y). By inspection

of (5.4), it is easy to see that we have a multiplicity of two-candidate equilibria. The first
condition requires that the median voter get the same utility from the policies of R and L .

This is satisfied for many different pairs of candidates with incomes on opposite sides of
ym, because W m has a single peak at gm and the function relating gP to y P is monotonic.
The remaining two conditions require that each candidate in such a pair have an incentive
to enter. This is also fulfilled for many pairs, provided that the other candidate’s policy
preferences are different enough. That is, if only y R − yL is large enough, a fifty-fifty
chance of winning generates an expected utility gain sufficiently large to outweigh the cost
of running.

Why is a third candidate, with income between yL and y R, not entering the race? In each
of these equilibria, a right-wing candidate with y R> ym balances a left-wing candidate with
yL< ym at the same utility distance from the median voter’s preferred policy. All voters
with endowments yi< ym vote for candidate L , whereas all voters with yi> ym vote for
R. These voting strategies and our assumption that citizens vote strategically keep a third
intermediate candidate from entering. Suppose a candidate with median income ym would
enter. This candidate might capture the votes of other individuals with income at ym (who
are indifferent between yL and y R), but he would capture no other votes. Individuals with
income ym+α (α being a small positive number), for instance, would not vote for the
middle candidate, given that all other voters stick to their equilibrium voting strategies. For
by switching his vote from candidate R to the new entrant, the ym+α citizen would give
candidate L the upper hand in the election,2 and that would yield a lower expected utility
than a fifty-fifty chance of getting the policy associated with candidate R. Thus the entering
candidate would need the coordinated support of a large coalition of voters. A new political
party might provide such a coalition, but the model as it stands has no role for parties, in
this sense. (See also problem 2 of this chapter.)

2. If citizens instead voted sincerely, as in Osborne and Slivinsky 1996, this argument would no longer apply. In
that case, only the entry cost would keep a third intermediate candidate from entering, which would eliminate the
most extreme equilibria. See also problem 2 of this chapter.
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Generally, however, there are also equilibria with three (or more) citizen candidates
running. We shall not deal with these kinds of equilibria in the present model, but problem 4
of this chapter includes an example in which candidates enter the race to influence the
election outcome despite having no chance of winning.

Interestingly, the model demonstrates how centrifugal political forces may also provoke
entry. Thus, two-candidate equilibria do not necessarily imply convergence to a policy in
the middle of the political spectrum. Moreover, policy outcomes are systematically related
to the type of government, exactly as in the last section.

We will appeal to citizen-candidate models with entry at various points in the book,
for example, when discussing strategic delegation through elections in chapters 7 and 12.
Problem 3 of this chapter anticipates this discussion, demonstrating how one can embed a
simple model of lobbying into a citizen-candidate model.

An attractive aspect of citizen-candidate models is that they offer a general equilibrium
approach to politico-economic modeling; assumptions are made only about primitives such
as individuals’ preferences, endowments, and technologies (and about the electoral sys-
tem). The results thus lend themselves to a clean welfare analysis of political equilibria.
Furthermore, citizen-candidate models can handle multidimensional policy problems or
unidimensional problems with nonmonotonic policy preferences, as equilibria exist under
very general conditions, including those in which no Condorcet winner exists. Problem 4
of this chapter shows an example.

The approach taken in this section is not, however, without weaknesses. Multiple equilib-
ria make it difficult to generate sharp testable hypotheses. Moreover, even though the main
focus is on the entry stage in the political arena, the lack of preexisting electoral candidates
makes it hard to discuss political parties’ role in elections. The lack of political parties was
also mentioned in the above discussion about two-candidate equilibria. Some interesting
recent papers make progress in this direction, however. Morelli (1998) tries to combine
a model of legislative bargaining with endogenous party formation in a citizen-candidate
model. His paper studies how citizen-candidates form parties ahead of elections, when vot-
ers also take into account the postelection legislative bargaining between the parties. Rivière
(1999) and Kalandrakis (1999) also focus on party formation in citizen-candidate models.

5.4 Legislative Bargaining

So far, all our models of policy choice have assumed that a single candidate or party wins the
election and has complete control over the policymaking process. This assumption ignores
much of the postelection bargaining over economic policy that goes on in actual political
systems. In parliamentary regimes, this bargaining takes place in government formation,
as well as in preparations of and decisions on the budget, particularly if no single party
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holds a majority of the seats in the assembly. But postelection bargaining also takes place in
congressional regimes among party groups and presidents, or among members of different
committees. In this last section, we completely abstract from elections and look instead
at majority decisions in the legislature, given policy proposals made by specific politi-
cians. In the process, we return to the Romer and Rosenthal (1978) approach to agenda
setting and the Baron and Ferejohn (1989) approach to legislative bargaining introduced in
chapter 2.

Assume that three partisan politicians of income type J have been elected. These in-
cumbents constitute the legislature. We label them L , M, and R. Politician J has income
y J , with yL< yM< y R . The politicians’ policy preferences are thus given by W J (g), with
associated bliss points

gJ = H−1
g

(
y J

y

)
,

such that gL> gM> gR . It is reasonable to interpret these politicians as associated with
three political parties ordered on a left-to-right scale. Indeed, each of these parties could
be a perfect delegate for a particular income group, if we assumed a three-group income
distribution, as we did in chapters 3 and 4.

5.4.1 One-Round Bargaining

We first consider the simplest possible closed-rule bargaining over policy, as in chapter 2.
The sequence of events is as follows: (1) One of the three parties is appointed agenda setter,
labeled a. (2) The agenda-setting party a makes a policy proposal, ga . (3) The legislature
votes on the proposal; if at least two parties are in favor, g = ga , otherwise a default policy,
g = g, is implemented.

Think about these events as a government formation phase. The default policy g will be
a key determinant of the equilibrium. We can think of g as determined in the constitution,
which prescribes what happens after a failure to form a government. One drastic possibility
would be that “the government closes down,” so that g = 0. Another is that “previous pro-
grams stay in place,” so that g > 0. More reasonable is perhaps that “bargaining continues.”
We consider such a continuation below.

The outcome of this game depends on which party has the right to make the proposal.
First assume that, at stage (1), the centrist party gets to make the proposal: a = M . Then
the result is simple, namely party M proposes its own preferred policy at stage (2), which
is accepted at stage (3): g = gM = gM . This is, of course, nothing but an application of the
median-voter theorem. Policy gM is a Condorcet winner in the legislature, so at least one
other party prefers gM to g. Generally, at stage (3) a party always votes yes to a proposal
that gives a payoff at least as high as the default outcome.
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Now assume instead that one of the extreme parties gets to make the proposal, say the
left-wing party: a = L (the result is completely analogous if a = R). Observe first that L
actively seeks the support only of party M. Seeking support from other parties involves
departing further from party L’s bliss point, and two votes are enough to implement policy.
It follows that party L seeks only a minimum winning coalition with the centrist party,
the party with a bliss point closest to its own. To characterize the solution, define g̃M , the
default equivalent policy for M, as the policy leaving M indifferent between g̃M and the
status quo:

W M(g̃M) = W M(g). (5.5)

The equilibrium proposal is then

gL =

⎧
⎪⎨

⎪⎩

gL if gL≤ g

g if gM≤ g < gL

Min(g̃M , gL) if g < gM .

(5.6)

Why this outcome? First of all, L would never push the size of government above its own
bliss point, for which it gets (unanimous) support when gL ≤ g. This explains the first
row in (5.6). When seeking support from M, L is never obliged to bring g below gM . If
gM≤ g < gL , M finds it optimal to vote no to any g > g, and thus L optimally proposes g.

This explains the second row. Finally, if g < gM , L proposes the default equivalent policy
with g = g̃M> gM (or he proposes gL if gL≤ g̃M). Thus, the left-wing party performs better,
the worse is the “outside option” for the centrist party. If g = 0, for instance, not making
an agreement and closing down the government really hurts, and M is willing to go along
with a higher value of g.

5.4.2 Two-Round Bargaining

Suppose now that the bargaining starts in exactly the same way. But defeat of the proposal
at stage (3) no longer triggers the default policy g. Instead the game continues as follows:
(4) A party other than the first-round proposer (now called a1), is picked to make a second
proposal, J = a2 ≠ a1. (5) Party a2 makes the new proposal g2. (6) The legislature votes;
if at least two parties are in favor, g = g2; if not, g is implemented.

Clearly, proposals and votes from the first round are bygone, if the second round is
reached. Thus the second-round outcome is identical to the single-round equilibrium above.
Assume that delay to the second round is potentially costly to the parties, such that second-
round outcomes are discounted by β ≤ 1.

Assume that the centrist party gets to make the proposal in the first round, a1 = M. Then
the result is simple: the centrist party proposes its bliss point, g1 = gM , and one of the other
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parties accepts, because the expected discounted value of the second-round outcome must
be worse for at least one of the other parties. That is, it must be the case that

βEg2 [W J (g2)] ≤ W J (gm)

for at least one J ≠ M. One of the other two (risk-averse) parties must necessarily be worse
off with a delayed (and potentially uncertain) policy than with a certain middle-ground
policy without delay. Party M thus seeks support for its most preferred policy from the
party with lowest expected utility.

What if instead the left-wing party makes the first proposal, a1 = L? Let the centrist party
(M = a2) become the second-round proposer with probability p and let the right-wing party
propose (R = a2) with probability (1 − p). We can then define the continuation value for
M by

V M(β, p, gR) = β[pW M(gm) + (1 − p)W M(gR)],

where gR, the future equilibrium proposal by party R, is determined as in (5.6). Note that
V M(·) is increasing in all its arguments. Clearly, party L has to give M a first-round utility
corresponding to V M(β, p, gR), rather than W M(g) as in the single-round game. Various
possibilities exist. If β = 1 and either p = 1 or gR = gM , M can insist on its bliss point, so
gL= gM . Generally, however, gL goes up as any of β, p, gR go down. If delay is more costly
(β lower), M has a lower probability of setting the agenda himself in the next round (p lower),
or if the right-wing party has more bargaining power in the second round (gR lower), M’s
continuation value falls, and the left-wing party can increase the size of government toward
its bliss point gL . It is clearly never optimal for party L to make an unacceptable proposal.

What are the lessons from the simple models in this section? We learn, as in earlier
sections, that the mere existence of a Condorcet winner is not sufficient to ensure its im-
plementation. Nevertheless, the strategic location of party M makes it a very strong player.
As a result, this party is part of every coalition, and its preferences carry a lot of weight
in the solution. Two related points were also encountered already in chapter 2. The model
illustrates how the power to propose gives the agenda setter the power to push the size of
government in its preferred direction—note the result when party L is the agenda setter. This
power is governed by the status quo. The model also shows the force of minimum winning
coalitions under majority decision making, a point to which we will return at several points
in the book. Finally, the model illustrates how the rules for continuation after a rejected
proposal influence the incentives in the first round. Problem 5 of this chapter provides a
further illustration of the last point. There a committee makes a proposal to the legislature,
but rejection of the committee’s proposal leads to a new proposal by the majority leader of
the legislature.
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The particular result on the advantage of a strategic location, however, hinges crucially
on the policy space’s being unidimensional. Recall the simple redistributive pie-splitting
game of example 5 in chapter 2. In that case, there was no natural central location, which
made the competition to get into the winning policy coalition much stiffer, something that
helped increase the proposer’s power. Instead, the player with the worst status quo position
had an advantage and was part of every coalition. The Baron-Ferejohn (1989) legislative
bargaining model has often been brought to bear on such multidimensional policy problems
of a pure redistributive nature. Problem 6 of this chapter offers an introduction to this model.

5.5 Discussion

In this chapter, we have introduced a number of models with partisan politicians. In pre-
election politics, we have seen that the policymaker’s objective is unimportant (at least in
the simple models of two-party competition we have considered in this part of the book).
In the context of postelection politics, however, partisan policy preferences make a crucial
difference. We have then assumed that policy is either unilaterally set by a single politician
(party), as in sections 5.2–5.3, or determined by several politicians (parties) in postelection
bargaining, as in section 5.4.

Models with a single partisan policymaker are easy to deal with. They play a special role
in parts 4 and 5 on dynamic politics and monetary policy. When policymakers are partisan
and electoral promises are not binding, the identity of the appointed policymaker(s) mat-
ters a great deal. This has two implications. First, rational voters can exploit the option of
strategic delegation: appointing a policymaker with preferences different from their own
enables this policymaker to better cope with incentive constraints arising at the policy-
making stage. A celebrated example of strategic delegation arises in monetary policy. As
discussed extensively in chapter 17, citizens may find it optimal to delegate monetary policy
to an independent and conservative central banker to enhance credibility of a low-inflation
outcome. The same idea comes up in chapter 12 in the context of capital taxation, in which
electing a candidate richer than yourself may curtail the incentives to overtax capital ex
post and thus lend credibility to an optimal tax policy. In settings with tax competition
(chapter 12) or monetary policy coordination (chapter 18), it may be efficient to appoint
a policymaker who can help achieve a favorable outcome in the Nash equilibrium of a
subsequent policy game.

A second implication is that electoral uncertainty generates additional incentive con-
straints on economic policy. Partisan governments, aware of the possibility that govern-
ments with different partisan preferences may replace them in the future, have incentives to
manipulate state variables such as public debt or public investment strategically to influence
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the future policy choices. This idea plays a prominent role in chapter 13 on public debt is-
sue and also comes up in chapter 14 in studying the implications of political instability for
economic growth.

Models with many postelection policymakers are more intricate than winner-takes-all
models, but such legislative bargaining models are used as the central analytical tool in
several parts of the book. As discussed in chapter 2, the agenda-setting cum legislative
bargaining approach is attractive in that it easily produces equilibria when policy conflict is
multidimensional and other approaches fail. Another attractive feature is that this approach
offers a way of modeling different constitutional rules in a precise way. It therefore becomes
useful when asking questions of comparative politics. Yet the simple version of the model
we have studied in section 5.4 raises obvious questions. From where do the legislator
preferences derive? More generally, how do the rules for legislative decision making interact
with other types of political activity, such as elections and lobbying? We will repeatedly
return to these questions in the subsequent parts of the book, particularly in chapter 7,
dealing with special-interest politics, and in Part 3, addressing questions of comparative
politics.

5.6 Notes on the Literature

Wittman (1977, 1983), Calvert (1985), and Roemer (1994, 1997) all studied electoral compe-
tition between candidates with partisan preferences who can commit to electoral platforms.
Roemer’s (1997) paper also includes a probabilistic voting model in which candidates are
uncertain about the median voters’ bliss point, which produces policy divergence. Lindbeck
and Weibull (1993) derive related results, using a model like that in chapters 3 and 4, in
which the voters have preferences over a second dimension of the candidates, in which
commitments are infeasible.

The divergence result of section 5.2 when candidates cannot commit is due to Alesina
(1988). Alesina also shows that reputational mechanisms may stabilize policy between the
divergent bliss points of two partisan candidates in a setting of repeated electoral interactions.
Dixit, Grossman, and Gul (1999) derive results on sustainable policy compromise in a
fully dynamic game. The simple model of postelection policy choices by single partisan
candidates with exogenous policy preferences has been a popular tool in many theoretical
studies, particularly by macroeconomists. We give references to these applications in parts 4
and 5.

Besley and Coate (1997) and Osborne and Slivinsky (1996) independently proposed the
citizen-candidate model discussed in section 5.3. Besley and Coate (1998a) also show how
to use the citizen-candidate model for stringent welfare evaluation of political equilibria.
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More references to its applications are given in later chapters. The aforementioned survey by
Osborne (1995) carefully discusses many of the theoretical issues in sections 5.1 through 5.3.

As mentioned in chapter 2, the agenda-setting model in section 5.4 is due to Romer and
Rosenthal (1978, 1979). This model was developed to deal with a number of issues, including
the effects of different proposal, amendment, veto, and gatekeeping powers in political
systems. Rosenthal (1990) surveys its further developments and applications. Baron and
Ferejohn (1989) developed the so-called legislative bargaining model, which can be seen as a
generalization of the Stahl-Rubinstein model of noncooperative two-person bargaining and
decisions by unanimity to multiagent noncooperative bargaining and decision by majority
under different rules for proposals and amendments. The model has since become one of
the workhorse models in the rational choice approach to U.S. congressional politics. We
give references to its many applications in subsequent chapters.

5.7 Problems

1. Probabilistic voting with outcome-seeking politicians

Assume that the indirect utility function of tax policy is described by

wi = −(τ − τ i )2.

There are two political parties, one with the preferred tax rate zero, the other with pre-
ferred tax rate one. The parties can commit to a party platform that will be implemented
should the party win the election. The political parties are uncertain about the most pre-
ferred tax rate τm of the median voter and assign a uniform probability distribution between
( 1

2 − a) and ( 1
2 + a) to τm . The parameter a lies in the interval (0, 1). The parties are

exclusively policy motivated. Let τ0 and τ1 be the policies proposed by parties 0 and 1,
respectively.

a. Show that the parties will never choose their bliss points and will never converge
completely.

b. Solve for the equilibrium policy, given that it is symmetric, that is, τ0 = 1 − τ1. Discuss
how the equilibrium policies depend on the level of uncertainty, as described by a.

c. Show that the equilibrium must be of the form τ0 = 1 − τ1.

2. The citizen-candidate model

Consider a society inhabited by a continuum of citizens with incomes uniformly dis-
tributed between zero and two. Each citizen i has preferences over private consumption c
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and a publicly provided private good g that are given by

wi =
√

ci + √
g.

The public good g is financed through a proportional income tax τ , and the government
budget constraint is τ y = g, where y is the average income. Private consumption is ci =
(1 − τ )yi .

Consider the following timing: (1) Any citizen may enter as a political candidate at a cost
ε. (2) An election is held among the candidates; the candidate who gets plurality wins the
election, and a tie is resolved by the toss of a coin. (3) The winning candidate selects a tax
rate; if there are no candidates, then a default tax rate τ is implemented.

a. What policy would be implemented by a winning candidate with income yi ?

b. Suppose that ε=
√

2 −
√

3
4 −

√
1
4 . In what region must the status quo policy, τ , lie in

order for the equilibrium to exist where only the citizen with median income is a candidate?
Are there other one-candidate equilibria?

c. Characterize the two-candidate equilibria.

d. Describe what would happen in a two-candidate equilibrium if the median candidate
were to enter. How would the set of possible equilibria change if voters voted sincerely, that
is, voted for the candidate giving them the highest utility.

3. Lobbying in a representative democracy

This problem is based on Besley and Coate 1997, 1999. Consider a model with N citizens,
i ∈ {1, . . . , N }, who derive a utility from consuming a private and a public good. Each citizen
is endowed with yi = 1 units of private good. The public good can be produced at any level
g. One unit of private good is required to produce one unit of public good. Let ci be the
quantity of private good consumed by agent i , his utility being

wi = ci + θ i ln(g),

where θ i represents the preference of agent i for the public good. Assume that θ i∈
{θ1, . . . , θT }, where θ k+1 = θ k+ 1 for all k ∈ {1, . . . , (T − 1)}. Let ηk be the number of
citizens with type θ k . Naturally,

∑T
k=1η

k = N . There exists a median type denoted by θm .
The timing of the game is as follows. First, each citizen decides whether to become a can-
didate and pays a cost δ if he does. Second, the voting stage takes place, and at most one
candidate is elected. Denote the elected candidate by e. Assume that citizens vote sincerely
and abstain when indifferent. Moreover, when n candidates receive the same vote share,
each is elected with probability 1

n . If nobody is elected, the game ends. Last, there exists a
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single lobby of type θ l > θm composed by nl ≤ ηl citizens. The lobby maximizes the sum
of its members’ utilities and chooses a contribution to e of Ble(g) ≥ 0. Then e chooses the
amount of public good to produce, financed through a per-citizen tax t = g

N .

a. Determine the policy preferences of citizens as well as the optimal provision of public
good for each agent of type θ i , denoted by ĝ(θ i ).

b. Consider the last stage of the game. Characterize the lobby’s optimization problem.
Determine the provision of the public good g∗(θ e, θ l) as well as the lobby’s contribution
when the elected citizen is of type θ e ̸= θ l and θ e= θ l . Compare g∗(θ e, θ l) with ĝ(θ e). What
is the utility of citizen e and what are the utilities of all citizens j ̸= e. Discuss.

c. Show that an ordinary citizen is indifferent between electing a member of the lobby and
electing a citizen of the same type as the lobby members. Demonstrate that for each citizen
j , there exists a unique type θ∗(θ j ) that he prefers as candidate. Verify that both ordinary
citizens and lobby group members have single-peaked preferences over candidates.

d. Consider an equilibrium with identical candidates. Demonstrate that if δ (the cost of
candidacy) is sufficiently small, θ∗(θm) has an interest in becoming a candidate against any
other candidates of types θ l and θ k ̸= {θ l , θ∗(θm)}. What is the maximum number smax of
candidates of type θ∗(θm)? Show that when

δ ∈
(

0,
Blθ∗(θm )

2

)
,

then smax > 0 and the equilibrium exists.

e. Consider a vote over q versus r with θq< θ r< θ l . Moreover, suppose that the median
group divides the electorate exactly into two (i.e.,

∑m−1
k=1 η

k=
∑T

k=m+1η
k) and that citizens

in the median group are indifferent between g∗(θq , θ l) and g∗(θ r , θ l). Assume as well
that g∗(θq , θ l) ̸= ĝ(θ r ). Show that the number of citizens preferring r to q is equal to the
number of citizens preferring q to r . Demonstrate that any entrant s will lose the election
if ηm< N

3 − 1. Last, prove that both r and q have an interest in becoming candidates when
δ is sufficiently small.

4. Equilibria when the single-crossing condition is violated

This problem is based on Besley and Coate 1997. Each citizen i has preferences over
private consumption c and a publicly provided private good g that are given by c + H(g). As-
sume that the individuals have themselves provided the service g to a certain level gi and that
the utility from the government-provided good is described by H(g) = 3

2

√
g − gi . There are

five groups, with gi = {0, 0.4, 0.5, 0.7, 1}, and these groups have sizes {35, 10, 20, 20, 10},
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respectively. The public good g is financed through a proportional income tax τ , and the gov-
ernment budget constraint is τ y = g, where y is the average income. Private consumption
is ci = (1 − τ )yi . All groups have the same income of 1.

Consider the following timing: (1) Any citizen may enter as a political candidate at the
cost ε= 1. (2) An election is held among the candidates; a candidate getting plurality wins
the election, and a tie is resolved by the toss of a coin. (3) The winning candidate selects a
tax rate; if there are no candidates, a default tax rate τ is implemented.

a. Show that this utility function does not satisfy the Gans-Smart condition.

b. What policy would a winning candidate from each group advocate, and how would
members of the different groups rank the policies put forward by the candidates?

c. What would be the equilibrium outcomes in pairwise elections between the bliss points?

d. Show that there exists a three-candidate equilibrium where three citizens, with gi = 1,

g j = 0.4, and gk = 0, are candidates. Discuss the reasons why the different candidates stay
in the race and why the policy that would lose in a pairwise election against either of the
other alternatives nevertheless wins the three-candidate election.

5. The agenda-setting model

A committee proposes a level of spending, g, of a government-provided good. If the
proposition passes a vote in the legislature, g will be the policy enacted, otherwise a sta-
tus quo policy g will be implemented. The preferences for spending are described by
w(g;αi ) = −|g − αi |. The preference parameters are αc and αm for the members of the
committee and the median voter in the legislature respectively, where αm<αc.

a. Plot how the proposed policy g changes with the position of the status quo policy g.

b. Assume that if the proposed policy g does not gain a majority in the legislature, then
the leader of the majority party, with the preference parameter αl<αm , will make a new
proposal. If this amended proposal does not gain a majority, then the status quo policy g
will be implemented. Plot how the equilibrium policy will depend on the status quo policy.

c. The status quo policy is often determined endogenously. A typical status quo policy for
the budget of the subsequent year is the budget of the current year. Consider again the setup
in question (a), in which the status quo policy is implemented if the policy proposed by the
committee fails to gather a majority in the legislature. Suppose that the present budget is
$1 million. Suppose further that the legislature becomes more favorable to spending on this
issue as time passes, perhaps because of an increasing tax base. The legislature serves for
four years, and the preference parameter of the median voter in the legislature is $2 million,
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$3 million, $3.5 million, and $4 million in each of the four years, respectively. Assume that
the voters in the legislature are myopic: they treat each vote as a one-shot game. Neither
the members of the committee nor the legislature discount the future. Can the committee
improve its situation by not maximizing the budget each year separately? What is the best
strategy for the committee over the four years?

d. Now assume that the voters are not myopic and, for simplicity, limit the game to the first
two years. Do the committee members gain or lose when voters are myopic?

6. Political rents with endogenous value of being in office

This question is based on Baron and Ferejohn 1989. Consider a legislature with n members
who may divide rents of size r among themselves. The members derive utility solely from
the consumption value of the rents wi (r) = r . A member of the legislative body has proposed
an allocation of r , and the legislature votes on the proposition. If the proposition is not passed,
then a new member is given the right to propose an allocation of r . The discount rate is
β ∈ [0, 1]. This member is randomly chosen, and the chance of any one member’s being
selected to make the proposal is 1

n . This proposal is voted on, and if it does not pass, then
all rents are dissipated.

a. What allocation will the first proposition imply? Discuss the proposed allocation: Is
it concentrated or dispersed? How does the advantage of the member making the first
proposition relate to the size of the legislature? Will all propositions receive support in the
legislature?

b. Now suppose that the stage game in which a member is randomly chosen to make a new
proposal is instead repeated an infinite number of times. Restrict the attention to equilibria
in which the continuation values for each structurally identical subgame are the same. In
these equilibria, the proposed division of r will be the same at any stage of the game. Show
that the allocation proposed in (a) is an equilibrium in the infinitely repeated game.
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