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What’s political economy?

What’s political economy?

• Defining political economy by its objects: The study of the
interrelationship between economics and politics.

• Defining political economy by its tools: The application of
(standard) tools of economic analysis to politics.

• Formal modeling of politics (optimization, constraints, incen-
tives, etc.).

• Econometrics and statistical methods to analyze observed pat-
terns.
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What’s political economy?

“Economics is science which studies human behavior
as a relationship between ends and scare means that have
alternative uses.” Robbins (1932)

• Many decisions are collective. Politics, i.e. the exercise of
power and authority, is the way do take such decisions.

• Political economy studies how a society takes collective deci-
sions when individuals have conflicting preferences.

“It is heterogeneity of interests that is the basis of
[. . . ] political economy.” Drazen (2000)
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What’s political economy?

• Heterogeneity of preferences within a society: → Voting, design
of institutions, elections, etc.

• Heterogeneity of preferences between principals and agents: →
Politicians respond to incentives.

• A welfare economics question: What is the optimal allocation
that maximizes a given social welfare function?

• A classical public economics question: How taxes and public
expenditures can be used to achieve the socially optimal alloca-
tion?

• Both approaches assume the existence of a benevolent social
planner that maximizes social welfare.

• But optimal policies are often not implemented and policy mak-
ers may not (only) be concerned with social welfare.
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General questions

General questions

• A common way to aggregate preferences is through voting to
elect a leader who will be in charge of policies for some time.

• Politicians are potential leaders who compete to be elected (or
use force . . . ) to get power and authority.

• Questions:
• How do elections select politicians?
• Are elected politicians’ policy choices aligned with voters pref-

erences?
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General framework

General framework

• An economy is made of a finite set of N individuals—indexed
by i = 1, . . . ,N— affected by a vector of policies q.

• Individual i ’s utility function is:

U (xi , q, p(q)|αi ) ,

where xi is the vector of choice variables, q is the vector of
policies, p is the vector of market-determined variables, and αi
is the vector of idiosyncratic characteristics (e.g. endowments,
preferences).
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General framework

• Each agent has a unique optimal action:

x∗i (q, p(q), αi ) = argmax
xi

U (xi , q, p(q)|αi ) .

• And so, an indirect utility function exists:

W (q, αi ) ≡ U (x∗i , q, p(q)|αi ) .

• Even if individual i has no (direct) control on q, its preferred
policy—a.k.a. bliss point—exists and can be defined as:

q (αi ) = argmax
q

W (q, αi ) .
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General framework

• Each individual i has a preference ordering over alternatives
such that:

• q �i q̃ if individual i strictly prefers q to q̃;
• q %i q̃ if individual i (weakly) prefers q to q̃;
• q ∼i q̃ if individual i is indifferent between q and q̃.

• Individual preference orderings have the following properties:
• Completeness;
• Transitivity.
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General framework

• Main question:
• Is it possible to find a general way to aggregate individual pref-

erence orderings into a social preference ordering? I.e. how can
we take collective decisions?
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General framework

• Restrictions we would like to impose:

1 Unrestricted domain: The decision rule must apply to all log-
ically conceivable preferences.

2 Weak Pareto principle: If all individuals prefer q to q̃, then q
must be be collectively preferred to q̃.

3 Independence of irrelevant alternatives: The social ranking
q x and q̃ must only depend upon individual rankings of q and
q̃.

4 Collective rationality: The social ranking must be a complete,
transitive (and reflexive) ordering.

5 Non-dictatorship: Social choices must not exactly reflect a
single individual’s preferences regardless of the preferences of
others.
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Arrow’s impossibility theorem

Arrow’s impossibility theorem

There does not exist any collective decision function
that satisfies restrictions 1–5. Arrow (1951)

Or,

If a social ordering is transitive, weakly Paretian and
satisfies independence from irrelevant alternatives, it
must be dictatorial.
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Arrow’s impossibility theorem

Escape out of Arrow’s impossibility theorem

• We need a collective decision rule.

• So, we need to give up on some restrictions (not non-dictatorship!).

• How to proceed?
• Restrict admissible preferences and/or goal of collective ratio-

nality.
• A popular rule is majority rule (simple, easily implementable).
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Majority rule

Majority rule

• q is collectively preferred to q̃ if the number of individuals who
prefer q over q̃ is higher than the number of individuals who
prefer q̃ over q.

• Further restrictions:
1 Direct democracy: Individuals vote directly on policy options.
2 Sincere voting: When facing two alternative options, each indi-

vidual vote for the one that provides him with the highest utility
according to its preferences (i.e. the is no strategic voting).

3 Open agenda: If there are more than 2 alternatives, individuals
vote over pairs of alternatives and the winning option in one
round is posed against a new alternative in the next round.
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Majority rule

• Three individuals, three choices.

Individual 1 Individual 2 Individual 3

High utility Michel P. Prince Ali Jérôme C.
↑ Prince Ali Jérôme C. Michel P.

Low utility Jérôme C. Michel P. Prince Ali

• A majority (1 and 3) prefers Michel P. to Prince Ali
⇒ Michel P. � Prince Ali.

• A majority (1 and 2) prefers Prince Ali to Jérôme C.
⇒ Prince Ali � Jérôme C.

• A majority (2 and 3) prefers Jérôme C. to Michel P.
⇒ Jérôme C. � Michel P.

• Voting cycle (no transitivity of collective decision rule, a.k.a.
the Condorcet paradox).

• The final outcome depends on the agenda setting.
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Majority rule

• The Condorcet paradox can be avoided if there is a Condorcet
winner, i.e. an alternative q∗ that defeats all others in pairwise
majority voting.

• Can we find (interesting) cases in which a Condorcet winner
exists?
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Majority rule

Single peaked preferences

• Let us assume that the policy space has only one dimension
(i.e. q is a scalar, not a vector).

• Voters’ preferences over alternatives are said to be single peaked
if voter i ’s preference ordering is such that:

If q̃ ≤ q ≤ q(αi ) or q̃ ≥ q ≥ q(αi ),
then W (q, αi ) ≥W (q̃, αi ) , i.e. q % q̃.

19 / 90



Political Economy - Lecture 1: From social choice to political economy
Collective choices in the social choice theory

Median voter theorem

Median voter theorem

Under direct democracy and sincere voting, and if the
number of voters is an odd number and if voters have
single peaked preferences, then a Condorcet winner
always exists and it is the bliss point of the median voter,
q (αm). Black (1948)

And,

If, in addition, the open agenda assumption holds, the
median voter’s bliss point is the unique outcome of the
vote.
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Median voter theorem

• The median voter theorem can be generalized to cases in which
the number of individuals is even or in which voters vote strate-
gically.

• Limits:
• Preferences might not be single peaked.
• Policies might not be summarized by a single dimension.

• However, the median voter can still be useful to think about
many questions.
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The simplest model of political competition

The simplest model of political competition

• Assume that:
1 A mass 1 of citizens (indexed by i) vote using the majority rule

to choose between two political parties A and B.
2 The leader of the winning party will implement some (one-

dimensional) policy q.
3 Parties have the same objective: being elected.
4 If elected, leaders apply the policy announced by their party

during the electoral campaign.
5 Voters’ preferences over q are such that their bliss points can

be ordered.
6 The median voter’s bliss point is qm.
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The simplest model of political competition

• Party A maximization problem:

max
qA

P (qA, qB) =


1 if # {i : qA �i qB} > # {i : qB �i qA} ,
1
2 if # {i : qA �i qB} = # {i : qB �i qA} ,
0 if # {i : qA �i qB} < # {i : qB �i qA} ,

where P (qA, qB) is the probability of winning the election.

• Party B maximization problem:

max
qB

P (qB, qA) = 1− P (qA, qB) .
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The simplest model of political competition

• Since qm is the platform that attracts the highest number of
votes, party A probability of winning can be rewritten as:

P (qA, qB) =


0 if qA 6= qm and qB = qm,
1
2 if qA = qB = qm,
1 if qA = qm and qB 6= qm.

• So, party A optimal choice is qA = qm.

• Similarly, party B optimal choice is qB = qm.

• This situation is a stable equilibrium, parties have no incentives
to deviate.
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Policy convergence theorem

Policy convergence theorem

If voters have single peaked preferences over a
one-dimensional policy and if the two competing parties
are able to announce and commit to a policy platform,
then both parties will optimally choose the bliss point of
the median voter as their policy platform. Downs (1957)

• Proof by contradiction:
• Suppose that the equilibrium is not qA = qB = qm, then . . .

• Take-away:
• Under appropriate assumptions, political competition implements

the Condorcet winner among voters.
• Limits:

• Does not generalize to a situation with more than two parties.
• Does not apply if there is no Condorcet winner.
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Policy convergence theorem

A failure of the median voter theorem

• Consider a society composed of three same-sized groups in-
dexed by g = 1, 2, 3 and who have to decide through majority
voting how to allocate a given budget 1 between groups. Al-
location are described by vector (q1, q2, q3) such that q3 =
1 − q1 − q2. Each group g has strictly monotonic preferences
over qg . Two parties compete for office and offer platforms so
as to maximize their probability of election.
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Policy convergence theorem

• There is no Condorcet winner, so no equilibrium outcome.

• Proof:
• Any winning policy q = (q1, q2, q3) voted by 1 and 2 against 3

will loose against an alternative policy q′ = (q1−2ε, q2+ε, q3+
ε) which would be preferred to q by groups 2 and 3.

• Probabilistic voting will allow us to ensure the existence of an
equilibrium.
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Probabilistic voting

Probabilistic voting

• Consider a society in which three groups (g = 1, 2, 3) of size λg
such that λ3 = 1−λ2−λ1 vote for two parties (p = A,B) who
compete for election by proposing to allocate a budget across
groups, such that:

3∑
g=1

λgqg = 1.

• πg
A is the share of voters in group g who vote for party A, such

that the expected vote share of party A is:

πA =
3∑

g=1
λgπ

g
A.
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Probabilistic voting

• Voters base their decision on parties proposals and ideology.
In particular, voter i in group g votes for party A if:

Ug (qA) > Ug (qB) + σig + δ,

where qA (qB) is the policy vector of party A (B), Ug (qp) is the
indirect utility of voters from group g from the policy vector qp,
σig is the non-policy related benefit for individual i from group
g if party B wins, and δ is the average (relative) popularity of
party B in the population.
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Political competition

Probabilistic voting

• In each group g ; σig is uniformly distributed on:[
− 1
2φg ,

1
2φg

]
,

while in the overall population, δ is uniformly distributed on:[
− 1
2Ψ ,

1
2Ψ

]
.
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Probabilistic voting

• Within each group g , the indifferent voter is individual i such
that:

σig = Ug (qA)− Ug (qB)− δ ≡ σ̄g .

• All voters of group g with σig < σ̄g vote for party A.
• Thus, party A’s vote share is:

πA =
3∑

g=1
λgφg

(
σ̄g + 1

2φg

)
.

• Party A’s probability of winning is:

PA = Prob
δ

(
πA ≥

1
2

)
= 1

2+Ψ
φ

 3∑
g=1

λgφg [Ug (qA)− Ug (qB)]

 ,
where φ is the average of φg across groups.
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Probabilistic voting

• Both parties chose qA and qB to maximize their probability of
winning the election, i.e. party A maximizes PA subject to:

3∑
g=1

λgqg ,A = 1.

• We get:

φ1
∂U1(q1,A)

∂q1
= φ2

∂U2(q2,A)
∂q2

= φ3
∂U3(q3,A)

∂q3
.

• Similarly, for party B:

φ1
∂U1(q1,B)

∂q1
= φ2

∂U2(q2,B)
∂q2

= φ3
∂U3(q3,B)

∂q3
.

• Thus:
qA = qB.
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Probabilistic voting

• Interpretations:
• Convergence of platforms.
• Groups with a high φ obtain more.

• What does high a φ represent?
• More sensibility to policy and weaker ideological bias.
• These groups act as swing voters.

34 / 90



Political Economy - Lecture 1: From social choice to political economy
Ideology and partisan politics

4 Ideology and partisan politics
Lobbying
Parties’ ideology

35 / 90



Political Economy - Lecture 1: From social choice to political economy
Ideology and partisan politics

Ideology and partisan politics

• Politicians (or parties) might have preferences over policies
and/or might simply represent groups with specific ideology.

• Organized groups can also influence the political process through
political action (lobbying, demonstrations, etc.).
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Lobbying

Lobbying

• Let us model political action as campaign contributions that
can be used to change parties’ popularity.

• Same framework as the basic probabilistic voting model (see
slide 29).

• Each group g might be organized:

Og = 1, Og = 0 otherwise.

• Each member of organized group g make campaign contribu-
tions Cg

P to party P = A,B.
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Lobbying

• Individual cost of contributing is:

D(Cg
A ,C

g
B) = 1

2
[
(Cg

A)2 + (Cg
B)2
]
.

• Party A receives:

CA =
3∑

g=1
Ogλ

gCg
A .

• Campaign contributions are used to change parties’ relative
popularity as:

δ = δ̃ + h (CB − CA) ,

where > 0 and δ̃ is uniformly distributed on:[
− 1
2Ψ ,

1
2Ψ

]
.
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Lobbying

• Voter i in group g votes for party A if:

Ug (qA) > Ug (qB) + σig + δ̃ + h (CB − CA) ,

• Within each group g , the indifferent voter is individual i such
that:

σig = Ug (qA)− Ug (qB)− h (CB − CA)− δ̃ ≡ σ̄g .

• All voters of group g with σig < σ̄g vote for party A.
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Lobbying

• Thus, party A’s vote share is:

πA =
3∑

g=1
λgφg

(
σ̄g + 1

2φg

)
.

• Party A’s probability of winning is:

PA = 1
2 + Ψ

φ

 3∑
g=1

λgφg [Ug (qA)− Ug (qB)]− h (CB − CA)

 .
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Lobbying

• Each individual in group g chooses campaign contributions in
order to maximize her/his expected utility:

max
Cg

A ,C
g
B

PAUg (qA) + (1− PA)Ug (qB)− D(Cg
A ,C

g
B).

• Optimality conditions are:

∂PA
∂Cg

A
[Ug (qA)− Ug (qB)]− Cg

A ≤ 0,

and:
∂PA
∂Cg

B
[Ug (qA)− Ug (qB)]− Cg

B ≤ 0.
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Lobbying

• We get:
Cg

A = Max
{
0,ΨhλgOg Ūg

}
,

and
Cg

B = Max
{
0,−ΨhλgOg Ūg

}
,

where:
Ūg = Ug (qA)− Ug (qB).

• Non-organized groups do not contribute.
• Groups contribute only to one group at a time. Each group
g contributes to the party that offers the highest utility to its
members.
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Lobbying

• Party A chooses qA in order to maximize PA subject to the
budget constraint, taking into account voters’ optimal contri-
butions. So does party B.

• Symmetry of voters’ contributions ensures symmetry of parties’
behavior. They will thus converge to the same platform.

• To which platform do they converge?
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Lobbying

• Objective function:

PA = 1
2 + Ψ

φ

 3∑
g=1

λgφg
[
Ūg
]
− h

 3∑
g=1

Cg
B −

3∑
g=1

Cg
A

 .
• Which can be rewritten as:

P
′
A = 1

2 + Ψ
φ

 3∑
g=1

λgφg
[
Ūg
]

+ h

 3∑
g=1

ΨhλgOg Ūg

 ,
where we neglected Cg

B terms to ease notations.
• Or :

P
′
A = 1

2 + Ψ
φ

 3∑
g=1

λg Ūg
(
φg + Ψh2Og

) .
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Lobbying

• Optimality conditions are such that:

λ1
∂U1(q1,A)

∂q1

(
φ1 + Ψ

φ
h2O1

)
= λ2

∂U2(q2,A)
∂q2

(
φ2 + Ψ

φ
h2O2

)
= . . .

• Parties promise higher transfers to organized groups (and to
less ideologically biased groups).

• This bias is larger the easier voters can be influenced (high h).
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Parties’ ideology

Parties’ ideology

• So far, we assumed that politicians only derive utility from being
in office.

• What happens if politicians also care about implemented poli-
cies?

• Such politicians face a trade-off between getting elected and
implementing their preferred policy.
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Parties’ ideology

• Let us model politicians’ preferences as some utility they derive
from policies.

• Continue with probabilistic voting.
• Assume there is a one-dimensional policy q and that voters have
single peaked preferences. qm denotes the median voter’s bliss
point.

• Two parties compete for election.
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Parties’ ideology

• Parties have now preferences such that party A maximizes the
following expected utility function:

PA (RA + WA(qA)) + (1− PA)WA(qB),

where PA is the probability that party A wins the election, RA
is the rent that the party derives from being in office (implicitly
set to 1 until now), and WA(q) is the utility of party A if policy
q is implemented.

• Similarly, party B maximizes:

(1− PA) (RB + WB(qB)) + PA (WB(qA)) .
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Parties’ ideology

• At the (Nash) equilibrium, policy platforms are such that:

q∗A = argmax
qA

PA (RA + WA(qA)) + (1− PA)WA(q∗B),

and:

q∗B = argmax
qB

(1− PA) (RB + WB(qB)) + PA (WB(q∗A)) ,

where PA is also a (differentiable) function of announced plat-
forms.
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Parties’ ideology

• Equilibrium policy platforms can be rewritten as solutions of:

∂PA
∂qA

[RA + WA(qA)−WA(qB)] + PA
∂WA
∂qA

= 0.

and:

−∂PA
∂qB

[RB + WB(qB)−WB(qA)]− PA
∂WB
∂qB

= 0,

• First term: Change in probability of winning × Utility of win-
ning.

• Second term: Change in utiliy × Probability of winning.
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Parties’ ideology

• Despite that qm maximizes the probability of winning, qA =
qB = qm is typically not an equilibrium solution, i.e. there is a
priori no policy convergence.

• To see this, consider what happens if party A deviates from
qA = qB = qm and moves toward its own bliss point q̃A:

1 Utility loss:
∂PA
∂qA

RA < 0.

2 Utility gain:
PA
∂WA
∂qA

> 0.

• The deviation might be profitable.
• So, there can be an equilibrium where qA 6= qB 6= qm.
• The stronger parties’ ideologies, the further away policies will
be from those preferred by the median voter.
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Relaxing commitment

• So far, we (implicitly or explicitly) assumed that parties imple-
ment the platform they announced if they get elected.

• Is it a reasonable assumption?

• No! At least not in simple static models. There is no rea-
son why an ideologically biased politician would not implement
her/his own preferred policy once elected.
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Promises are cheap talks

Promises are cheap talks

• Parties bliss points are q̃A and q̃B.

• Assume parties cannot credibly commit to implement a policy
that is not their preferred one.

• Promises are cheap talks . . .
“Les promesses n’engagent que ceux qui les

écoutent.” J. Chirac (Le Monde, February 22, 1988)

. . . and voters know it.

• So, voters compare their utility under q̃A and q̃B.
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Promises are cheap talks

• The unique equilibrium situation is such that:
• Party A wins and q̃A is implemented if Um(q̃A) > Um(q̃B).
• Party B wins and q̃B is implemented if Um(q̃A) < Um(q̃B).
• Either party A or party B wins and q̃A = q̃B is implemented if

(by chance) Um(q̃A) = Um(q̃B).

• Parties’ preferences are even more important if commitment is
not possible.

• It is thus very important to understand the internal functioning
of parties and how parties preferences are formed or influenced
by specific groups.
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Endogeneous politicians: The citizen-candidate model

• Who are politicians? How are they selected?

• Let us model individuals’ decision to run for election by adding
an entry stage to the election game without commitment.

• Timing of a simple model:
1 Each citizen decides whether or not to run for office. Running

implies a cost ε.
2 An election is held among those who compete.
3 Because there is no commitment, the elected candidate imple-

ments her/his preferred policy (if nobody runs, a default policy
q̄ is implemented).
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Endogeneous politicians: The citizen-candidate model

• An equilibrium situation must be sequentially rational, i.e. the
(Nash) equilibrium at the entry stage must rationally anticipate
the voting stage’s outcome.

• Single-candidate equilibrium
If a Condorcet winner exists and if the median citizen decides
to run for office, she/he will be the only candidate and her/his
bliss point q∗m will be implemented. This will happen if and
only iff:

Um(q∗m)− Um(q̄) ≥ ε.

• No electoral competition if a Condorcet winner exists.
• Not very likely in a multidimensional policy space.
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Endogeneous politicians: The citizen-candidate model

• Two-candidate equilibrium
For a situation with two candidates, i and j to be an equilibrium
situation, the two candidates must receive the same number of
votes and both must prefer to run than not to run. This will
happen if and only if:

Um(q∗i ) = Um(q∗j ),
1
2U

i (q∗i )− 1
2U

i (q∗j ) ≥ ε,
1
2U

j(q∗j )− 1
2U

j(q∗i ) ≥ ε.

• Such an equilibrium will often exist.
• Many pairs of policies can fulfill these conditions.
• Two-candidate equilibria do not imply convergence.
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Endogeneous politicians: The citizen-candidate model

• Three-or-more-candidate equilibrium
For a situation with more than two candidates, (e.g. i , j , and k)
to be an equilibrium situation, some of them must run knowing
that they have no change to be elected. Such candidates run
only to prevent one of the other candidates from winning in
a pairwise election. I.e. They must prefer to run rather not
to run, because they know that the fact they run will allow to
select a policy that they favor over the policy that would be
selected if they would not run. Such situations are such that
(assuming that candidate i finally wins):{

j runs: U j(q∗i )− U j(q∗k) ≥ ε,
k runs: Uk(q∗i )− Uk(q∗j ) ≥ ε.

• Such an equilibrium can exist if preferences are not single peaked.
• Again, no automatic convergence to the median voter’s bliss

point.
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Endogeneous politicians: The citizen-candidate model

• Nice thing about the citizen-candidate approach:
• No automatic convergence toward the median voter’s preferred

policy.
• Few restrictions on preferences.
• Candidates’ preferences may influence policies that are ultimately

implemented.

• Limitation:
• Multiplicity of equilibria makes difficult to generate testable pre-

dictions.
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6 Empirical evidence on political competition
Downsian model VS Citizen-candidate model?
Changing the electorate
Reserving positions
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Downsian model VS Citizen-candidate model?

Downsian model VS Citizen-candidate model?

• Downsian approach:
• Convergence to the median voter’s preferences;
• Implemented policies do not depend on candidates’ preferences.

• Citizen-candidate approach:
• No inevitable convergence to the median voter’s preferences;
• Implemented policies may depend on candidates’ preferences.

• Which model should we retain? I.e., do politicians represent
the median voter?
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Downsian model VS Citizen-candidate model?

Empirical tests

• Let us look at two specific predictions of the median voter
theorem.

1 Changing electorate.
• Suppose individuals endowed with voting rights have bliss points

(uniformly) distributed over [0, 1]. How will the policy outcome
change if new voters are enfranchised such that bliss points are
now (uniformly) distributed over [0, 2]?

2 Reserving positions for candidates from specific groups.
• How will policy change if we force the elected politicians to be

from a specific group (that would otherwise never be elected)?
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Changing the electorate

Changing the electorate

Grant Miller, 2008. “Women’s Suffrage, Political Responsiveness, and Child Survival
in American History,” The Quarterly Journal of Economics, MIT Press, vol. 123(3),
pages 1287-1327, August.

• Women’s suffrage in the United States.
• Universal women’s suffrage was achieved in 1920.
• However, 29 states had already extended suffrage to women

before this date.

• Does it make a difference?
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Changing the electorate

• A (very) simple model:
• Individuals have preferences on α, the amount of municipal
expenses on health.

• Individual’s i preferences are given by:

ui = − |α− wi | ,

where:
wi ∼ U[0, 12 ]among men,
wi ∼ U[12 , 1]among women.

• Are these preferences single peaked?
• How different are electoral outcomes depending on who vote?
• There are (lots of) evidence that women tend to favor more

health expenditure than men. But what if this is not the case?
I.e. if the two uniform distributions were identical?
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Changing the electorate

Timing of women’s suffrage rights.
Source: Miller (2008)
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Changing the electorate

• Difference-in-differences setting:

logMunicipal spending = β0+β1Women’s suffraget,s+δt+δs+. . .

Source: Miller (2008)
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Changing the electorate

Source: Miller (2008)
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Reserving positions

• Does the identity of the elected politician affect policy out-
comes?

• Look at policies that favor politicians from a particular group
(whose representative candidate would not have been elected)
and compare implemented policies once such politicians are
elected to policies previously implemented.

• If implemented policies do not change, this means that the new
elected politician does not implement her/his preferred policies,
i.e. this goes against the citizen-candidate approach.

• Examples from India:
• Reservations for women;
• Reservations for minorities.

69 / 90



Political Economy - Lecture 1: From social choice to political economy
Empirical evidence on political competition

Reserving positions

• Indian states have authority over state-level expenditure.
• 1950 Constitution:

• In each district, representation in each local council, and among
the heads of all the council, must be equal to the share of sched-
uled castes and scheduled tribes (SC and ST hereafter) in the
district.

• Indian village councils, a.k.a. Gram Panchayats, have authority
over local public goods provision.

• 1993 Constitutional amendment:
• One third of village council heads, a.k.a. Pradhans, must be

women.
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Reserving positions

Reservations for women

Raghabendra Chattopadhyay & Esther Duflo, 2004. “Women as Policy Makers:
Evidence from a Randomized Policy Experiment in India,” Econometrica, Econometric
Society, vol. 72(5), pages 1409-1443, 09.

• One-third of villages randomly selected to be reserved for women.

• Median voter model predicts that the median voter’s bliss point
will be implemented. What does the citizen-candidate model
predict?
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Reserving positions

Reservations for women: theory

• Each village elect an individual who implements policy q ∈
[0, 1].

• Each voter i has a preferred policy wi such that:

wi ∈ [0,W ] for women,
wi ∈ [M, 1] for men.

• Individuals’ utilities are such that:
ui = − |q − wi | if i is a candidate and q is implemented,
ui = − |q − wi | − εi if i is a candidate and q is implemented.

• Women face higher barriers to entry than men do:

εW > εM > 0.

• The median voter’s bliss point is qm.
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Reserving positions

• Timing:
1 Each citizen decides whether or not to run for office.
2 Citizens vote strategically for one of the candidates.
3 The implemented policy q̃j is a weighted sum of the elected

candidate’s preferred policy q∗j and the policy q̄ preferred by the
local elite:

q̃j = αq∗j + (1− α)q̄,

where α ∈ [0, 1]. If no candidate ran, then q̄ > qm is imple-
mented.
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Reserving positions

• First theoretical result: Under some (reasonable) assump-
tions, women do not run for office in the absence of reservation.

• Let us show why by restricting ourselves to equilibria with at
most 2 candidates.
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Reserving positions

1-candidate equilibrium

• Under what conditions will a woman agree to run unopposed?
• Woman j must prefer to run an that q̃j is implemented rather
than not to run and that q̄ is implemented:

− |q̃j − wj | − εw ≥ − |q̄ − wj | ,

which yields:
q̄ − q̃j ≥ −εw .

So, the most men-friendly outcome implemented by a woman
will be:

qw
j ≡ q̄ − εw .
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Reserving positions

• Under what conditions won’t any man run against this woman?
• A man k would run against this woman j is he prefers q̃k to be
implemented and he is sure to win, i.e. if:

q̃k − qw
j ≥ εM , and q̃k − qm < qm − qw

j .

So, the most women-friendly outcome implemented by a man
will be:

qm
j ≡ qw

j + εM = q̄ − εW + εM .

No woman run unopposed in the absence of reservation if:

εW −
1
2εM > q̄ −m.

• A high cost of running prevents women to compete for office.
Only women with extreme women-friendly preferences will run.
But if the cost of running is low for men, a man may compete
→ 2-candidate equilibrium.
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Reserving positions

2-candidate equilibrium

• Under what conditions will a woman agree to run against an-
other candidate?

• Both candidates need to have the same chance of winning (sym-
metry with respect to m). The outcome implemented by the
most women-friendly woman is (1 − α)q̄. So, the largest dis-
tance between candidates is 2m−2(1−α)q̄. The most extreme
woman agrees to run if:

1
2 {− |(1− α)q̄|}+1

2 {− |2qm − (1− α)q̄|}−εW ≥ − |2qm − (1− α)q̄| ,

which yields:
εW ≤ qm − (1− α)q̄.
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Reserving positions

• So, no woman runs against another candidate if:

εW > qm − (1− α)q̄.

A high cost of running prevents women to compete for office.
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Reserving positions

• Other theoretical result: Reservations for women can increase
or decrease women’s welfare and that of the median voter.

• How increase?
• Intuitive.

• How decrease?
• If nobody runs because of reservations, then the default pol-

icy will be implemented, which might be less favorable both to
women and to the median voter.
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Reserving positions

Reservations for women: empirical evidence

• Compare equilibrium policies in reserved villages to policies in
non-reserved ones, and look at whether policies in reserved ar-
eas reflect women’s preferences more than in non-reserved ar-
eas.

• Remember that reservations for women were randomly assigned.
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Reserving positions

Share of women among Pradhans.
Source: Chattopadhyay & Duflo (2004)
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Reserving positions

Comparing preferences

Issues raised by women and men (complaints).
Source: Chattopadhyay & Duflo (2004)
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Reserving positions

• Drinking water, road improvement and welfare programs were
the issues most frequently raised by women.

• Road improvement, irrigation, drinking water, and education
were the issues most frequently raised by men.

• The hypothesis that the distributions of men and women com-
plaints are the same is rejected.

• The hypothesis that the complaints in reserved and non-reserved
villages are drawn from the same distribution is not rejected.
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Reserving positions

Comparing policies

Public goods provision.
Source: Chattopadhyay & Duflo (2004)
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Reserving positions

• The gender of the Pradhan affects the provision of public goods.
• Significantly more investments in drinking water in villages re-
served for women (consistent with women complain more about
water).

• The effect of reservation on the quality of roads is positive in
West Bengal and negative in Rajasthan (consistent with differ-
ences in complaint data).

• Unexpected result: no significant effect of reservation on irri-
gation in West Bengal.
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Reserving positions

Reservations for minorities

Rohini Pande, 2003. “Can Mandated Political Representation Increase Policy Influence
for Disadvantaged Minorities? Theory and Evidence from India,” American Economic
Review, American Economic Association, vol. 93(4), pages 1132-1151, September.

• Reservations of seats for low-caste legislators are updated ev-
ery 10 years following the Indian census. New reservations are
implemented for the next election, which create discontinuous
jumps in the number of reserved seats.

• Why should such reservations change policy outcomes?
• Reservations ensure representation of groups that would be oth-

erwise under-represented (e.g. because high cost of running)
and might influence policies (in favor of groups for which seats
are reserved).

86 / 90



Political Economy - Lecture 1: From social choice to political economy
Empirical evidence on political competition

Reserving positions

• Estimation strategy:

Spending = β0 + β1Share of reserved seatss,t + δt + δs + . . .

• Targeted policy outcomes: job quotas for low-caste members,
welfare expenditure targeted to SC or ST.
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Reserving positions

Targeted policy outcomes.
Source: Pande (2003)
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Conclusion

• The median voter theorem provides a useful benchmark for vot-
ing models.

• Explain convergence.
• Predict that changes in the median voter’s preferences induce

policy changes.

• But the median voter theorem fails in many dimensions.
• Understanding politicians’ motivation and the way they compete

is important.
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End of lecture.

Lectures of this course are inspired from those taught by
D. Acemoglu, Y. Algan, R. Durante, and B. Olken.
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