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3.5

Consider the following variant on the model of informative cam-
paign finance in Section 3.3. As before, there are two strategic
actors: an incumbent and a voter, though now there is uncertainty
about the challenger’s type rather than the incumbent’s. In partic-
ular, the voter believes the incumbent to be “good” with certainty,
whereas the voter’s prior belief is that the challenger is “good” with
probability ¢ and “bad” with probability 1 — ¢, where as before the
marginal benefit to the voter of electing a good type is # > 0. The




image8.png
incumbent has verifiable information about the challenger’s type
(e.g., because of opposition research) and may communicate that
the challenger is “bad,” if this is the case, through advertising. As
before, the voter suffers a cost of ¢ > 0 if the incumbent advertises
and is elected. All other elements of the game are identical to the
model in Section 3.3.

Solve for the condition on parameters such that there is a sep-
arating equilibrium in which the incumbent advertises if the chal-
lenger is bad. How do your results differ qualitatively, if at all,
from the case examined in Section 3.3 in which the incumbent has
verifiable information about her own type?
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3.6

Consider the following environment. There is a continuum of rich
(r) citizens of mass a € (0, 3), each of whom has pre-tax income
equal to one. In addition, there is a continuum of poor (p) citizens
of mass 1 — «, each of whom has pre-tax income equal to zero. At
issue is the tax rate 7 € [0, 1] assessed on the incomes of the rich:
when the tax rate is 7, any rich citizen has post-tax income of

1—7,
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whereas any poor citizen has post-tax income of

Q(T—Tz).

1-a

This may be derived as follows: a) there is a deadweight loss from
taxation that comes out of the government budget constraint equal
to proportion 7 of all tax revenue, b) tax revenue net of the dead-
weight loss is divided equally among the poor.

The following problems explore political conflict between rich
and poor in this environment using three alternative models of
policy choice:

(a) Hotelling-Downs: There are two political parties P = A, B,
each of which is office-seeking. Each party P announces a tax
rate 7p € [0,1]. Citizens vote for the party whose announced
tax rate maximizes their post-tax income. What is the tax
rate chosen by each party in equilibrium?
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(b) Campaign finance: There are two political parties P = A, B,
each of which is office-seeking. Each party P announces a tax
rate 7p € [0,1]. Citizens vote as in the model of Section 3.2,
where ug (7) is post-tax income for citizens in group g € {p,7}.
The rich are organized, whereas the poor are not. What is the
tax rate chosen by each party in equilibrium? What are the
contributions C4 and Cp chosen by the lobby in equilibrium?
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2.1 Consider a special case of the model in Section 2.1.1:

o There are three groups, g =1,2,3.

e Voters in group 1 have income y; = 1, voters in group 2 have
income yp = %, and voters in group 3 have income y3 = 0.

o Voters’ payoffs from redistributive transfers are given by

g (tgp) = v (yg +tgp) = In(yg +tgp) -

Find the policy tp adopted by each party P in equilibrium.
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2.3

Modify the model in Section 2.2 so that two parties, P = A, B, are
office-seeking rather than policy-seeking. Each party maximizes its
probability of winning. Assume for simplicity that the distribution
F of the random variable x,, is absolutely continuous and strictly
increasing for all z,, € R. Let v be the “median median,” that is,
F (v) = . Find the Nash equilibria of this model as follows:

(a) Without loss of generality, find party A’s best response (if it
exists) to all zp € R. (Consider three cases: xp <7, x5 > 7,
and zp = 7.)
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(b) Identify the set of Nash equilibria.
(c) Contrast the predictions of this model with those of the model
in Section 2.2.
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2.4

Consider the following electoral environment. Policy takes one of
two values, z € {0,1}. Two parties compete by adopting positions
in this policy space. Citizens vote for the party whose position they
most prefer and abstain if indifferent. With probability v € (3,1),
the median citizen most prefers = 0; thus, with probability 1—+,
the median citizen most prefers = 1. The election is by plurality

rule, with the winner chosen by an equal-probability rule in the
event of a tie.

(a) Office-motivated parties: Find all pure-strategy Nash equilib-
ria of the game in which parties care only about maximizing




image5.png
(b)

their probability of winning. (There are four strategy profiles
to consider.)

Policy-motivated parties: Label the parties P = L, R, and
assume that party L most prefers = 0, whereas party R
most prefers « = 1. Party L chooses x;, to maximize

7 (v, 2R) (= loL]) + [L -7 (2L, 2r)] (— |2&])
whereas party R chooses zg to maximize
m(wL,2g) (= oL — 1) + [1 = 7 (z1,2R)] (= lor — 1),

where 7 (2, zg) is the probability that party L wins, given
positions z;, and . Find all pure-strategy Nash equilibria of
this game.
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3.4 Consider the model of informative campaign finance in Section
3.3. Derive the condition for existence of a pooling equilibrium, in
which neither type advertises, as follows:

(a) Derive the probability that the good type wins in equilibrium.

(b) Derive the probability that the good type wins if she deviates
to advertising.

(c) What condition must hold for there to exist a pooling equilib-
rium? Interpret your result.




