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Besley and Case (1995)

▶ Many laws directly impact government performance and actions.

▶ This paper: How do term limits affect politicians’ incentives?

▶ Basic idea:
• Politicians who can be re-elected: may need to consider the next election when making a policy.
• Politicians who cannot be re-elected (lame ducks): have no election to worry about.

▶ Besley and Case (1995) study the effects of gubernatorial term limits on economic policies. Why governors?
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Formalizing the Idea: A Toy Model

▶ Two periods: t = 1,2

▶ A single politician (governor) chooses effort et ∈ [0,1]

▶ Output (performance):
yt = θ + et + εt

where
• θ : competence (unknown to voters)
• εt : random shock, E[εt ] = 0

▶ Politician dislikes effort: cost c(et) =
1
2 e2

t

▶ Receives office rents R when in office
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Timing

1. Competence θ is determined

2. Period 1:
• Politician chooses e1

• Voters observe y1 = θ + e1 + ε1

• Voters re-elect the incumbent with probability p(y1), where p(·) is an increasing function.

3. Period 2:
• If reelected, chooses e2

• Outcome y2 realized

4. Payoffs realized
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Politician’s Objective and Optimal Effort

▶ When term-limited (cannot run again):
U = R− 1

2 e2
1

Optimal effort:
e∗1 = 0.

▶ When reelection is possible:
U = (R− 1

2 e2
1)+ p(y1)(R− 1

2 e2
2)

where p(y1) is the probability of being reelected, and y1 = θ + e1 + ε1.

Optimal effort:

e∗2 = 0

max
e1

(R− 1
2 e2

1)+ p(y1)R ⇒ e∗1 = p′(y1)R

▶ Term limits remove reelection incentives ⇒ lower effort.
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Research Design

▶ Regression model:
Pst = ζs +ψt + γTst +αZst + εst

• ζs: state fixed effect
• ψt : year fixed effect
• Tst : indicator that equals one if the governor of state s in year t cannot run again.
• Zst : control variables that might be thought to affect policy choices, e.g., state income and demographic variables.

▶ γ is the coefficient of interest. What variation is used to estimate γ?
• State laws & turnovers.

▶ What may cause a bias in estimated γ?
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Sample
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Term Limits
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Term Limits and Policies
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Effects by Party Affiliation
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Fiscal Cycles
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Term Limit Effects During Natural Disasters
▶ How should natural disasters change incentives of term-limited politicians?
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Retirement

13



Impacts on Income
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