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ECON 4640: Political Economics

Question 1: Citizen-Candidate Model [50%]

Consider a society inhabited by a continuum of citizens with incomes distributed
uniformly between 0 and 2. Each citizen i has preferences over private consumption c
and a publicly provided private good g that are given by

wi =
√

ci +
√

g.

The public good g is financed through a proportional income tax τ, and the gov-
ernment budget constraint is τy = g where y is average income. Private consumption
is ci = (1− τ)yi.

Consider the following timing:

1. Any citizen may enter as a political candidate at a cost ε.

2. An election is held among the candidates; the candidate who gets plurality wins
the election, and a tie is resolved by the toss of a coin.

3. The winning candidate selects a tax rate; if there are no candidates, then a default
tax rate τ̄ is implemented.

Note. The mean and median of a random variable X ∼ U[a, b] is (a + b)/2.

(a) [15%] What optimal policy would a winning candidate with income yi imple-
ment?

(b) [15%] Suppose that ε = 2
√

1
2 −

√
3
4 −

√
1
4 . In what region must the status quo

policy τ̄ lie in order for the equilibrium with only the citizen with median income
as candidate to exist? Note that the median income candidate must prefer im-
plementing his/her own tax policy and paying the cost of running to accepting
the outside option (i.e. default tax rate τ̄).

(c) [10%] Characterize the two-candidate equilibria by listing down the three condi-
tions for its existence.

(d) [10%] Describe what would happen in a two-candidate equilibrium if the median
candidate would enter. How would the set of possible equilibria change if voters
voted sincerely, that is, voted for the candidate that gave them highest utility.

Question 2: Money in Politics [35%]

The main regression specification in Avis et al (2020) is

Ym,2016 = α + β1{Sm,2012 > 142, 857}+ δ0 log(Sm,2012)+

δ1 log(Sm,2012)1{Sm,2012 > 142, 857}+ εm,2016.

Results are presented in Table 5, reproduced below.
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(a) [5%] Explain the regression equation (each variable).

(b) [5%] Which parameter are the authors most interested in? Why and what does it
mean?

(c) [5%] Why do they control for log(Sm,2012)?

(d) [5%] What does it mean that BW (bandwidth) is 0.919 in the first row?

(e) [5%] How do we interpret the coefficient 0.119 in the second row of Column (1)?

(f) [5%] Under which condition can we interpret this as (an estimate of) the causal
effect of higher caps on campaign spending?

(g) [5%] Do you think this condition holds? Explain.
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Question 3: Caps on Campaign Spending [15%]

(a) [15%] Critically discuss the following argument made by a researcher:

It is tempting to conclude that laws capping campaign spending re-
duce the influence of money on politics. This is, unfortunately, an il-
lusion. Consider, for instance, the standard probabilistic voting model
with campaign finance. The equilibrium in this model does not in-
volve any donations. Still, donors can have a large influence on poli-
cies. Since the equilibrium involves no donations at all, limiting cam-
paign spending cannot reduce the influence of money on politics. We
also have no empirical evidence suggesting that stricter caps on cam-
paign spending reduce the influence of money on election. The closest
is Avis et al (2022) who claim to show that stricter campaign spending
caps lead to less wealthy winners of elections. This correlation, how-
ever, is likely driven by the fact that larger municipalities both have
richer politicians and allow for more campaign spending.
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