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Caveats to Market Failures 

Monopolies 

 

 

Public Goods 

 

 

Externalities 

 

Cable companies were originally 
government-protected monopolies. 
 

Turing (maker of Deraprim) is a 
government-protected monopoly. 

Many ñpublic goodsò arenôt really 
public goods: public transportation, 
public schools, public libraries. 

Externalities emerge when 
government does not protect 
property rights . 
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Agent Goal Action 

Voter To help all people earn a 

living wage 

Votes for politicians who 

support living wage 

Politician To do what is in the best 

interests of society 

Designs and votes for living 

wage laws 

Bureaucrat To serve the public Executes living wage laws for 

good of the poor 

How We Think Government Works 

Problem: Some workers donôt earn a living wage. 

Public Choice Economics 

 Human nature is independent of where the human works.  
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Agent Goal Action 

Voter To maximize own happiness Become informed and vote if 

the expected benefit exceeds 

the cost 

Politician To get elected Attract over 50% of voters 

Bureaucrat To maximize own happiness Craft the job to satisfy 

bureaucratôs needs 

Lobbyist To maximize profit from 

lobbying 

Encourage politician to vote 

for policies that benefit 

lobbyistôs constituency 

How Government Actually Works 

Problem: Some workers donôt earn a living wage. 
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But, democracy guards against selfish behavior. 

Vote in better people!  
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Voter Behavior in a Democracy  
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Voter Behavior in a Democracy  

 

Proposal: Take $10 from each person in Group A, 
lose half, give the rest to Group B. 

 Information and voting cost = $20  
 

 

ÅWho wants to vote? 

ÅWhat is the outcome? 

Å Is society better off?  

Group A Group B 
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Voter Behavior in a Democracy  

 

Concentrated Benefit & Dispersed Cost 

Benefits split among a few voters. Costs split 
among many voters. 

 

Rational Ignorance 

Incentive to remain ignorant of and disengaged 
from the voting process.  
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But Weôre a Republic, not a Democracy 
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Voter Behavior in a Republic  
 

People elect representatives. 
 

Representativesô jobs are to be informed and 
engaged. 

Group A Group B 
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How to assign representatives? 

Divide households evenly into 5 districts 
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60%  

40%  

Fair Representation 

60% 

40% 
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3 Districts  

2 Districts  

Fair Representation 
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5 Districts  

0 Districts  

Representation Biased Toward Majority 
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2 Districts  

3 Districts  

Representation Biased Toward Minority 
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Voter Behavior in a Republic  

 

 

Gerrymandering 

It is possible to assign representatives to give: 

Å no representation to the minority, or  

Åmajority representation to the minority.  
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Voter Behavior: Conclusion  

 

In a democracy 

ÅVoting results in worse outcomes for society 

 

In a republic  

ÅVoting results in worse outcomes for society 

ÅGerrymandering can give silence minority or 
give majority power to minority  
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Politician Behavior  
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 Low Medium High 

  Voter Preferences for a Government Service 

Politician Behavior  

Politicianôs goal: Get elected 
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Politician Behavior  

 

 
 

Median voter theorem 

Majority voting yields the median voterôs 
preference, even if it is a minority preference.  
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Politician Behavior  

Fraction of votes won by the Democratic 
candidate in the general election 
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Politician Behavior: Conclusion  

 

 

 

Politicians donôt seek the common good. 

Goal: Get elected. 

Strategy: Seek the good of the median voter.  

 (even if the median voter is in the minority)  
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Bureaucrat Behavior  
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Bureaucrat Behavior  
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Bureaucrat Behavior  

 
 

 

 

www.dmv.state.pa.us 
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