
Political Institutions Fall 2009
Problem set #1

The due date for this assignment is Friday November 6.

1. Consider the game of in�uence in �Bribing Voters,�but modify one aspect. Instead
of having committee members casting their votes simultaneously, suppose they do so
sequentially, so that each voter can observe the votes cast before her. Consider now
that the principal has o¤ered a �pivotal bribes�scheme. What is the subgame perfect
equilibrium of the game?

2. Consider the Coate and Morris setup.

(a) Demonstrate that we cannot have ine¢ cient transfers if voters know the politician�s
type.

(b) Demonstrate that we cannot have ine¢ cient transfers if voters can commit to a
particular voting rule.

(c) Demonstrate that it is possible to obtain, for suitable parameter values, a di¤erent
type of ine¢ cient equilibrium in which socially valuable projects do not get carried
out.

3. Consider a society where a policy maker will select policy x 2 [0; 1]. There are two
interest groups. Group 1 and Group 2. Both groups are willing to pay a �xed cost
fi � 0; i = 1; 2 in order to set up lobbying capabilities, i.e., to �organize.�A group that
has organized is in a position to make contributions ci to the policymaker in order to
attempt to sway the decision of the latter. A group that is not organized cannot make
contributions and hence cannot in�uence policy.

The policymaker cares both about policy and money. Her preferences are as follows:

U(x) + c1 + c2 = �x2 + x+ c1 + c2

while those of the interest groups are,

Vi (x)� fi � ci;

with V1 = �x2 + 1; and V2 = �x2 + 2x. Note the �xed costs are a waste in that the
policymaker does not bene�t from them (nor does anyone else).

The timing of interaction in this society is as follows. 1) Both interest groups decide,
simultaneously and noncooperatively, whether to organize. 2) The organization deci-
sions become known to everyone, and whomever is organized makes contributions ci (x)
to the policymaker in the form of a schedule of contributions contingent on the policy
that is �nally chosen. If both groups are organized, contributions are made simultane-
ously and noncooperatively, and you should assume that a Truthful Nash equilibrium
is played. 3) Knowing the contributions o¤ered, the policymaker selects policy.

All payo¤ functions and the structure of the interaction are common knowledge.
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(a) Solve for the policy that the policymaker would select when no group gets orga-
nized.

(b) Solve for the policy that each interest group will induce when being the only group
that is organized.

(c) Suppose that fi = "; i = 1; 2, where " is a number strictly greater than zero but
arbitrarily small; what is the subgame perfect equilibrium of the game in terms
of organization decisions and implemented policy? Comment on the e¢ ciency
properties of this equilibrium, especially in relation to the e¢ ciency properties of
the equilibrium in Grossman and Helpman (1994).

(d) You are asked to participate in a debate on the ways to curb business in�uence
on policy. The government can use one of two anticorruption measures, given its
technical and enforcement capabilities. One thing the government can e¤ectively
do is stop one interest group from organizing altogether. Or it can make organi-
zation very tedious for both groups, raising the wasteful organization costs f for
both groups. There is no limit to the government�s ability to raise the �xed costs
of organization. You are asked to select the anticorruption policy that would
be more appropriate to eliminate ine¢ ciency and waste. Brie�y explain which
measure would you favor and why.

(e) How would you use this model to study the causes and consequences of lobbying
in relation to the pharma industry? What limitations would you �nd in applying
this model?
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