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Content:
Political agency
Re-election incentives
Term limit

Reference:
Besley (2007), ch. 3 (3.1, 3.2, 3.3 only)



Political agency

 Principal-agent framework where voters represent the 
principal and elected officials represent the agent

 Two main issues:
 Monitoring of opportunistic behavior (hidden action by politicians 

and moral hazard problem)
 Selection of “good” politicians (hidden type – i.e. honesty or 

competence - of politicians and adverse selection problem)

 Need for political accountability
 Formal accountability (i.e. repeated elections) vs. real 

accountability (media freedom, political competition, social capital)



A simple model of political agency
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Two-period model where preferred policy (by 
voters) depends on the state of the world (e.g. 
boom or recession)



Good vs. bad politicians

There are 2 types of politicians: congruent (i.e. 
aligned with voters’ preferences) and dissonant
(i.e. unaligned with voters’ preferences)
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Timing

1. Nature decides the type of incumbent 
politician (i) and state of the world (s): both 
unobservable to voters

2. Nature decides rents for dissonant politicians 
(r1)

3. Incumbent politician decides policy (e1)
4. Payoff to voters and re-election decision
5. Rents (r2), policy (e2) and payoff for the 

second period are determined



Equilibrium
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Equilibrium (contd.)
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Welfare
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Welfare (contd.)
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Term limit

• Dissonant politicians behave differently in first vs. 
second term

• But expected performance in the selected group of 
re-elected politician is higher than average: 
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Term limit (contd.)

• On average, if you compare first vs. second term:
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Empirical evidence

Do voters keep politicians accountable by means 
of retrospective voting? Look at US governors 
from 1950 to 2000 (Besley 2007):

variable of interest: policy change (Δ)

Does term limit matter? And how?

variable of interest: binding term limit (t)
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Retrospective voting (1)



Retrospective voting (2)



Term limit (1)



Term limit (2)



Further empirical evidence

 Brazilian evidence from anti-corruption program 
(independent audit reports on local governments)

 Ferraz&Finan (2008) show that the release of 
the audit (before next election) reduces the re-
election probability of corrupt incumbents

 Ferraz&Finan (2011) find less corruption in 
municipalities where mayors can get reelected:
 Mayors with re-election incentives 

misappropriate 27 percent fewer resources 
than mayors without re-election incentives


