Public Choice Overview

I. No benevolent Social Planner

Obviously, governments not only fail to adopt economists’ optimal solutions (even when economists’ widely agreed on those solutions), but often take actions which promote inefficiency.

For example:

Economists’ recommendation


Government outcomes
Eliminate tariffs, quotas, etc.


Many trade restrictions

No agricultural price supports


Scores of price supports granted

Oppose minimum wage*, and 

Numerous price controls imposed

other price controls (e.g. rent controls) 
If government is supposed to correct market failure, why do governments adopt wasteful and inefficient policies?  

Government policies are the outcomes of the interactions of people relating to each other through a particular political market, so we must analyze how the political markets work.

Public choice analysis is to government what traditional economic analysis is to markets.
Public choice does not focus solely on who is elected or appointed to office, but shows how all political outcomes depend on how political institutions and constitutional rules affect the incentives people face.

II. Key players: politicians, citizen-voters, “special-interest” groups and bureaucrats.

A. The politician: like a producer in economic markets.

Self-interest is pervasive in the organization of human affairs and it would be futile and foolish to think otherwise.  …If pursuit of such rewards as personal wealth, power, and prestige motivates people in the marketplace, there is every reason to believe that these same elements will motivate them in the political arena. …Contrary to the charges of some, this self-interest postulate does imply that individuals are greedy, materialistic money-grubbers who care only about themselves.  People act for a variety of reasons, some selfish and some humanitarian.  The basic economic postulate implies that the choices of both the humanitarian and egocentric individual will be influenced by changes in personal cost and benefits.  For example, both will be more likely to support a policy that generates benefits for others (for example, farmers, the poor, or the elderly) when the personal cost of doing so is low than when it is high.  Similarly, both the humanitarian and the egocentric will be more likely to discover and act upon opportunities to reduce costs the greater the personal pay off for doing so.
Politicians can be motivated by a wide array of factors, but their capability of accomplishing their public and private goals is contingent on one thing – winning elections.

Political competition forces politicians to take note of how their actions influence their prospects. 
1. Politicians must espouse some economically inefficient policies to gain votes, or they won’t be politicians for long.  
2. Timing – it is difficult for voters to accurately forecast future benefits and costs of different policies → voters base decisions on current economic conditions.  Therefore, politicians have an incentive to support policies which have immediate benefits to the economy even if they have large negative long-term effects (especially as elections near).  
B. The citizen-voter: like a consumer in economic markets.

1. Citizens use votes, lobbying, campaign contributions, etc. to demand political goods.
Voters will tend to support those candidates whom they believe will provide them with the most political goods, services, and transfer benefits net of personal costs.
2. Rational Ignorance – voters are typically poorly informed.
Low incentive to be informed on generic issues – “It is more likely that a voter will be struck by lightning on the way to the polls than it is that his vote will decide who is elected mayor or county commissioner…”  
Since you won’t decide the outcome there is little incentive to study the issues and research the positions of the alternative candidates.  
  “The scanty information voters have on most political issues – a fact confirmed again and again by voter surveys – merely indicates that they are responding to the political incentive structure.”
C. Special-interest groups and lobbies
When will a democratic political process work well (i.e. when will government efficiently provide public goods/solve property rights problems)?

If the people who pay for a public project are the same people who benefit from it, then if the project has more benefits than costs politicians will support it because the majority of people will benefit.  If the project’s cost exceed its benefits the politician will vote against it. This is when the political process works – when it is “unbiased”.

The political process can include incentives to promote “biased” outcomes.  Politicians and groups of individuals can seek to transfer wealth from one group to another 
Rather than trying to use resources to create public goods, people and groups use their resources to redistribute previously created wealth (this is rent-seeking). 

Rent Seeking
I. Definition

Economic “rents”: a return to a resource owner in excess of the owner’s opportunity cost.

Rent-Seeking:  Behavior whereby private firms, other groups and/or individuals try to use the powers of government to enhance their own economic well-being in ways that are not in the public interest.  Using resources to capture a pure transfer (nothing new is created).

Original context: government intervention to promote monopoly and economic regulation (e.g. regulations licensing entry and restricting output).

A. The inefficiency – a transfer from consumers or producers to government officials would not be a deadweight loss (if the wealth is costlessly transferred).  
B. Example: Regulating an airline route.
· Regulations allowing only a few (or one) airline to fly a given route create an oligopoly (or a monopoly).  The firms will make more profit (at the expense of consumer surplus)

· The firms have an incentive to spend resources (money) to get their route regulated.  This spending is not directly additional DWL.  It goes to the politicians, lobbyists, bureaucrats, etc. and ends up in the economy.

· Why is this rent-seeking inefficient?

The inefficiency comes in what we call “transfer costs”

1. Efforts and expenditures of potential rent recipients

Airlines employ lobbyists who could be otherwise employed in a productive capacity to sway officials.

2. Efforts of government officials to obtain or react to the airlines expenditures.

E.g. Lower-level government officials inefficiently invest time studying the airline industry to improve their chances of obtaining a rent-seeking position.

3. Third party distortions induced by monopolies or government as a consequence of rent-seeking.

E.g. Additional tax revenue from the monopolies leads to competition among other interest groups for subsidies or tax breaks (rent-seeking begets more rent-seeking). 

C. Other examples:
1. A lawyer employed to transfer a dollar from party A to party B has an opportunity in terms of the output the lawyer could have otherwise produced.  The opportunity cost is the social cost of rent-seeking (the transfer is not).

2. “Milker Bills”:  Representative Sam needs campaign contributions → introduce a bill which induces some to urge (and give money to) Sam to defeat the bill.
1. Special-interest groups vs. dispersed voter groups

Example:
a. Sugar quotas and tariffs

Protect less than 2,000 jobs at a cost of about $1 billion per year to consumers.  Roughly $500,000 per job.  There are about 11,000 sugar farms in the US.  
Related interest groups:  HFCS (typically made from corn); ethanol (typically made form sugar or corn).  
Agribusiness has spent nearly $1 trillion lobbying government officials over the last decade.
b. Social security – securing social security benefits is often the major issue for those on social security.  
AARP has spent over $110 million lobbying since 1998.  2nd most of any single spender (not industry, like agribusiness) – AMA is 4th.

c. Alaskan oil has to be transported by high-cost US shipping industry.
d. Irrigation projects

Example:
Textiles and apparel tariffs/quotas: Cost US consumers about $35 billion per year.  Some of the tariff revenue could go back to consumers through government public expenditures.
Suppose the consumers lose $20 billion in transferred wealth, half of which is DWL.  Producers receive $10 billion.
Even IF consumers know the effects of the tariffs and know that if they organized they could eliminate the tariffs, it may cost more than $67 in time and energy to get involved!

 → free riding.

Also, the special interest group (producers) will contribute some of the $10 billion to keep the quotas in place.  
By aiding the special-interest group, the politician gets votes, campaign aides, and especially campaign funds, which can be used to acquire more votes (more money for media, etc.).   
2. Bigger tax-transfer system → more people (%) will be employed in rent-seeking activities: lobbyists, lawyers, “expert witnesses, tax/transfer accountants, and other political professionals.  Fewer people (%) will be employed in wealth-creating activities.

→ Economic growth slows.  Larger tax/transfer structure means more lobbying and rent-seeking, which results in less growth.
For example:

Year

# of lobbyists
1976

~3,420

1983

~6,500
2006

~11,500

D. Bureaucrats 
Legislators provide bureaus with finances and assignments.  The bureau is supposed convert those funds into public goods and services.

1. Bigger budgets → more opportunities and resources available to the agency → more power, status, reputation, and bigger salaries to bureau managers.  For lower level employees there is generally more job security and there can be more opportunities for promotion as the bureau grows.  
Also: more money for travel, nicer equipment, offices, etc.

2. Can legislators keep the budgets in check and promote efficiency?

a. No well-defined “bottom line” – it’ tough for legislators to gauge efficiency.  

b. Poor performance does not mean elimination. 
c. Information on the bureau’s performance comes from the bureau itself.

d. Bureaus are almost always monopoly suppliers (no competition).

III. Simple Conclusions
1. Well-designed constitutional rules and procedures are more important than trying to elect the “best candidate”.

2. We must weigh the inefficiencies of government against market inefficiencies when trying to get the optimal outcome.  
