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1) Present the main building blocks of a model of probabilistic voting. What is the main intuition 

behind the model? 

This is explained in PT ch. 3.4. Main components: two parties choosing policies to maximize 

probability of winning election. Voters choose party based on preferences for party policies, an 

aggregate party shock, and an idiosyncratic party shock. Usual assumption is that both have 

mean 0. Parties converge to a common platform that corresponds to a weighted utilitarian 

optimum. 

2) Consider a setting where income is unequally distributed, and where income can be taxed with a 

linear tax rate, with some deadweight loss, to finance a flat redistribution scheme. How would 

the tax level be chosen in a setting with probabilistic voting? 

If utility is linear in consumption and there are deadweight losses, optimal tax is 0. With 

(sufficiently) concave utility of consumption, the marginal gains of the poor can surpass the 

losses of the rich, leading to positive tax and transfers in political equilibrium. 

3) What is the effect of increased inequality on the politically determined tax level in this model? 

How would you go forth to test this result empirically? 

With concave utility, the higher the inequality the larger the gains of the poor hence higher tax 

and redistribution – follows from standard results on risk aversion. Need data on inequality and 

taxes or transfers. Challenge of omitted variables. See Lind (2005) for details on empirics. 

4) Typically, predictions from simple models of the effect of inequality on growth are rejected. 

Why do these models perform so poorly empirically? Which factors can be missing from the 

models? 

Either empirics wrong (omitted variables, unclear causality, mismeasured variables) or theory is 

too simple. A number of extensions reviewed in Lind (2005) can change the outcome. 

5) So far, we have assumed democratic institutions. Explain how citizens matter for policy 

outcomes in non-democracies in Wang’s (2016) model of China in the middle-income trap. 

Elites need (some) popular support, even in non-democracies. Chinese model is to use public 

employment to keep groups happy as well as make capital markets difficult for private 

employment expansion.  Not necessarily productive, so can lead to a “middle income trap”. 


