
Ec721 PROBLEM SET 2

1. There are two parties L and R competing in an election. Voters are divided into n groups,
with group i containing Ni members all of whom have the same exogenous pre-tax income yi.
Prior to the election, party k = L, R commits to a tax-transfer policy tik satisfying the budget
constraint ΣiNitik = 0. If party k wins, the post-tax income or consumption of group i members
is cik = yi + tik.

All voters share the same utility function over consumption u(c) = Ac1−ε

1−ε where ε > 0, �= 1.
A voter with loyalty lR in favor of party R will vote for this party if u(ciL) − u(ciR) < lR; within
group i lR is distributed according to the cdf φi, which is non-uniform. The party with the
most votes wins. Each party seeks to maximize the probability of winning. There are no lobbies
or campaign finance to influence the election.

(a) Obtain expressions for vote shares for any given pair of policy platforms of the two parties.
Then derive first-order conditions for any (interior) Nash equilibrium.

(b) Show that every (interior) Nash equilibrium of this model involves policy convergence.

(c) Show that the extent to which the equilibrium policy favors different groups i = 1, 2, . . .
depends on the relative values of the parameter φ′

i(0), where φ′
i denotes the density of φi. Interpret

this result.

2. Suppose there are two parties A, B and m voter groups, where the voter group j comprises αj

fraction of the voter population, j = 1, . . . , m. Party k = A, B selects a policy pk from the set P of
possible policy platforms. All voters in group j have the same utility function Uj(p) over policies
p, but differ in terms of their relative loyalties to the two parties. Voter i in group j thus votes for
party A if Uj(pA) > Uj(pB) + xij + y, where loyalty xij within group j is distributed uniformly
over [− 1

2Xj
, 1

2Xj
]. y represents a nation-wide loyalty swing variable, distributed uniformly over

[− 1
2Y , 1

2Y ]. Parties do not know the realization of y at the time they select their platforms. The
party winning a majority of the votes wins the election. Assume that Y and Xj are sufficiently
large that all equilibria will be interior (i.e., involve positive vote shares for both parties).

(a) Obtain expressions for the probability that party A wins, as a function of pA and pB .

(b) Derive the equilibrium policy platforms of the two parties. Contrast the equilibrium policy
with the welfare optimal policy, and provide an interpretation for why the two may diverge.
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