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1. Introduction

Once in office, politicians in parliament enjoy an incumbency advantage. If an office-
holder is of higher quality than his challengers, the incumbency advantage is welfare-
improving.! However, less able office-holders might also be reelected because voters may
be unable to recognize their lack of ability.

To improve the selection of candidates in a democracy, we introduce the idea to require
higher vote thresholds for incumbents. Incumbents competing for reelection would then
need to reach a vote-share threshold above one-half in order to be reelected. If the
incumbent does not obtain enough votes to reach the vote-share threshold, either his
challenger is elected, or a run-off ballot between two new candidates takes place. In this
paper, we explore the consequences of higher vote thresholds for incumbents.

2. The Model

We consider a simple two-period model. At the beginning of each of two periods,
t =1 and t = 2, voters elect a politician. The same two candidates compete for office
on both election dates. Candidates are denoted by k or ¥’ € {R, L}. Candidate R (L)
is the right-wing (left-wing) candidate. The ability of a candidate is a random variable
ay, distributed uniformly on [—A, A], A > 0. Nature draws a;, at the beginning of period
1, which is private information. There is a continuum of voters. A voter is indexed by
i € [0,1]. There are two types of policy problems.

e Public Project: P
In each period the office-holder can undertake a public project. The amount of
this public project in period ¢ is given as

9e = v(ew +ag),y >0, (1)

where ey represents the effort exerted by the policy-maker in period ¢ and ay
represents his ability. Voters observe g; and derive utility from the public project
in accordance with the instantaneous utility function U (g;) = g;.

e Ideological (or Redistribution) Policy: I
In each period the policy-maker decides on an ideological policy I that affects
voters differently. The choice set for [ is represented by a one-dimensional policy
space [0,1]. We assume that voters are ordered according to their ideal points
regarding /. Voter ¢ has preferences about I according to the instantaneous utility

function

U (i) = = (ine — 1)?, (2)
where 1, is the platform chosen by the policy-maker and ¢ is the ideal point of
voter 1.

!See Samuelson (1984), Londregan & Romer (1993), Banks & Sundaram (1998), Zaller (1998), Ash-
worth (2005), and Diermeier, Keane & Merlo (2005). Challengers may even be deterred from running
against incumbents as discussed in Jacobson & Kernell (1983), Cox & Katz (1996), Stone, Maisel
& Maestas (2004), and Gordon, Huber & Landa (2007).



Some remarks are in order here. In our model, the advantage the incumbent may
have when he stands for reelection is that he can try to signal his ability to voters by
choosing a particular output g. We next describe the utilities of voters and candidates.
The discount factor of voters and politicians is denoted by g with 0 < § < 1.

The expected utility of voter ¢ evaluated at the beginning of ¢ = 1 is given by the
discounted sum of the benefits from the public project and from the ideological policy.
The lifetime utility of voter 7 if candidate & (k) is in office in period 1 (2) is given by

Vi = g1+ U] (ix) + Blgz + U (ix2)]. (3)
The candidates derive utility from two sources.

e Office-holding: A policy-maker derives private benefits b from holding office, in-
cluding monetary and non-monetary benefits such as power and enhanced career
prospects. He incurs costs amounting to C(ey;) = cez, (¢ > 0) from the exertion
of effort.

e Benefits from policies: We assume that candidate L is a left-wing candidate, i.e.
his most preferred point, denoted by p; with regard to policy I, satisfies up < %
Similarly, candidate R is a right-wing candidate with an ideal point pug > % To
simplify the exposition we assume that %—u L = R— % Hence the candidates’ ideal
points are symmetrically distributed around the median’s ideal point % Moreover,
the candidates derive the same benefits from public projects as voters.

To describe the overall utility of politicians we have to distinguish four cases. For
example, politician R’s lifetime utility, denoted by Vg, can be computed as follows:

(i) If R is in office over both periods:
Vi =b— (ir1 — pir)* — cefy + g1 + B — (irs — pir)* — ceipp + gol-
(i) If R is in office in ¢t = 1 only:
Vi =b— (im — pgr)* — cehy + g1 + Bl=(iz2 — pr)* + g2).
(iii) If R is in office in ¢t = 2 only:
Vi = —(iz1 — pr)* + g1 + B0 — (ir2 — pr)* — cehy + ga].
(iv) If R never is in office:
Ve = —(iz1 — pr)* + 91 + Bl—(iz2 — pr)* + g2
We assume that b is not too small such that candidates of low ability are willing to

exert greater effort to increase their reelection chances. To simplify the exposition we
assume [ = 1.



We assume that politicians cannot commit themselves to a policy platform. Voters
observe the policy-maker’s choice with regard to policy I and output g; but not the
composition of g between effort and ability. They choose the candidate from whom they
expect higher utility. To break ties we assume that voters reelect the incumbent if they
are indifferent between him and the competitor. We are looking for perfect Bayesian
Nash equilibria for the game under these assumptions.

3. Elections Alone

We first examine the standard case where elections are held. As a tie-breaking rule
we assume that the probability of either candidate winning in the first period is 0.5 if
they both have the same share of votes. In the second period, the incumbent will be
elected if he has 50% of the votes. As candidates cannot commit to policy platforms,
a policy-maker will choose his most preferred platform in the second period. In the
Appendix we prove:

Proposition 1. Suppose candidate k is elected at date t = 2. Then
(1) he will choose iy = . for policy I;
(ii) irrespective of whether k is in his first or second term, he will choose €fy = - ;

(11i) the utility the policy maker realizes in period 2 is given by

2

Vie = b+ — + yay
4c

We now look at the equilibria in the first period. As the candidates’ ideal points
are distributed symmetrically around the median voter’s ideal point, the probability of
either candidate winning is one half. Once in office, the candidate has to choose ey
and 75;. Without loss of generality we assume that candidate R has been elected. We
first make a simple observation that will hold in every equilibrium with pure strategies.
Namely, suppose candidate R is elected at date ¢t = 1. Then he will choose ig; = ug.

This fact follows from the observation that policy-makers will choose their bliss points
in the last period. So politician R will not gain more votes in the second election by
choosing a different platform than pug in period 1. We next derive the equilibrium effort
choices made by the office-holder in the first period.

We first look at equilibria that divide the types of right-wing candidates into two
groups. The same occurs for left-wing candidates. Such equilibria are called semi-
separating. For this purpose a few preliminary steps are necessary. We first construct
a separation of the types of right-wing candidates into two groups as follows: The first
group with ability equal to or higher than some critical threshold a®, a®* € (—A, A),
expect to be reelected with probability 1. A second group with ability smaller than a“*
expects to be deselected with probability 1. An office-holder with a = a““* is indifferent
between being part of the first or the second group.



As a preparation for the formulation of semi-separating equilibria, we examine the
conditions for the indifference of an office-holder with a = a““ between rejection and
reelection. Without loss of generality we assume that k is a right-wing politician. If he
does not expect to be reelected, his expected utility is given by

2

VETEHM = b4 y(epy 4 a™) — ceqy + % — (g — p)*. (4)

Given this expectation, the optimal choice of eg; is given as eg; = 5=, which yields

Vrejection - + 3_’72 + acut _ ( _ )2 (5)
R = e v MR — HL) -

If he expects to be reelected, his utility is

2
VRreelectzon — b+ 7(6R1 4 acut) . 66%1 +bh+ % + ’}/(ICUt. (6)

The office-holder is indifferent between rejection and reelection if V%" = |/ peclection

which yields

Y

2

ety —vem + 5 —b—1a" = (ug = jui)* = 0. (7)

The solutions of this quadratic equation are given by

v £ \/4cb+ vact + (g — pp)? — 2
2¢ '

€ER1 — (8)
The effort choice of an office-holder who will be rejected equals 5. An incumbent who
will be reelected will not choose a lower effort level than an incumbent who will be
rejected. Hence the only viable solution is

1
Casut = 5 {'y +VAelb + yact + (up — pu)?] — 72} : (9)
After these preparations we can now characterize the set of semi-separating equilibria.
For that purpose we use FE,[g] to denote the beliefs of voters regarding the expected
ability of an office-holder if he produces output g.

Proposition 2. There exists a continuum of semi-separating equilibria parameterized
by a®t € (—A,+A). An equilibrium associated with a®* is characterized as follows:

t b

(i) Policy-makers with a < a®* choose epi = 7-.

Voters perfectly infer their ability and deselect those policy-makers.

t

(i1) Policy-makers with a > a®* choose

cut

1
a= > {7 +V/4elb +yact + (ug — pr)?] — 72}+ac“t—a. (10)

€R1 = Cqcut +a
2c



They generate the same output given by y(eqeut + a™) and are reelected.

(11i) The beliefs of the voters are characterized by

a.) E,(g9) = —AJFa if g =7(eqeut + a“)
9)=a ifg = V(5 +a) and a € [-A,a™)

Eaf
8.) Bulg) arbitrary if g > (+(cacu + )
E.(g) <0 if g < (v(eqent +a™)) and g & [v(5 — A),v(& + a™)).

The proof of Proposition 2 is given in the Appendix. The beliefs in (iii)a.) are on the
equilibrium path, while (iii)3.) are conditions for out-of-equilibrium beliefs. Proposition
2 reveals that the selection power of the reelection mechanism may be severely limited.
There are equilibria for which almost all incumbents are reelected. This occurs when
a® is low. We next consider pooling equilibria.

In a pooling equilibrium all office-holders choose the same output levels. Such equi-
libria are characterized in the following Proposition.

Proposition 3. There exists a cothinuum of pooling equilibria characterized by output
levels g7 € [l Ghign] With gp,,, = 3. +7A and

2
gl g}
giigh ~ o0 YA+ 2_0\/4C[b —vA+ (pr — pr)? — 72

An equilibrium associated with gP is characterized by

(i) Office-holders choose ery = L — a and produce the same output gP.
(ii) All office-holders are reelected.
(11i) Voters’ beliefs are given by
a.) E.(¢g?) =0
B.) Eu(g) arbitrary for g > g*
Ea(g) <0 for g <g*

The proof of Proposition 3 is given in the Appendix. Again, conditions in (iii)s3.)
restrict out-of-equilibrium beliefs.

We note that voters remain uninformed about the ability of candidates in pooling
equilibria. As a consequence, all incumbents are reelected. This represents an extreme
case where the election mechanism has no power to select able candidates for public

office. As discussed in Gersbach (2009), the set of equilibria can be reduced by applying
plausible refinements.

4. Vote-Share Thresholds



In this section we assume that the public sets a reelection threshold for incumbents m
with % < m < 1. The interpretation is as follows: If politician k takes office in t = 1, he
must win a share of votes at least equal to m at the next election if he wants to retain
office. Otherwise the challenger will take office.

For the following analysis we assume that a candidate k, say R, has been elected and
that the vote-share threshold has been set at m with m > % In the second period the
choice regarding P and I by R (if he remains in office) or by L (if he enters office) will
remain the same as in Proposition 1. Hence we can concentrate on the first period.

For the first period we assume without loss of generality that candidate R has been
elected. We obtain

Proposition 4. Suppose m > 5. Then,
(i) pooling equilibria do not exist.

i) semi-separating equilibria parameterize a® exist if and only if a“ > a“"*(m),
where the critical quality level a“*(m) is given by

a“(m) = —A+ %(2% —1)(2m —1). (11)

The proof of Proposition 4 is given in the Appendix. We note that a“*(m) is larger
than —A and monotonically increasing in m. For m = % we obtain a“* = — A, and all
semi-separating equilibria exist.

Proposition 4 shows that higher thresholds for incumbents destroy pooling equilibria
and eliminate semi-separating equilibria where the average ability of reelected incum-
bents is low. The reason is that an incumbent can only gain a vote share that exceeds

50% marginally if his perceived average ability exceeds zero.
5. Conclusion

The main insight of this paper is thus that higher vote thresholds can increase the
selection power of elections. A welfare assessment of higher vote thresholds needs to
account for their effects on effort and is conducted in Gersbach (2009).



Appendix

Proof of Proposition 1. The first point is obvious. The optimization problem of the
office-holder regarding his effort choice is given by

max{y(ex + ax) — ey},
k2

which yields ej, = 5-. The expected utility of a policy-maker at the beginning of period

2 is given by
2

o 7\? v
o g v) e G =0 o
+ v 2C—|—ak c 9% +4C—|—’yak

]

Proof of Proposition 2.  Step 1. Office-holders with a < a®“ could mimic the output
generated by incumbents with a > a““ in order to get reelected. Mimicking requires an
effort level

er1 = €qeut + a™ — a, (12)

which would yield a utility

2

VI = b+ y(eqeut +a™ — a+a) — cehy + b+ % + 7a. (13)

This will be smaller than its equilibrium utility

2

3
Vri=0b+ 4—1 +va — (pr — pr)’ (14)

if and only if the following condition holds:

372 i
b+ 470 — (g — 1) > b+ (e +a™ —a+a) = cchy +b+ - +ya. (15)

Rearranging terms yields

2
ceRy — Yeqeut + % —b—~ya™ — (up — pr)* > 0. (16)

As a < a®™, we have egcur < epgy. Since the left-hand side of (16) is zero for eg; = egeut
by construction of e cut, the deviation is not profitable.

Step 2. Candidates with a > a“ could choose to lower their effort, thereby risking
a deselection. Suppose that an office holder with a = a“ considers to lower effort.
Equilibrium utility is given by

2

Vi1 = b+ y(egeut +a™ —a+a) — cehy + b+ % + 7a. (17)



Deviating with er; = 7. yields

2

3
Vi = b4 SE 4 ya = (- o)’ (18)

Deviation is not profitable if

2
CERy — Veqeut + % —b—ya™ — (pr — pr)* 0. (19)

As a > a®™, we have e,cut > eg1. Again, the left-hand side of (19) is zero for eg; = egeut.
Hence the deviation is not profitable.

Step 3. Voters’ equilibrium beliefs about utility and voting decisions are given as
follows:

cut) expected ability is given by Eq(7(eqew +a)) = A=

e If output is y(ezeut +a 5

0 and office-holders producing this output are reelected.

e If output is y(Z +a) with —A <a < a®t < 0, voters will believe that the candidate
has ability a and he will be deselected because his ability is below-average.

e If output is below y(eqeut +a*) and out of the equilibrium, voters will believe that
candidates’ ability is below zero.

e If output is above y(eqeut + a®), then the belief of voters is arbitrary.
O

Proof of Proposition 3. If he plays the equilibrium strategy, the utility of a politician
with ability a is given by

» P 2 2
ngol:b+v(%—a+a)—c(%—a) +b+1—c+7a- (20)

If he deviates to a slightly higher effort ez, = % — a + €, his utility would amount to

p 2 2
Vé‘fe”::b+7(——a+e—|—a>—c(%—a+e) +b+lc+7a (21)

with € being a small positive number. Such a deviation is not attractive if V2% > Vjidev,

which yields
2
v v
g 2 9 +ay 5¢ (22)

Condition (22) has to hold for all € > 0 and for all a € [-A, +A]. For type a = A not
to deviate,

gfow = _C + A’y (23)



Deviation to a lower effort than in the pooling equilibrium will result in deselection

and would yield
2 2

yideo —p 4 1 (g — ) 24
Rl oo tat o (1 — pir) (24)

There will be no downward deviation if VA > Vjdev which yields

2
g’ € X +ay — l\/4c[b—|—’ya + (pur — 1p)? — 2,
2c 2c
v? v
o v+ 5 VAdb+a+ (un — ) =7 | (25)

The condition has to hold for all a € [-A, +A|. The worst type a = —A will not want
to lower his effort if

2
Y Y
9" < o = Ayt o Vb = YA+ (g — )’ = 7, (26)

which gives gy, -
Moreover, the comparison of VA" and Vi’ provides another condition that has to
be fulfilled for no upward deviation to occur:

2
g° > %+Av— %\/4C[b+7A+<NR_NL>Q] — 72 (27)

As this condition is less strict than condition (22), g7  is given by equation (23). [

Proof of Proposition 4. (i) We show that pooling equilibria in which all policy-makers
are reelected with certainty do not exist for m > % The expected ability of an office-
holder in a pooling equilibrium is zero. The median voter is indifferent between reelecting
the office-holder and electing a new candidate. This would imply that no office-holder
can obtain a share of votes equal to m, as they get 50%.

We note that no pooling equilibrium exists in which policy-makers expect that they
will not be reelected. Office-holders would choose the same effort level, but the outputs
would be different, and voters could perfectly infer their ability. This is a contradiction.

(ii) We now look at semi-separating equilibria. With m > %, candidate R is reelected
only if voter ¢« = 1—m prefers to vote for him, which implies that all voters with i > 1—m
will also prefer R to L. This leads to the following condition:

v A+ a™ 5 v 9
Loy Yy — (1= > A1) — —(1— )
WL+ 2 i (L= m)? 2 ()~ (- (L —m)% (28)
Using pp = 1 — pg, we obtain
2 ,
a™ > 5(2/“{ —1)@2m—1)— A:=a"", (29)



References

Ashworth, S. (2005) “Reputational Dynamics and Political Careers” Journal of Law,
Economics and Organization 21(2), 441-466.

Banks, J.S. and R.K. Sundaram (1998) “Optimal Retention in Agency Problems” Jour-
nal of Economic Theory 82, 293-323.

Cox, G.W. and J.N. Katz (1996) “Why Did the Incumbency Advantage in U.S. House
Elections Grow?” American Journal of Political Science 40(2), 478-497.

Diermeier, D., Keane, M. and A. Merlo (2005) “A Political Economy Model of Congres-
sional Careers” American FEconomic Review 95, 347-373.

Gersbach, H. (2009) “Higher Vote Thresholds for Incumbents, Effort and Selection”
CEPR discussion paper number DP7320.

Gordon, S.C., Huber, G.A. and D. Landa (2007), “Challenger Entry and Voter Learning”
American Political Science Review 101(2), 303-320.

Jacobson, G.C. and S. Kernell (1983) Strategy and Choice in Congressional Elections,
2nd. Ed., Yale University Press, New Haven, CT.

Londregan, J. and T. Romer (1993) “Polarization, Incumbency, and the Personal Vote”
in Political Economy: Institutions, Competition, and Representation by William A.
Barnett, Melvin J. Hinich and Norman J. Schofield, Eds., Cambridge University Press,
Cambridge, 355-377.

Samuelson, L. (1984) “Electoral Equilibria with Restricted Strategies” Public Choice 43,
307-327.

Stone, W.J., Maisel, L.S. and C.D. Maestas (2004) “Quality Counts: Extending the
Strategic Politician Model of Incumbent Deterrence” American Journal of Political
Science 48(3), 479-495.

Zaller, J. (1998) “Politicians as Prize Fighters: Electoral Selection and the Incumbency
Advantage” in Politicians and Party Politics by John G. Geer, Ed., Johns Hopkins
University, Baltimore, MD.

10



