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This paper applies economic theory to an analysis of behavior in the public 
sector. The model focuses on the division of interest between the public and its 
political representatives. The division of interest arises because the public office- 
holder is assumed to act to advance his own interests, and these interests do not 
coincide automatically with those of his constituents. The electoral process and 
some elements of the political structure are then analyzed as mechanisms which can 
be used to move the officeholder toward a position where the advancement of 
self-interest approximates the advancement of the interests of his constituents. 

In order to facilitate the analysis of political control, the theoretical model 
incorporates an extremely simplified version of the underlying "public interest." In 
section I an assumption of common tastes on private goods versus the single type of 
public good insures unanimous agreement among individuals on the ideal aggregate 
level of governmental activity. Given this unanimity, the model abstracts from 
differences of opinion among the public and focuses on the problem of the public's 
control over its political representatives. It should be stressed that the current 
analysis is intended to be complementary to previous work which has focused on 
divergent tastes for public versus private goods. 

Section II considers the behavior of the public officeholder in the absence of 
electoral control. A key element in this analysis is the existence of "political 
income," which, in a general model, would be derivable from pursuing 
governmental activities which favor consumer and producer interest groups. In the 
current model attention is limited to income which is derivable from over-payments 
to (competitive) factors of production. The potential for this type of income 
motivates the officeholder to press government expenditure beyond the level 
desired by the public. The important general conclusion is that the office holder, 
acting out of self-interest, will not automatically select activities in the public sector 
in accordance with the desires of his constituents. 

Section III describes the operation of electoral control within the framework 
outlined above. The basic conclusion here is that, even with a competitive supply 
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20 PUBLIC CHOICE 

of potential officeholders, electoral control is only partially effective as a 
mechanism for inducing the officeholder to advance the interest of his 
constituents. The extent to which this control is effective turns out to depend on 
the potential for political income as well as on some elements of  the political 
structure, such as the frequency of  election and political salary. 

Section IV considers the return to public office and suggests that the explicit 
salary wilt generally not adjust to the market-clearing level. The model views costly 
office-seeking activities, which result, at least in part, in a dead-weight social loss, as 
a response to the surplus income from public office. 

Section V analyzes the optimal choice of  some elements of  the political 
structure-poli t ical  salary, electoral frequency, and restrictions on length of  tenure 
in office. The effects of  these variables operate through two channels-first ,  in 
influencing the effectiveness of electoral control, and second, in affecting the 
amount  of  costly office-seeking activity. 

Section VI describes some extensions to the theoretical model. 

I. A Simple Mode/of  Public Choice with 
No Problems of PoEtical Control 

Consider an economy with two types of  goods; a private good, X, and a 
public good, G. Each individual receives utility from his own consumption of  X and 
from the total amount of  public output.  Hence, the i th individual's utility is 

U i = U(Xi, C).  

An important simplification in this modet 1 is that the utility function (in terms of 
ordinal properties) is assumed to be the same for all individuals. The purpose of this 
simplification is to maintain a manageable framework for analyzing some problems 
of  political control under indirect government. It is also assumed in the model that 
each individual receives the same exogenous amount of  teat income, w, which is 
measured in units o f  X. 

The production of public goods is assumed to involve a resource cost C(G), in 
units of  X. It is useful to separate out from total cost of  government the salary 
payment, Wp, to the officeholder (or, more generally, to the set of  public officials) 
who administers the expenditure. At this point, the salary is treated as exogenous 

1A similar model has been constructed by Buchanan, 1964. 
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and independent of G. Assuming a balanced budget, total taxes, T, are given, in 
units of X, by 

T = C ( G )  + w ( C ' ( G )  > 0 ) .  
P 

Taxes are assumed to be levied on an equal per-head basis; hence, the i th 
individual's liability is 

T .  = ,  N~T)= ~ - ~ - [ C ( G ) +  Wp] ,  

where N is the total number of individuals, which is assumed to correspond to the 
number of taxpayers. Throughout this paper, the number of taxpayers is assumed 
fLxed-in particular, this number is insensitive to changes in government tax and 
expenditure policy. 2 

The amount of public output which the i th individual would like produced is 
determined from the optimization problem, 

m a x i m i z e  U ( X  i, G) ,  
(1) 

s u b j e c t  t o  w = X.t + ~,4~r[C(G) + Wp].  
- t  

The solution to this problem involves the equation of the utility rate of substitution 
between private and public goods to the marginal tax share, 

0U/c~G 1 C , ( G ) .  
.... u / a x .  = (2) 

1 

This condition and the budget constraint in equation (1) determine the i th 
individual's optimal level of government output G* and the associated level of 
taxes, T* = C(G*) + w~. Under the assumption of common tastes and equal 
incomes, there is no disagreement across individuals on the values of G* and T*. a 
These values of G* and T* serve as targets 4 which are not generally fully attainable 
under indirect government, as discussed in the subsequent sections of the paper. 

2 T i e b o u t  (1956 )  argues tha t  the  sens i t iv i ty  o f  t he  n u m b e r  o f  t axpayers  to  g o v e r n m e n t  
po l i cy  is i m p o r t a n t  when  m o v i n g  costs are low.  I t  w o u l d  be in terest ing to  e x t e n d  t he  analysis in 
th is  d i rec t i on ,  t h o u g h  a sat is fac tory  t r e a t m e n t  w o u l d  also have to  cons ider  the  e f fec ts  o f  
g o v e r n m e n t  behav io r  on p r o p e r t y  values. 

3The  c o m m o n  cho ice o f  G*  and T *  can be genera l ized to  an e n v i r o n m e n t  o f  unequa l  
income i f  the  u t i l i t y  f u n c t i o n s  remain  the same across ind iv idua ls  and i f  the  app rop r i a te  
i nequa l i t y  in t ax  shares is i n t roduced .  As  Buchanan (1964 ,  p ,  229)  has shown,  the  general  
c o n d i t i o n  f o r  u n a n i m i t y  in th is  mode l  is t ha t  " t h e  income e last ic i ty  o f  demand  f o r  t he  pub l i c  
good  d i v ided  by the  pr ice  e las t ic i ty  o f  d e m a n d  mus t  be equal  t o ,  and opposed in sign to ,  t he  
income e las t ic i ty  o f  the  tax -p r i ce  schedu le . "  

4Since G*  depends on Wp in equa t i on  (1) ,  i t  is usefu l  to  t h i n k  o f  t he  target  G *  as 
co r respond ing  to  the  compe t i t i ve  value o f  Wp, w h i c h  w o u l d  be w in the  mode l  o f  sect ion I. 
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IL 

PUBLIC CHOICE 

The Behavior of  the Politician in the 
Absence of  Electoral Control 

This section considers the behavior of the public officeholder under the 
provisional assumption that his future status-in particular, reelection or 
non-reelection is independent of his actions in office. The crucial assumption made 
here is that the officeholder's objective is the maximization of his own utility.5 

Within certain limits, the officeholder is assumed to have control over the 
amount of public output. In a general context the limitations on this control could 
involve constitutional restrictions and the necessity for direct dealings with the 
legislature and the public. In this paper a model of indirect government is 
constructed in which the direct control on governmental activity involves only the 
requirement of a balanced budget and some limitations on the amount of excess 
payments that can be made to factors of production (see below). It is, however, 
assumed that Wp. and the pattern of tax incidence are set exogenously (perhaps at 
the consitutional level). 6 For present purposes, tax liabilities are determined from 

_1. an equal payment-per-head rule--T i = N(T). In section III it is further assumed that 
the administration of the electoral process and such electoral rules as the frequency 
of election and restrictions on length of tenure in office are outside of the 
officeholder's control. 

The officeholder receives income in two forms. First, there is the explicit 
salary income, Wp. Second, the officeholder is assumed to receive an additional 
amount of income, subsequently referred to as political income, which depends on 
his activities in office. In a general model the public officeholder could derive 
income beyond his explicit salary by pursuing governmental activities which favor 
consumer and producer interest groups. Some examples of these types of 
income-generating activity are excess payments to factors of production, tax 
loopholes and income transfers, special-interest production, and favorable 
economic legislation. 7 In this paper the analysis is limited to political income which 

5Similar ly, Downs (1957, p, 28) assumes that  poli t icians "'act solely in order to  attain 
the income, prestige, and power which come f rom being in of f ice . . . .  their  only goal is to reap 
the rewards of  being in of f ice per se." However, he then argues (pp. 30-31) that this objective is 
equivalent to the objective of  maximizing voter support. In my model electoral support enters 
into the problem but  is not  equivalent to  the basic objective. In fact, the behavior of the 
pol i t ic ian described in section III emerges f rom weighing the gains f rom reelection against the 
gains f rom non-reelection. Niskanen (1971, Ch, 4) considers several alternative objectives fo r  a 
bureaucrat, and ends up using the objective of budget maximization.. 

6The dist inct ion between the consti tut ional and the operational level o f  decision-making 
has been stressed by Buchanan and Tul lock (1962, Ch. 3). 

7In general the income-generating potential o f  such activit ies as tax loopholes and 
income transfers, special-interest product ion, and favorable legislat}on would depend on the 
relative concentrat ions o f  the benefited and injured groups. This aspect has been stressed by 
Stigler (1970, 1971). 
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is derivable from excess payments to factors. This limitation affects the conclusions 
regarding the form of governmental activity, but would not seem to affect the 
general form of the analysis of electoral control and of political structure, which is 
carried out in sections III-V, below. 

There are various possible forms in which political income can be transacted. 8 
Two examples which fit well into the model of excess payments to factors are: (1) 
payments from recipients of government contracts in such forms as campaign 
contributions, increased business with a politician's law firm, promises of future 
employment, and lecture fees; and (2) provision of personal services, particularly 
during political campaigns, from holders of public employment. In this model 
political income is treated as an explicit income flow to the officeholder. 9 

The important question is the relationship between the amount of political 
income received from factors and the level of governmental activity. The amount of 
political income is determined by the amount of overpayment to factors and by the 
fraction of that overpayment which the officholder is able to recoup as personal 
income (for example, by the payment methods described above), tn general, the 
maximum amount of factor overpayment will depend on the total production cost, 
which is taken to be fixed technologically at C(G), and on the nature of the pubtic 
control apparatus which is designed to limit overpayment to factors. Some 
institutional arrangements which can limit factor overpayment are competitive 
bidding for public contracts and civil service "merit" systems. Since, in general, 
greater limitation on overpayment wilt require greater public expenditure in the 
form of information and control systems, it is itself an interesting problem to 
determine the optimal extent of this control. The current analysis is an input to 
this problem, since the results can be used to evaluate different levels of control. 
For the current analysis, it is assumed that, given the existing control structure, the 
amount of factor overpayment, denoted by ~,  is determined as a function of the 
underlying cost of public production, C(G) - notationally. 

Factor overpayment =_ ~ =  ~ [  C(G)], 
where ~* (C) > 0 and • (0) = 0. It is being assumed here that differences between 
the actual amount and the maximum amount of overpayment can be ignored-see 
the discussion in n. 11, below. In some of the subsequent analysis, it is assumed 
that the existing control apparatus is sufficiently strict so that the fraction of public 
outlay which goes to factor overpayment is small--that is, q2~(C) ( ( t is assumed. 
However, the general form of the analysis does not depend on this condition. 

8Some examples are discussed in Stigler (1971, pp. 12-131. 

9Some types of implicit political income, such as satisfaction f rom carrying out  pet 
projects and enhanced power and prestige related to a greater volume of  expenditure under the 
politician's control ,  wou ld  have a similar influence on the officeholder's behavior. However, in 
order to encompass these types of income, the model would have to be modif ied to deal wi th  
imperfect substitutability between political income and expl ic i t  salary. Di f ferent  forms o f  
political income may also have different implications for social cost. 
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Given the amount of  factor overpayment,  the amount  of  political income is 
determined by the fraction of that overpayment which the officeholder is able to 
recoup as net personal income. Political income will fall short of ~ on four counts: 
(1) the extent that factors receive a net share of  the excess payments, (2) the extent 
that factors expend resources in the competit ion for lucrative government work, (3) 
the extent that the officeholder expends resources in the search for receptive 
clients, and (4) the extent that resources are consumed in the process of  
transacting-in particular, in the concealment of  the transacting of-pol i t ical  
income. The first element can be eliminated by assuming a competitive supply of 
factors. Under these circumstances, the second and third elements may also be 
unimportant.  In any case, to reflect the presence of the last three elements, it is 
assumed that net political income, denoted by (13, is a postive, but less than 
one-to-one, function of gal. Since xI/is itself a positive function of C(G), it follows 
that 

Political income ~ ~ = cI3[C(G)], 

where 0 < ~ t  (C) ( ~ t ( C )  and ~ (0) = 0. It is assumed that the marginal effect of  C 
on ~ diminishes as C r ises- that  is, ~ "  (C) ( 0 .  This condition can reflect either the 
increasing difficulty of  concealing additional political income as the total amount 
of  political income rises, or the working of  the control apparatus to achieve a 
greater limitation on additional factor overpayment as the total amount of  
overpayment rises. It is also implicitly assumed in the maximization below that 
the combination of  these two forces is sufficiently strong so that the marginal 
contribution of  C to political income, ~ (C) ,  becomes negligible at a sufficiently 
high value of C. 

Assuming a balanced budget, total taxes are now given by 1° 

T = C(G) + ~(C) + Wp = C(G) + [~I¢(c) - ~(C)] + ~(C) +Wp. (3) 

The positive term, [~(C) - ~(C)] ,  corresponds to the portion of factor 
overpayment which is not recouped as net income by the officeholder. Given the 
assumption that none of this portion of  the overpayment is reflected as a net 
increase in factor income, this amount constitutes a dead-welght social loss. 

l OThis expression neglects the resources wh ich  are expended in the publ ic  con t ro l  o f  
f ac to r  overpayments .  A n y  costs o f  th is  t ype  w o u l d  add to  the  te rm,  [~'~C) - (T~(C)] ,  as an 
e lement  o f  dead-weight  social loss. 
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The politician's utility depends on his own consumption of private goods, Xp, 
and on the amount of public output-that  is, 

Up = U(Xp, G). 

The utility function is assumed to be identical to that of non-politicians. Therefore, 
although the officeholder is assumed to be totally self-interested, he does reflect the 
interest of his constituents in the sense of sharing their common tastes for public 
versus private goods. Assuming that the officeholder also assumes his per-head share 
of the tax burden, Tp = (1/N)T, he will choose G to maximize Up subject to his 
budget equation, 

~(C) + Wp = Xp + (l/N) [C(G) + vii(c) +Wp]. (4) 

Hence, treating Wp as exogenous, the officeholder's choice of public output, 
denoted b y e ,  is determined from the marginal condition, 

 u/OG 1 
= C ' ( G )  [1 + , y ' ( C )  - N ¢ ' ( C ) ] .  (5) au/ax N 

P 

This condition, together with the politician's budget constraint in equation (4l, 
determines ~,  and therefore also determines the amount of factor overnavment, 
= xI-'[C(C)], the amount of pohtlcal income "~ = ~[C(G)], and the amount of 
taxes, ~ = C(@) + ~ + Wp. 11 If the potitican's total income, ~ +  Wp, is the same as 
(or higher than, assuming that G is a normal good) the income in the civilian 
occupation, w, 12 it is apparent from equations (5) and (2) that the office holder 
will select a value of G that exceeds the publicly-desired level. 13 That is, since the 
officeholder subtracts the marginal contribution of G to political income from his 
share of marginal cost of public production, he is motivated to overextend public 
sector activity. 

11Th e current  analysis does not  distinguish between the max imum and the actual factor  
overpayment,  in fact,  the constraint  on the pol i t ic ian is ~ L t ~ L I  [C (G) ] .  This consideration 
implies tha t  the inter ior maximizat ion condi t ion in equation (5) is subject to the inequal i ty 

. • t 
condi t ion,  ( l / N )  ~ f (C)  < ~ ' ( C ) - - t h a t  is, the marginal ef fect  of  C-- through factor  
overpayment - -on the poli t ician's own  tax b=urden must be l e s s  than the d l rec~ef fect  or~po it ica 
!ncome. I f  this cond i t ion  is satisfied at C(G--'~), the pol i t ic ian wi l l ,  in fact,  sat ~ =  ~ [ C ( G ) ]  - - that  
is, equal to the max imum overpayment  at the given level of  C. 

12A compet i t ive supply of  homogeneous labor to  the two occupat ions--pol i t ic ian and 
non-pol i t ic ian--would insure an equal i ty in income, at least in the relevant long-run sense. S e e  

the analysis in section IV,  below. 

13Because of the overpayment  to factors, the marginal cost of  publ ic product ion in 
equation (2) wou ld  now be 1 C ' (G) [1  + ~ f (C) ]  , assuming that  all of  ~T~Lf(c) were viewed as net 
social cost. See section IV,  below. 
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It should be stressed here that the officeholder's behavior depeiads on the 
form of the political income function-in particular, on the assumption that this 
income can be generated only through overpayments to factors. If such interest 
group activities as tax loopholes and income transfers, special-interest production, 
and economic legislation were introduced, there would be other aspects in which 
the activity of the officeholder would diverge from the (general) desires of his 
constituents. However, this extended model may also introduce some complications 
concerning divergent interests among the public. 14 For the purpose of analyzing 
the workings of  electoral control and the effects of some political structure 
variables in the next section, it seems useful to abstract from these additional 
complications and to focus on a model which permits unanimity among the public 
and which involves only one dimension of disagreement between the public and its 
political representatives-namely, the level of G. 

III. The Workings of  Electoral Control 

The public officeholder is now assumed to be subject to periodic elections. 
The incumbent officeholder is assumed to have no control over the conduct of 
these elections-in particular, the electoral frequency and any eligibility criteria for 
candidates are determined exogenously-for example, at the constitutional levet. 15 
In evaluating a candidate at these elections, individuals are assumed to be concerned 
only with the amount of public spending and associated taxes that the candidate 
would enact while in office. In particular, candidates are viewed as identical with 
respect to political income functions, 16 Since there is only one type of public good 
and since the incomes, tax shares and tastes are the same for all individuals, there is 
no difference of opinion in evaluating alternative programs of government 
expenditures and taxes. Basically, the public is faced with a situation where the 
politician, once in office, would like to produce ~ which differs from G*. The 
electoral process is an instrument which, through the threat of non-reelection, can 

14Th is  compl icat ion does not  arise in t he  cu r ren t  mode l ,  since fac to rs  of product ion  are 
compe t i t i ve  and do  no t  end up w i t h  any  net  increase in the i r  income.  A l t e r n a t i v e l y ,  u n a n i m i t y  
could be preserved by assuming tha t ,  ex  aT~t¢, al l  i nd iv idua ls  v i ewed  themselves as equa l ly  l i ke ly  
to  share in the  excess fac to r  p a y m e n t ~  

15Sinc  e the  condi t ions for  unan imi ty  are met  in th i s  mode l ,  there  is no need to  spec i fy  
any add i t i ona l  r u l e s f o r  the  vo t i ng  process. 

16Hence,  there  is assumed to  be no perceived d i f ferent ia l  w i t h  respect to  polit ical  
connect ions or "'honesty," w h i c h  w o u l d  a f f ec t  t he  (£T)function. The  model  can be u t i l i zed  to  
consider the  e x t e n t  to  w h i c h  an ind iv idua l  w h o  refuses to  accept  any  polit ical  income wi l l  1) 
f i n d  i t  advantageous t o  enter  po l i t i cs ,  and 2) be at  a f inancial  disadvantage once he is in of f ice.  
Some related aspects on  the  benef i ts  o f  " i m m o r a l i t y "  in po l i t i cs  have been discussed by  
Buchanan and T u l l o e k  (1962 ,  p. 303) .  N iskanen (1971 ,  Ch. 17) has stressed t he  idea t h a t  
honest  gove rnmen t  has very  l i t t l e  to  do  w i t h  good gove rnmen t .  
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be used to induce the officeholder to select a value of public output which is closer 
to G*. tn the current model where G* < ~ ,  the electorate can use this instrument 
by specifying a control level ~,17 where G < ~ ,  such that the incumbent is 
reelected if G < G ,  and is not reelected if G > G .  The optimal choice of G depends 
on t h e  officeholder's reaction to different levels of  this control. For a given value 
of G, the officeholder would have two options: 

I) Non-reelection, in which case his optimal amount of  public output 
during the current term is ~ ,  which yields political income of "@ = 

[ c ( ~ ) ] ,  or 
II) Reelection, in which case his optimal amount of  public output  during 

the current term is G, which yields political income of 

The officeholder evaluates the two options by comparing the alternative utility 
flows. The analysis is much simplified if, as an approximation, the comparison can 
be carried out in terms of the present values of  the two alternative income 
steams. TM Making this approximation, the comparison depends on the values of 
some parameters which have yet to be specified: (1) The time interval between 
elections, which is denoted by r. (2) The total amount of  time which the politican 
is considering spending in the political office (the political horizon), which is denot- 
ed by h. .9 It is assumed that h/r = n, where n is an in teger- that  is, the politician 
does not consider the abandonment of  office in mid-term. If there is an exogenous 
(say, constitutional) constraint to a maximum of m terms in office, then n = m when 
this constraint is effective. Restrictions on direct succession are basically similar to 
reductions in h. (3) The politician's pay in an alternative civilian occupation, which 
is assumed to be w, the general level of  income for non-politicians. (4) The 
politician's discount rate, r, which is assumed to be constant over time. 

Consider first a politician who is planning to retire at the end of the current 
t e r m - t h a t  is, h/l"= n = 1. Clearly, the threat of  non-reelection is of  no concern to 
such a politician. Hence, within the current model, his optimal policy for the 

17~t  this point,  the control  could equivalently be expressed in terms of  taxes a s ?  = 
C(G) + U~[C(G)] +Wp: A dynamic difference between the tax contro l  and the public output  
control  could emerge m a model where C(G) shifts over t ime and where the public becomes 
aware o f  these shifts on ly  gradually, For example, the short-run ef fect  o f  an inter-government 
grant would be d i f ferent  if the public looked direct ly at taxes and did not realize immediately 
that C(G) has shifted downward by the amount o f  the grant. 

18This approximat ion neglects the of f iceholder 's own concern about overproduct ion of  

public goods, 

19More realistically, the relevant horizon should include at least some por t ion o f  the 
t ime which the pol i t ic ian wishes to spend in other poli t ical offices. Further, the existence of 
pol i t ical  parties may have the ef fect  of  raising h--see below. 
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current term will be to set G = ~  and therefore to obtain a total income of 
+ Wp. The basic difficulty here is that there is no mechanism in the model for 

control over lame-cluck officeholders. One possible mechanism, which has been 
suggested in context of controlling enforcers by Becket and Stigler (1972, 
section 3) is to institute a pension scheme (or some other scheme of contingent 
prizes) which is contingent on "adequate" performance during the final term of 
office. It seems plausible that one function of political parties is, in fact, to provide 
such a mechanism of control-for  example, through appointments (based on 
previous performance) for ex-officeholders. However, for the present analysis, this 
type of control is not introduced and it is therefore supposed that ~ + Wp is the 
politician's income during his final term. 20 

Consider now the situation of an officeholder who would like to be reelected 
for just one additional t e rm- tha t  is, n = 2. Under non-reelection, the officeholder 
receives /~  + w~ for the current term of length 7", and-not  having been 

F 
reelected-the alternative pay, w, for the next period of length ~. The present value 
of the income associated with non-reelection, over the horizon of length h = n'r, is 
then 

1 e - r 7  -r~" 1-e -r7 
(~  + Wp)(, - r  ) + w e  ( r )" PV I 

Suppose that the electorate sets the reelection control at G(2), where the 2 in 
parentheses denotes the number of terms which the officeholder would like to 
serve. Suppose that the associatedpotitical income is ~(2). The politician who opts 
for reelection will then receive ~ (2) + w~ over the current term of length ~" 
and-having been reelected-will receive '@ i' + Wp over the next term of length z 
The present value associated with relection is therefore 

Wp)(.1 -_~ -r 'r  e-r ' r  1-e-r ' r  
PVII= ($(2) + ) + (~ + Wp) ( r )" 

The politician will opt to be reelected and will therefore set G = G(2) when 
PVii > PV I -  that is, after rearranging terms, when 

¢ - ~ ( 2 ) <  e - r ~ ( 8  + w - w) .  (6) 
P 

20Even  w i t h  a scheme o f  con t r o l  based on pensions or  f u t u r e  a p p o i n t m e n 2 ~ i t  is clear 
t h a t  the  e f fec t i ve  income to  the  po l i t i c i an  du r i ng  the  last t e r m  canno t  be tess than  W +  Wp. The  
more  in terest ing aspect o f  t he  c o n t r o l  is t h a t  i t  w o u l d  change t he  value o f  G w h i c h  is chosen by  
the  o f f i c e h o l d e r  du r i ng  his f i na l  te rm.  
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In order to opt for reelection, the politican's loss in income during the current 
t e r m - ~ - ~  (2)-must be less than the loss during the next term from not being 
reelected-~ + w~- w discounted by e -rr, since this loss applies to a period which 
is advanced by a time 7" into the future. 

_ The question immediately arises as to whether any value of G(2) < 
((1)(2) <@) is consistent with the politician's opting for reelection. From condition 
(6), the necessary condition is 5~ + w_ > w-that  is, the total potential income 
from public office must be attractive Pin the first place, in the sense of being 
superior to the alternative income. Subject to the condition, there is room for 
electoral control in the sense that values of ~(2) < 8  exist which satisfy condition 
(6). 

Consider now the choice of the optimal value of ~(2) w h e n ~  + Wp)W 
applies. As G (2) is reduced below~', cb (2) falls below Cband the loss from reelection, 
which appears on the left side of condition (6), rises. However, as long as this loss 
remains below that from non-reelection, which is given on the right side of 
condition (6), the politician would still opt for reelection. A sufficient reduction in 
G(2) would raise the left side sufficiently to equal the right side. At this point, the 
politician would be just indifferent between the two options, and a further 
reduction in ~(2) would cause him to opt for non-reelection-that is, to produce 
public goods at level ~ .  Clearly, it will be non-optimal for the electorate to set its 
control below this balancing level. Therefore, if this level of G(2) is still above the 
target, G*, 21 the optimal control policy will be to set ~(2) marginally above this 
level so as to just induce the politician to accept reelection by producing at level 
G(2). 22 The case where the balancing level of output is still above G* determines 
an interior solution for G'(2) which is given by 

~(2)  ~ ~ ( 1 - e  - r r )  + ( w - w ) e  - r r  (7) 
P 

The equality is approximate since ~(2) would actually be set so that qb(2) exceeds 
the right side of equation (7) by a small amount. The allowable amount of political 
income, as determined in equation (7), is a weighted average of the maximum 
income, "@,, and the differential between alternative pay and explicit political 
sal__~y, w-wp.  Since "~ '+ w - > w  was assumed above, it follows that (W-Wp) 
~qb(2) < rqW-that is, the tota~ current income from office, ~b(2) + Wp, is greater 

21The relevant target di f fers somewhat f rom the value of G* derived in section I 
because of  the overpayment  to  factors. However,  when ~ t (C)  <~ ~ 1, the di f ference turns o u t  
to be negligible, See section V,  below. 

22Even if ~ C ( G * ) ]  +Wp ~ w and there is a compet i t ive supply o f  potent ia l  
officeholders, the existence of the f in i te,  uncontro l led period "~implies tha t  G(2) wi l l  generally 
exceed G*.  This conclusion would  be modified if campaign promises were re levant-- for  
example, if these promises were binding as legal contracts, 
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than the alternative pay, w, but tess than the maximum income, '~  + Wp. Increases 
in "~ or in (w- w_) raise ~(2) and therefore raise (7(2). An interpretation of the 
salary effect is that't an increase in w - Wp reduces the loss from not being reelected 
on the right side of equation (6), which implies that a higher current political 
income, ~(2), is needed to motivate reelection. Since'@ + Wp .-~w, it also follows 
from equation (7) that an increase in 7 raises ~(2) and ~(2).  The reasoning here is 
that an increase in 9" reduces the loss from non-reelection, since this loss is 
discounted on the right side of equation (6)_by e -rf. Accordingly, the politician 
requires a greater current political income, ~(2), in order to continue opting for 
reelection. A shift hi the ~ function has an ambiguous effect on ~(2). A downward 
shift in this function implies a reduction in the current political income which is 
needed to motivate reelect ion-that  is, q)(2) decreases from equation (7). However, 
since the ~ function has shifted downward, the lower value of  ~(2) need not be 
associated with a lower value of G'(2). From equation (7), it follows that a purely 
proportional downward shift in the ~ function will lower C,(2) if and only if 
Wp > w .  

The interior solution described in equation (7) applies only when the implied 
value of ~(2) is at least as large as G* that is, only when ~(2) > dp* = (I)[C(G*)]. 
When the value of (I)(2) determined from equation (7) is below cI3*, the indication is 
that the politician would accept reelection even with a current political income 
below lib*. However, since the electorate does not desire to drive G below G*, G(2) 
would actually be set equal to G* in this situation (see u. 20, above). Hence, the 
politician would, in this case, be receiving a certain excess of current political 
income over the amount which would be necessary to motivate reelection. For 
given values of  the other parameters, the position of  qb(2), as determined in 
equation (7), relative to qb* depends on w... In particular, a sufficiently low value of 
Wp can always insure ~(2) >/i13., in whicht'case ~(2) and G(2) would be determined 
from the interior solution in equation (7) and no "excess" of political income 
would accrue to the politician. It turns out that the optimal public choice of  w~ 
(perhaps determined at the constitutional level) will always be such that thlYs 
interior solution applies, unless negative values of w~ are excluded. The choice of 
an optimal value for Wp is considered in section V, be~'ow. 

Consider now the general situation where the politician would like to serve n 
terms of office (including the current one), where n ~/- 2. For non-reelection the 
present value over the hor~on h = n7 is 

P V  I (~ + w ) ( 1 - e - r 7  o w e - ' r r (  ,1 - '~ - (n -1)v7  
P P p 

The alternative pay, w, is now received over the period from Tto h : nT. 
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The present value from reelection is 

P V I I  ( 1 - e - r ' r  - Wp) = - - )  [ ( ~ ( n )  + + e - r ' r ( $ ( n _ t )  4.- w ) + , . .  
r p 

+ e - ( n - 2 ) r r  ( $ ( 2 )  + Wp) + e - ( n - 1 ) r ~ ' ( $ ~  + w )], 
o p 

where alP(i), for i = 2 , . . . ,  n, is the allowable political income with i terms 
remaining to the horizon. As before, @ is the political income received in the last 
term. Suppose that q5"--(i) has been set optimally by the electorate for i = 2 . . . . . .  
n-1.23 In this case there must, in particular, be an equalization of the present values 
from the reelection and non-reelection options corresponding to (n-l) terms 
remaining. The relevant condition for equal present values with (n-l) terms 
remaining is 

$ + Wp)(. 1 - e - r 7  ( t - e  - ( n - 2 ) r ' r  
) + w e  -r~r ) =  

1 ~ r 

( l ' e - r T ) [ ~ ( n - 1 ) - -  + w ) + e - r T ( ~ ( n - 2 ) +  w ) 
r p p 

+ + e - ( n - 3 )  r~r ( • ( 2 )  + w ) + e - ( n - 2 ) r ' r  ( $  + w )]. 
. . "  p P 

Hence, PVII with u terms remaining can be simplified to 

PVll (, l-e-r7 p)] = r .) [($(n) + Wp) + e-r~( ̂ ¢ + w + 

( 1 - e - ( n - 2 ) r ' r  - 2 r 7  
) w e  

~r 

The political income, £b--(n), would now be set to equate PVII to PV1.24 The 
solution is identical to that obtained for n = 2 in equation (7)-that is, 25 

2 3 T h i s  approach  is essent ia l ly one o f  d y n a m i c  p r o g r a m m i n g ,  and has been used in a 
s imi lar  c o n t e x t  by Becket  and St ig ler  (1972 ,  sect ion 3). 

2 4 l t  is assumed here t h a t  t he  va lue o f  ~ ( n )  co r respond ing  to  the  equat ing  o f  P V I I  to  PV 1 
is at  least as large as G * .  T h a t  is, t he  discussion here is l im i t ed  to  t he  in te r io r  so lu t i on  f o r  
~ (n ) - - see  the discussion o f  G(2 ) ,  above, 

2 5 T h e  analysis can be ex tended  t o  s i tua t ions  where  ~,,  Wp /a~d w are expec ted  to  vary  
over  t ime.  In par t i cu la r  t he  h igher  the  an t ic ipa ted  g r o w t h  rates o f  ~ISand w . ~ e  at ve to  w t he  
more  e f fec t ive  the  cu r ren t  e lectora l  con t ro l  in the  sense tha t  t he  levels o f  ~ n )  and G(n)  are 
lower.  In o the r  wo rds  f o r  given cur ren t  values o f  ~ , ,  Wp and w,  e lectora l  con t ro l  is m o r e  
e f fec t i ve  w h e n  non- ree lec t ion  enta i ls  t he  exc lus ion  f r o m  ( re la t ive ly)  m o r e  lucra t ive  h igher- level  
o f f i ce .  
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" ~ ( n )  = $(l-e -rT) + (w - w )e  - r ~  , (9) 
D 

Hence, as long as n ~ 2 (andS,  Wp and w are constant over time-see n. 25, above), 
the amount of political income during ther current term, ~(n), and the associated 
output, ~:(n), are independent of the remaining number of terms which the 
officeholder plans to serve. However, when n = 1 the political income, ~i~1) =~, and 
the associated output, ~'(1) =~,, are higher than those for all n ~>2. This aspect of 

non-recumbent the final term in office implies that, in evaluating alternative " 26 
candidates, the electorate would prefer the candidate with the longer horizon, since 
this choice would lead-over t ime-to  a less frequent occurrence of lame-duck 
officeholders. However, this source of preference for a longer political horizon 
depends on the absence of a mechanism for controlling officeholders during their 
final term (see the discussion above and in section V, below). 

In the subsequent discussion the index n, which refers __t° the planned 
number of terms remaining, is suppressed when referring to q5 and G. The 
assumption that n ~ 2 is implicit. 

I V. The Return to Public Office 

Suppose that the current level of public output is determined according to 
the solution for G, which appears in equati__on (9). In this situation the officeholder 
receives the total current income stream, • + Wp. The amount of surplus income, 
denoted by v, is the difference between this total income and the alternative 
income stream, w. Using equation (9), the surplus income can be calculated as 27 

+ w  - w - - - ( 1 - e  - r z ) ( $  + w  - w ) .  IlO) 
p P 

261n a choice between an incumbent and and a non-incumbent candidate, a decision 
based on relative horizons could be inconsistent wi th the control  o f  incumbents based on past 
performance (that is, based on the level o f  G over the previous term in the above analysis). In a 
more general model it could be possible to consider mult ip le criteria fo r  electoral choice. 
However, to the extent that  the electorate considers relative horizons on other current 
characteristics o f  candidates, it is clear that  the control  over performance, p e r  se, wi l l  be 
lessened. 

27The lump-sum value of  of f ice is the present value of  the surplus income, v, as given in 
e=cluation (10), over the f i rst  (n- l )  terms, plus the present value of  the surplus income, 

th ~ +  Wp - w,  during the n term. This lump-sum value, V, can be determined as 

V = ( 1 - e - r ' r )  ( $  + Wp - w )  . 

The constant income f l o w  over t ime h (that is, over the fu l l  n terms) which would  yield a 
present value equal to V is 

( 1 - e  - r~"  
• ) ( $  + w - w ) ,  

1 - e  - r h  P 
which is above v when h ~c~, because the surplus income during the Bast term is above that in 
previous terms, Since the importance of  the f in i te  horizon in this model hinges, at least in part, 
on the lack of  contro l  over the f inal  term o f  of f ice,  i t  seemed m o r e  useful to  concentrate on the 
surplus income during the f i rst  (n- l )  terms, as given in equation (10). 
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The amount of surplus income increases with (~  + wp~ w), which was earlier 
assumed to be positive. The relationship between v and ('@" + w~ - w) is less than 

F 
one-to-one because of  the working of electoral control in equation (9). It also 
follow from equation (10) that v increases with ~'. 

When v ~ 0, there is an excess supply of persons who would be willing to 
assume public office-in fact, a large group of persons who would be willing to pay 
a positive sum for the privilege. The question is, what mechanism, if any, resolves 
the excess supply and produces an "equilibrium"? A natural possibility is that the 
explicit political salary, wp, moves to clear the market. In this simple model, which 
does not distinguish individuals according to "productivity" in public office or 
according to alternative earnings or occupational tastes, Wp would have to adjustto 
obtain v = 0; hence the market-clearing salary is 

Wp e = w - @. 

There are two principal problems involved with w~ moving to clear the market. 
• . • e i Ftrst, there xs no ~uarantee, or even a reasonable presumpnon, that Wp s 

non-negative. Since cp" may plausibly be several times as large as w, it is likely that 
the office would have to be auctioned off in order to clear the market. Secondly, 
even ff negative salaries are admitted or if the market-clearing salary is non-negative, 
the setting of Wp to clear the market will not generally be optimal from the 
viewpoint of the public. The salary of public officials is one element of public 
outlay and, in this respect, the public is motivated to keep these salaries as low as 
possible (abstracting here from the possibility that a higher salary might attract 
more "able" persons to public office). On the other hand, Wp is also one of the 
elements which feeds into the electoral control problem-in particular, a lower 
value of Wp implies, according t o  equation (9), that a higher value of G will be 
required to induce the politician to accept reelection. In fact, if Wp is set low 
enough to reach w,, e, the efficacy of electoral control would vanish, since w~ = 

e l~ -- E 
Wp = w- ~ implies, from equation (9), that G = @. Since a higher political salary 
increases the effectiveness of electoral control, the public will generally be willing 
to pay a salary which is above the minimum level which is necessary to attract 
people to public office. The determination of the optimal political salary is 
considered in section V. 

Suppose, for the reasons cited above or for other reasons, that Wp is such that 
v, as given in equation (10), is positive. In this situation considerable competition 
can be expected among political aspirants to attain public office. Hence, there is 
motivation to engage in costly office-seeking activities which, in a general model, 
would include campaigning at election times and various day-to-day activities of 
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political organizations. The extent to which this activity removes the surplus from 
public office would depend on the conditions which affect entry into the political 
industry. 28 Because the present simplified model treats all potential officeholders 
as identical, the model would have to be enlarged to permit a satisfactory treatment 
of office-seeking activity. In particular, some role for political information would 
have to be introduced. 29 For present purposes, the relevant consideration is the 
extent to which the electorate views the surplus to public office, as given in 
equation (10), as a net subtraction from individual disposable income. Total taxes 
can be written, using equations (3) and (10), as 

T =C(G)+ [ 9(C)- @(C)] +w+v. (n) 

Given G and w, equation (11) indicates a one-to-one relationship between v and T. 
However, in general, an increase in v will reduce the disposable incomes of 
individuals on a less than one-to-one basis. First, to the extent that the political 
industry is not fully competitive, an increase in v may be reflected as an increase in 
the income of some individuals-that  is, those individuals who own the monopoly 
rights in the political industry. Secondly, to the extent that the competit ion for 
public office involves transfer paymen t s - fo r  example, in the form of 
vote-buying-an increase in v may again be reflected as an increase in the income of 
some individuals. Finally, to the extent that office-seeking ac t iv i ty- for  example, in 
the form of political campaigning-provides entertainment value or (socially) useful 
information, 3° an increase in v may involve an increase in the benefits to 
individuals. For the purpose of analyzing some political structure variables in the 
next section, these offsets to the one-to-one relationship between v and T, as shown 
in equation (11), are neglected. This situation would apply to a perfectly 
competitive political industry in which the activities which exhaust the surplus to 
public office involve the expenditure of  real resources and do not convey any social 

28Wi th  the  ex is tence o f  po l i t i ca l  part ies, t he  cond i t i ons  f o r  en t ry  w o u l d  be a f fec ted ,  
among  o t h e r  th ings,  by  the  t r e a t m e n t  o f  m i n o r i t y  par t ies by  t he  legal system. 

2 9 S o m e  aspects o f  po l i t i ca l  i n f o r m a t i o n  are discussed in D o w n s  (1957 ,  par t  I I I ) ,  and in 
T u l l o c k  (1967 ,  Ch. 1). 

30 In  a d i f f e r e n t  c o n t e x t  H i rsh le i fe r  (1971)  has stressed the p o i n t  tha t  i n f o r m a t i o n  wh i ch  
is pr i va te ly  useful  may  no t  be usefu l  in a social sense. The  closer e lec t ions  are to  a zero-sum 
game, the  smal ler  the  social va lue o f  i n f o r m a t i o n  abou t  compe t i ng  candidates. Hence, one cou ld  
cons t ruc t  a compe t i t i ve  po l i t i ca l  mode l  in w h i c h  each cand ida te  cor rec t l y  bel ieves tha t ,  f o r  a 
given level o f  his opponen ts '  ac t i v i t y ,  he can a t t rac t  add i t i ona l  votes by  expend ing  m o r e  
resources  on the  prov is ion  o f  (p r i va te ly )  useful  po l i t i ca l  i n f o r m a t i o n ;  b u t  in w h i c h  the  

aggregate e x p e n d i t u r e  f o r  t he  p r o d u c t i o n  o f  po l i t i ca l  i n f o r m a t i o n  cons t i tu tes  a dead-we igh t  
social  loss. 
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benefits.31,32 The qualitative conclusions in the next section would not be altered if 
it were assumed instead that an increase in v reduced disposable incomes on a less 
than one-to-one basis. 

V. The Impact of  Some Political Structure Variables 

Given the electoral control policy which was discussed in section Ill, there are 
three elements of social "inefficiency" which characterize the political process. 
First, the amount of public output chosen by the politician differs from that which 
would be chosen directly by the publ ic- that  is, G > G *  in equation (9). Second, 
there is the dead-weight loss corresponding to the factor overpayment which is not 
recouped as net poJitical income- tha t  is, the term, xI*- ~, in equation (11). Finally, 
there is the dead-weight loss from office-seeking activity, which is assumed to 
correspond to the full surplus income from office, v, as given in equation (10). aa 
The amounts of the three inefficiencies depend on some aspects of  the political 
structure which may be subject to public control (for example, at the constitutional 
level). This section discusses the optimal choice of  political salary, electoral 
frequency, and restrictions on length of tenure in office. 

31 I t  shou ld  be no ted  tha t  an increase in e lectora l  f r e q u e n c y - - t h a t  is, a fa l l  in "/ in 
equa t ion  ( 1 0 ) - - I e a d s t o  a decrease in v, and t he re fo re  to  a d e c l i n e  in t he  a m o u n t  o f  c o m p e t i t i v e  
off ice-seekir~g ac t i v i t y .  Th i s  conc lus ion  con f l i c t s  w i t h  the  popu la r  v iew tha t  more  f r e q u e n t  
e lect ions w i l l  lead to  a greater a m o u n t  o f  was te fu l  po l i t i ca l  ac t i v i t y ,  Assuming  tha t  t he  a m o u n t  
o f  o f f ice-seek ing ac t i v i t y  is de te rm ined  by the  value of  the ob jec t i ve  o f  tha t  ac t i v i t y ,  the  
popu la r  v iew must  be incor rect .  In sect ion V the  analysis is ex tended  to  inc lude also t he  d i rec t  
admin i s t ra t i ve  costs o f  ho ld ing  e lect ions.  

321n o rde r  to  preserve the  exac t  f o r m  o f  e lectora l  con t r o l  w h i c h  was cons t ruc ted  in 
sect ion I l l ,  i t  is also necessary to  assume tha t  t he  o f f i c e h o l d e r ' s  to ta l  e x p e n d i t u r e  on 
of f ice-seek ing ac t i v i t y  occurs be fo re  or du r ing  his f i r s t  t e r m  in o f f i ce .  A n y  costs w h i c h  were  
incur red  du r i ng  subsequent  te rms  w o u l d  a f fec t  t he  o f f i ceho lde r ' s  we igh ing  o f  the  ree lec t ion  and 
non- ree lec t ion  o p t i o n s  and w o u l d  the re fo re  change the  value o f  ~', as de te rm ined  in equa t ion  
(9),  The  neglect  o f  costs du r ing  subsequent  t e rms  can be rat ional ized by  observ ing t h a t  
0 f f ice-seek ing costs may  invo lve investments  in po l i t i ca l  capi ta l  over  a long per iod  be fo re  the  
in i t ia l  t e r m  in o f f i ce ,  These investments  cou ld  take  the  f o r m  o f  service to  a po l i t i ca l  par ty  or 
they  cou ld  invo lve  t he  acceptance o f  l ower  level pub l i c  o f f i ces  w h i c h  were  no t  desirable f o r  
the i r  o w n  sake. A n y  advantages o f  t he  i n c u m b e n t  in e lectora l  campaigns w o u l d  also suppo r t  
th is  assumpt ion .  

33See n. 27 ,  above.  
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Political Salary 

PUBLIC CHOICE 

An increase in Wp affects the three types of social costs in the following ways. 
The dead-weight income loss from office-seeking activity, v, as given in equation 
(10) increases. However, because an increase in Wp increases the effectiveness of 
electoral control, the amount of public output as determined in equation (9) 
decreases. Since G falls, and since ~(C)  > ~P'(C), the amount of unrecouped factor 
overpayment, ~-alp, also falls. In evaluating these effects of an increase in Wp, 
individuals are concerned with the ultimate impact on utility, U i = U(Xi, G), whidh 
depends in turn on the effect of Wp on X i and G. The negative effect of w_ on G 
can be determined directly from equation (9). The effect of w o on X i can t~en be 
determined by utilizing the expression for total taxes in equation (11), together 
with the individual budget equation, X i = w- (1/N)T. Since G and therefore C(G) 
decrease with Wp, while v increases (equation (10)), the net effect on T and 

therefore on X i is uncertain. However, if it is assumed that the relationship between 
the costs of public production and factor overpayment is much less than 
one-to-one-that is, ~'(C) < < 1  3 4  then it is guaranteed that the change in the 
dead-weight income toss from office-seeking activity, v, will be small relative to the 
change in the cost of public production, C(G). In this case X i will unambiguously 
increase with Wp. Accordingly, political salary can be viewed as an instrument 
which, given the electoral control described by equation (9), can be utilized to 
effect a certain rate of substitution between private and public goods. Further, 
since changes in C(G) are assumed to dominate over changes in @ and v, this 
attainable trade-off between X i and G approximates that which was assumed to be 
available in the idealized model which was constructed in section I. 35 Accordingly, 
the optimal political salary, denoted by Wp*, is that value which motivates the 
officeholder to produce public goods at (approximately) the target level G*. 3e The 
amount of public output that the officeholder will actually select as a function of 
Wp is determined from the electoral controt condition, which is given in equation 

34The condi t ion,  ~-T~C} ~ ~ 1, guarantees tha t  the major potent ial  social cost of  
indirect government in this model is the improper choice of G, and not  the dead-weight losses 
which correspond to ~J~ - ~ a n d  to.v. 

35The rate of subst i tut ion between X i and G which is attainable through changes in Wp 
can be calculated f rom equations (9) - (11) as 

dXi -- -~-C'(G) [1 + ~'(C) - er~'@'(C)]. 
dG 

36This conclusion is approximate in the sense of the r a t e  of subst i tut ion between X i and 
G which is calculated in n. 35, above, and also in the sense of neglecting the negative income 
effect  which is associated with the presence of  ~/ -  ~ a n d  v. 
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(9). Since Wp* must be such that G ~ G *  and hence that ~ ~ dP*,the 
approximate condition for determining Wp* is, after rearranging terms, 37 

w ;',"~ w + ~ ' (e  r ' r -  1) - ¢ * e  r ' r .  (12) 
P 

The implied value of Wp* will be below w unless r is  very long or the ratio, (~/dp*), 
is very high. For example, if r = .05 per year, then ff I" = 4 years, Wp* is below w 
unless (~/~*) > 5.5. For 1" = 2 years, Wp* is below w unless (~/~*) > 10.5. If w 
is itself small relative to @and q)*, then tt/e value of Wp* indicated in equation (12) 
is likely to be negative. However, it can be verified from equation (12) that Wp* is, 
in any case, above the market-clearing salary, Wp e = w _~.3a Corresponding to the 
excess of w_* over Wp e, there is a dead-weiglit income loss from office-seeking 
activity, whfch can be shown to be a positive function of (~-~I)*) and "r. The 
dead-weight loss associated with the unrecouped factor overpayment is fixed at 
tIJ[C(G*) ] _alp* 

Frequency of Election 

Consider now the effect of a change in "r for a given value of Wp, where wt~ is 
not necessarily equal to w_*. A reduction in r, which corresponds to'an increase in p 
electoral frequency, reduces public output according to equation (9) and also 
reduces the dead-weight loss from office-seeking activity according to equation 
(10). Hence, ff r could be reduced costessly, the optimal value would be 9:= 0- tha t  
is, a continuous review process by the electorate, a9 Suppose instead that the 
administrative cost of elections (which includes the time required of the public) is 
positive and is basically a lump amount. That is, some cost % in units of X, must be 
paid each time an election occurs, where "/is treated as a constant independent of 1". 
This electoral administration cost represents another type of dead-weight income 
loss. If all costs were explicit charges paid by the government, then taxes, as given 

371f S r i s e s  w i th  "exper ience"  in off ice, Wp* would  also rise w i th  the number of years 
already served. Hence, in this case, there  is a r~itionale for  a senior i ty premium, f rom the 
v iewpo in t  of opt imal  contro l .  

38This conclusion wou ld  seem to  apply to  any posi t ion o f  emp loyment  which meets the 
fo l lowing two  condit ions: 1) the posi t ion permits the acquisi t ion of  some amount  o f  
" uno f f i c i a l "  income, and 2) the process of  collecting this income by the employee entails a 
greater than one-to-one cost (given the expl ic i t  salary) on the employer.  I;~, the pol i t ical case 
considered in this paper i t  is pr incipal ly the connect ion between G and ~l?which entails the 
extra cost and therefore motivates the publ ic to pay an "excessive" salary. However, it wou ld  
be possible to recoup the excess salary payment  by charging a lump-sum fee upon the entrance 
to off ice,  in this respect see Becket  and Stigler (1972, section 3). 

39Actua l ly ,  fo r  a g~vo.n value of  Wp, there is no addit ional  gain f rom setting TbeJow the  
value which would  equate (]~to (I)* in equation (9). 
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in equation (11), would now include the additional flow term, (r "/)/ (1-e-rr). To 
the extent that 3' invoh, es the loss of  the electorate's time, the situation would be 
somewhat more complicated and a charge for this time would have to be entered as 
a subtraction from the (full) income of  individuals. Since, in any case, the charge 
represents a subtraction from personal income, no substantive differences are 
involved. 

When ~y )  0, reductions in r involve a trade-off since the favorable effects 
described above are offset by a direct increase in administrative costs. As in the case 
of changes in Wp , one can calculate the rate of  substitution between X i and G 
which is obtainable through changes in r. Again, if ~ ' ( C ) <  < 1 ,  it turns out 
(assuming reasonable magnitudes for 7) that r should be selected, for a given value 
of w , so that G ~ G*. From equation (9), this value of r, denoted by r*, will 
satisfPy the condition, 4° 

r r " , "  ~ + W p  - w 
e ~ (13) 

- 

Hence, 9-* increases with cI)* and Wp - w, and fails with "@. If Wp ~ w ,  then the 
optimal election period is shorter than 4 years only if @/~* > 5.5. However, if Wp 
is much less than w (which may welt be optimal, see below), the optimal election 
period could be shorter than 4 years. 

The corresponding amount of  dead-weight income loss from office-seeking 
activity plus the cost of administering elections can be determined from equations 
(10) and (13) as 

v ( r * )  + r 7  = 

1 - e  - r r  ':" (14) 

- P L ~'" + w - w j  ~ 
P 

The above analysis treated electoral frequency as an instrument which could 
be used to obtain ~ ~ G* for a given value Of Wp. The previous analysis which led 
to equation (12) described how Wp could be used as an instrument to obtain 

~ G* for a given value of  T. Accordingly, either of these two instruments can be 
used to obtain (~ ~ G*, even if the other instrument has been set exogeneously. On 
the other hand, the coordinated use o f  the two instruments is desirable since the 

4 0 T h i s  analysis ignores the  integral  cons t ra in t ,  T* = h / n * ,  where  n*  = an integer ~ 1 ,  
Th i s  cons t ra in t  is app rop r i a te  i f  h is f i xed  ( in n u m b e r  o f  years). 
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dead-weight income loss associated with ~,, ~:G* will be minimized when both 
instruments are set optimally. The optimal value of. Wp,. giv~m that 9" is also chosen 
optimally can be determinted by choosing Wp to mlmmlze the dead-weight income 
loss which is shown in equation (14). Carrying out the calculations, the resulting 
values of  w_ and "r must satisfy the conditions (which are consistent with equation P 
(12), and therefore also with equation (13)), 

and 
P 

(15) 

e r r  ':'~ = 1 _ _ + J ' ~ ' r F  (16) 

The difference between Wp* and w increases (algebraically) with @and 7, and falls 
with ~*. The optimal value of g is a positive function of 3% and an inverse function 
of '@- ~*. Numerical values of Wp* and 9-* depend to the value of3 ' ,@and cI3*. As 
an order of  magnitude extimate, Suppose that "y is about $5 per person in the 
active electorate. The total of  state and local government spending in the U. S. is 
about $500 per person. Suppose that @ is 1 - 2 per cent of  this figure and that ~* is 
about one-half of  @. Assuming that one of four persons is an active voter in an 
election, it follows t h a t ' ~ i s  about $20-  40 per person in the electorate and ~b* is 
about $10 - 20 per person in the electorate. The implied range for T*, as given in 
equation (16), is 2--3 years. With these numbers, w_* (which should be interpreted 
here as the total payment  to public officials) is likely to be negative-depending on 
w and on the ratio of public officials to total population. 

The amount of office-seeking and electoral administration costs implied by 
the optimal choice of r and Wp can be determined from equation (14) as 

and 

v(7*,  w ':-')-- ,5 r v  (17) 
P 

-PT >[< 
l-e 

(18) 

The second term on the right side of  equation (18) represents the electoral 
administration costs which must be paid under any circumstances. The first term 
represents the amount of  "variable" election costs at the optimal values of  w_ and 

la 
r. An interesting property of the optimal solution is that this variable cost 
component  is equated to the office-seeking cost, which is indicated in equation 
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(17). al Accordingly, when the optimal values of Wp and T are chosen, the total 
electoral administration cost exceeds the office-seeking cost by the amount of the 
"fixed" administrative cost-that is, by the second term. on the right rside of 
equation (18). The amount of office-seeking cost, as shown in equation (17), is 
itself a positive function of ~ -  qb* and 7. 

Lame-Duck Effect 

The above analysis of political salary and electoral frequency pertains to 
terms of office prior to the final term. In this model the final term of office is 
characterized by a higher level of public sector activity,@,, by a higher associated 
level of non-recouped factor overpayment, @-~,,  and by a higher level of surplus 
income, ~v=/~ + Wp-W. Over time, the electorate would be interested in 
minimizing the frequency of lame-duck terms and this frequency depends directly 
on the ratio r/h. Hence, there is an additional incentive here for reducing the term 
of office. Further, the electorate would now be interested in making the full 
political horizon, h, as long as possible. Hence, any restrictions on length of tenure 
in office or on direct succession-which have the effect of reducing h-would be 
undesirable. However, as suggested above, the lame-duck effect on the choice of G 
hinges on the absence of a device for controlling the actions of officeholders during 
their final term. The potential importance of the lame-duck effect - in  particular, 
the importance of departures of ~ from G*-suggests a strong incentive for the 
formation of an institution to provide the requisite form of controlfi 2 As suggested 
before, one aspect of political parties may be the provision of this sort of 
institutional control function. 

Vl. Extensions to the Model 

Some possible theoretical extensions to the model developed in this paper are 
the follow4ng. 

The sources of political income can be enlarged to include a variety of 
consumer and producer interest group activities. The relation of political income 
potential to the characteristics of benefited and injured interest groups would be a 
central part of this analysis. This extension of the model woutd permit an analysis 
of governmental activity-in terms of production, taxation and transfers, and 
legislation-in various areas. 

41A similar formal  result characterizes the choice of optimal transaction frequency in 
monetary  models w i th  lumpy  transact ion coStS. See Barro (1972, section l I I). 

42While the contro l  wou ld  af fect  the choice of G end the associated value of  ~T~. (I3 it 
wou ld  no t  seem to  affect the surplus income,~v, See n. 20, above. 
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The model could be usefully extended to incorporate political parties. Some 
features of parties-interpreted as firms which specialize in the business of 
politics-which seem relevant are the following. First, as discussed above, parties 
can serve as a control on lame-duck officeholders. Second, parties would themselves 
have a longer horizon (h) than individuals (independents), which provides a 
brand-name effect, in an intertemporal sense, from the viewpoint of the electorate. 
An additional brand-name effect, which can operate at a single point of time, would 
involve party endorsements for different public offices. Finally, parties, as 
specialists in political contacts and procedures, would tend to be more efficient in 
the collection of political income and in the distribution of political favors. This 
aspect of parties need not be a negative feature from the electorate's viewpoint, 
since the collection of a given amount of political income at a smaller dead-weight 
loss would be generally desirable. Given these features of parties, the model will 
have to deal with the electorate's choice between party-endorsed and independent 
candidates, as well as with the nature of the party's control over its endorsees. 

The model provides a framework for the analysis of office-seeking activity. 
This analysis will require the specification of the information and taste-influencing 
characteristics of these activities. The relation between the level of these activities 
and the surplus income from public office, as determined in section IV, above, will 
depend on the conditions of entry into the political industry-for example, on the 
legal treatment of minority parties-and on other features which influence 
competition for office, such as any preferential treatment of incumbents. 

The model developed in this paper can also be used to analyze alternative 
institutional arrangements of political control. For example, the framework of 
indirect government which was considered above could be modified to permit 
constitutional restrictions on the types or amounts of governmental activity or to 
include the requirement that certain proposals be submitted for approval by public 
referendum. Two important elements to consider in evaluating modifications to the 
framework of indirect government would be the variability over time of the 
underlying target levels of governmental activity together with the decisionmaking 
costs associated with different institutional arrangements. 
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