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Description of the course

This course offers an introduction to the theory of public choice. We will use the methodology of rational choice and game theory to study topics at the intersection of political science and mainstream economics. The methodology of rational choice and game theory has been initially developed and applied within economics. The theory of public choice is an attempt to use the rigor of that methodology to study politics. The result is a fruitful interaction between the two subjects and indeed among all social sciences. 


We will start with an overview of the basic concepts in rational choice and game theory that we will use throughout the course. That would be a quick overview of the canonical models of choice under certainty and uncertainty, games with complete information in strategic and extensive form, Bayesian games, and dynamic games with incomplete information. The length of that part would depend on the background of the students. Its role is to ensure similar starting points for all course members. Upon discussion, however, we may drop most of it.


Second we will review the two main results in modern welfare economics, the first and second welfare theorems. What are the assumptions that drive the results and why they fail? This will justify our study of public choice.


After those preliminaries we will move to the core of our course starting with the study of public goods and the problem of collective action. Next we will consider the canonical models of direct and representative democracy. This will provide the framework for discussing a number of related topics: the economic role of the government, the theory of preference aggregation and voting, interest groups and political influence, taxation and regulation, rent seeking behavior and corruption etc. The discussion will center around the core topics in the field, however, students will be able to choose the specific mode of discussion including the type of papers assigned for reading and the type of applications we will consider.

Prerequisites

There are no specific requirements for attending this course except for some exposure to elementary economics and good knowledge of English. There will be some mathematics involved at the high school level but this will be kept at a minimum. We will avoid calculus for example and will rely on graphical representation as much as possible.

Course requirements

A full coverage of the topics will take a two-semester course. The first part of the course covering the methodological background will consist mainly of lectures. This would take approximately half a semester. Then we will move to a more interactive mode of teaching by devoting one seminar per week to a critical discussion of a paper or papers chosen in advance. Each student will be asked to send comments and questions for discussion in advance to the whole group and one of us will open the discussion by a brief presentation of the assigned paper. There will be an in-class exam after the first semester and a final paper at the end of the course. The final paper should be a discussion of a real world situation from the perspective of our course. Sometime in the second semester each student will be asked to present his or her selected topic in order to get comments and suggestions for improvement from the others.

Outline

The articles included below are just suggestions. Students are very welcome to suggest papers they like to discuss

Methodological background

1. Choice under certainty and uncertainty. Attitudes toward risk

2. Games in strategic and extensive form. Solution concepts.

3. Games of incomplete information. Solution concepts.

.

For the first two topics I will distribute lecture notes. However, you can consult Mas-Collel, Whinston, and Green (1995) Microeconomic Theory, Oxford University Press for a more comprehensive treatment.

There are a number of excellent books on game theory available now. We will make use of Osborne, Martin J. 2004. An Introduction to Game Theory, Oxford University Press. Chapters 2, 4, 5, 9 and 10. Gibbons, Robert, 1994. Game Theory for Applied Economists, Princeton University Press is also an excellent source.

4. The two welfare theorems

Varian, Hal 1993. Intermediate Microeconomics, Chapter 28, Norton.

Public choice: Preliminaries 

5. Public Goods and the Prisoner’s Dilemma.

6. Voluntary Provision

7. Externalities and the Coase Theorem

Direct Democracy and preference aggregation

8. Unanimity

9. Majority and the Median Voter Theorem.

10. Cycling, logrolling and agenda manipulation

11. Alternative voting methods.

12. Arrow’s Impossibility theorem.

Representative Democracy

13. Two party competition

14. Multiparty systems

15. Rent seeking

We will use material from 

Mueller, Dennis, 2004. Public choice III, Cambridge University Press.

Shepsle, Kenneth A. and Mark Bonchek. 1997. Analyzing Politics: Rationality, Behavior, and Institutions, Norton 
In addition, the articles from the following set will be assigned for seminar readings.

Bhagwati, J. N. 1982. “Directly Unproductive, Profit-Seeking (DUP) Activities.” Journal of Political Economy, 90 (5), 988-1002.

Buchanan, James and Gordon Tullock, 1962 'A Generalized Economic Theory of Constitutions.' In The Calculus of Consent: The Logical Foundations of Constitutional Democracy. Chapter 6, University of Michigan Press

Coase, Ronald, 1960. ‘The Problem of Social Cost.’ The Journal of Law and Economics, 3, pp.1-44.

Dixit, A. 1987 “Strategic Behavior in Contests.” American Economic Review, 77, pp. 891-98.

May, K. O. 1952. ‘A Set of Independent and, Necessary and Sufficient Conditions for Simple Majority.’ Econometrica, 20, pp.680-4.

Sen, A. 1995. 'Rationality and Social Choice.' American Economic Review 85, pp. 1-24.

Stiglitz, J. 1989. On the Economic Role of the State, Blackwell. 

Political institutions

16. Legislatures

17. Bureaucracy

18. Courts and Judges

19. Cabinets

For this section we will study closely the relevant chapters from

Shepsle, Kenneth A., and Mark Bonchek. 1998. Analyzing Politics: Rationality, Behavior, and Institutions. Norton & Company, New York.

Interest Groups and Lobbying

20. Lobbying and Information

21. Campaign contributions and Influence

22. Corruption

We will focus on the following books

Barry Brian and Russell Hardin ed., 1982. Rational Man and Irrational Society?: An Introduction and Sourcebook. Beverly Hills: Sage Publications.

Grossman, Gene M. and Elhanan Helpman, 2001. Special Interest Politics, MIT Press.

 and articles

Andvig, Jeans Chr., and Karl Ove Moene  1999. “How Corruption May Corrupt.” In The Economics of Corruption and Illegal Markets. ed. Gianluca Fiorentini and Stefano Zamagni. Cheltenham: Edward Elgar.

Becker Gary, 1983. ‘A Theory of Competition Among Pressure Groups for Political Influence.’ The Quarterly Journal of Economics, Vol. 98, No. 3.

Hellman, Joel, and Mark Schankerman 2000. “Intervention, Corruption and Capture: The Nexus Between Enterprises and the State.” Working Paper No.58, European Bank for Reconstruction and Development

Kaufmann, Daniel, and Shang-Jin Wei 1999. “Does ‘Grease Money’ Speed Up the Wheels of Commerce?” NBER Working Paper No. 7093, Cambridge: National Bureau of Economic Research.

Shleifer, Andrei and Robert W. Vishny 1999. “Corruption.” In The Economics of Corruption and Illegal Markets. ed. Gianluca Fiorentini and Stefano Zamagni. Cheltenham: Edward Elgar.
