
Second year exam question corresponding to first half of BPP course on
Political Institutions

1. Suppose a setting like that in Barro (1973), where an infinite pool of
identical politicians is available. A voter appoints a politician in period 1, and
must decide whether to reelect her in each period or appoint a new one. The
politician has discretion over a $1 budget each period and must decide an amount
x to steal, leaving 1-x to the voter. The voter commits to a retrospective voting
rule {X1, X2, X3, ...} such that if in period t the politician steals at most Xt

then she is to be reappointed. Voter and politicians have the same discount
rate δ and their utility for money is the identity function.

a. Characterize the optimal retrospective voting rule. Is it important that
the voter can commit to a voting rule?

2. Suppose the same setting, but now a piece of legislation has mandated a
term limit whereby the politician can be reelected only once.

a. Does this help the voter?
b. Is the voter better off, worse off, or the same if we assume he cannot

commit to a voting rule?
3. (for bonus points) Would it help to extend term limits so that the politi-

cian can be reelected twice rather than just once? How does this answer depend
on the voter being able to commit?

Answer
1. a. Voter sets sequence {X1, X2, ...}. For politician to behave, Xt must

satisfy Xt + δVt+1 ≥ 1, were Vt+1 =
∑
i=t+1 δ

i−tXi. Because the voter prefers
to leave no rents, Vt = Xt + δVt+1 = 1. For the politician not to deviate, the
sequence {X1, X2, ...} must always satisfy that last equality, meaning

Vt = 1 = Vt+1,

and consequently that all cutoffs Xt are the same and equal to X = 1 − δ.
Given this, the voter is always indifferent between reelecting or appointing a new
politician, which renders the commitment assumption irrelevant. The voter’s
payoff is δ

1−δ .
2. a. Under commitment, the voter stipulates two cutoffs X1,X2 respectively

for a politician’s first and second terms. For the politician not to steal everything
immediately, these cutoffs must satisfy:

X2 = 1

X1 + δX2 = 1,

so
X1 = 1− δ,

yielding the voter

U = δ + δ.0 + δ2.δ + δ3.0 + δ4.δ + ... =
δ

1− δ2
.
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This does not help the voter, as

δ

1− δ2
<

δ

1− δ
.

b. Under no commitment, the voter would not reappoint a politician that
stole just X1, to avoid receiving zero in the following period. Knowing this, the
politician steals everything in her first term. In equilibrium the voter obtains
zero, so she is worse off by not having commitment under term limits. The lack
of commitment did not harm the voter without term limits.

3. Under commitment, with two reelections allowed the voter would specify
cutoffs X1,X2,X3, satisfying

X3 = 1

X2 + δX3 = 1

X1 + δX2 + δ2X3 = 1,

so

X3 = 1

X2 = 1− δ
X1 + δX2 + δ2X3 = X1 + δ (1− δ) + δ2 = 1

X1 = 1− δ.

As a result, in an equilibrium with commitment the voter gets

U = δ + δ.δ + δ2.0 + δ3.δ + δ4.δ + δ5.0 + ...

= (1 + δ)
(
δ + δ4 + δ7 + δ10 + ...

)
=
δ (1 + δ)

1− δ3
>

δ

1− δ2
.

In general, allowing T reelections yields the voter U (T ) =
δ(1+δ+...+δT−1)

1−δT+1 , which
satisfies U (T ) > U (T − 1) for all T . In other words, under commitment, it is
best to allow for as many reelections as possible. Under no commitment the
voter gets zero regardless of the number of reelections.
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