The Economics of Voting

The economics of voting is about when, and subject to what qualifications, electoral markets are like ideal commercial markets where universally self-interested
behaviour yields outcomes that are in some sense best for society as a whole.
Self-interest can be relied upon in voting about the redistribution of income, narrowing the gap between rich and poor, without removing the gap completely,
altering people’s ordering on the scale of rich and poor or destroying incentives to
work and save. Elsewhere, self-interested voting can lead to inconsistent collective
behaviour, and must be supported by bargaining, duty and rights.
Bargaining is indispensable in the formation of platforms of political parties,
passage of laws in the legislature and other situations where two or more magnitudes must be voted upon simultaneously. Bargaining is ubiquitous but mysterious,
with no plausible equilibrium comparable to the equilibrium in competitive markets. A duty to vote arises because the chance of any person’s vote influencing
the outcome of an election is too small to justify the time and trouble of voting.
Widespread abstention is corrosive, but the purely self-interested person abstains.
A duty to vote need not require a person to vote for the party seen as best for society as a whole. It may be sufficient to vote for the party seen as best for oneself
alone.
Rights are the citizen’s defence against exploitation. Unconstrained, majority
rule voting allows any majority of the electorate that can vote as a block – a
majority identified by race, religion or social class – to expropriate the corresponding minority completely. No government in office, and its supporters, would
risk losing office in an election if loss of office meant destitution at the hands of
its successors. Constraints include property rights that may be modified by systematic redistribution but not discarded or altered indiscriminately if democratic
government is to be preserved.
This book will be of interest to political scientists, economists and philosophers,
and would serve as a text for senior undergraduate or graduate courses.
Dan Usher is Professor Emeritus at Queen’s University, Kingston, Ontario,
Canada.
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1

Introduction

A decentralized economy motivated by self-interest and guided by price signals
would be compatible with a coherent disposition of economic resources . . . It is
important to understand how surprising this claim must be to anyone not exposed
to this tradition. The immediate ‘common sense’ answer to the question ‘What
will an economy motivated by a very large number of different agents look
like?’ is probably: There will be chaos . . . quite a different answer has long been
claimed true and has indeed permeated the economic thinking of a large number
of people who are in no way economists.
Arrow and Hahn (1971: vi–vii)

Why the economics of voting? The central proposition in economics is that
the world’s work gets done satisfactorily when each person does what is best for
himself alone. The common sense view of the matter is that the outcome when
each person does what is best for himself alone would be chaos. By contrast, the
great lesson of economics is that, subject to strong qualifications which it is the
business of economists to study, the outcome is order rather than chaos and that
the resulting order is in some sense desirable. Self-interest generates a satisfactory outcome in markets for ordinary goods and services within an appropriate
framework that only government can provide, including the protection of life and
property, resolution of disputes, provision of roads, bridges and schools, dealings
with other countries and the mitigation of inequality of income when deemed in
the interest of the community as a whole. The economics of voting is the study
of whether – subject to what qualifications and to what extent – an equally satisfactory outcome is attained in government, too, when laws and leaders are chosen
by majority rule voting and when each person votes for whatever seems best for
himself alone. The economics of voting is about when self-interest may be relied
upon in voting as well as in markets, and, if not, what other considerations must be
introduced.
The principal themes of this book are suggested by the terms in the subtitle.
Under the heading of ‘Self-interest’ is an examination of voting about the redistribution of income: whether an equilibrium emerges when everybody votes
selfishly, whether that equilibrium is desirable, whether there would be full or partial redistribution, how outcomes might be affected by campaign advertising and
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whether redistribution is seriously constrained by inefficiencies in taxation. Under
the heading of ‘Bargaining’ is an analysis of how voting and bargaining are inextricably intertwined, where bargaining is seen as fundamentally different from
ordinary self-interested behaviour, so that the one cannot be subsumed in the other.
Under the heading of ‘Duty’ is the argument that citizens must recognize a duty to
vote because the expected gain to the voter is never sufficient to cover the full cost
of voting. There is some discussion of the chance of one’s vote being influential
and of what exactly the duty to vote requires. Under the heading of ‘Rights’ is
an exposition of the different roles of property rights in politics and in markets.
The virtues of the competitive economy are only realized when there is a prior
allocation among citizens of property rights with a sufficiently well-specified rule
of law that people know exactly what their property entitles them to do. Property
rights include ownership of money, land, capital goods, patents and shares of corporations. Ownership in this idealized description of the competitive economy is
given, as it were, by the hand of God with no explanation of why different people’s
allocations are what they turn out to be. Political markets are different. Majority
rule voting would be a sham if people were somehow stopped from voting about
the content and allocation of property rights; the defence of property rights under
majority rule voting must rest upon voters’ unwillingness to vote away property
rights for fear of what might happen not just to the economy, but to the institution of majority rule voting itself. Formal constitutional constraints surely help,
but would be a poor defence of property rights if not bolstered by the long-term
interest of the great majority of voters.
This book is a cross between a collection of essays and a systematic treatise.
It is a collection of essays in that half of the chapters have appeared as academic
articles. It is a systematic treatise in that a good deal of material has been added and
the chapters are ordered to tell a coherent story about behavioural and institutional
requirements for government by majority rule voting. Following this introduction
and a chapter on voting patterns, the book consists of five pairs of chapters, a pair
on each of the four themes and a final pair on attempts in the literature to explain
politics on the strength of self-interest alone. Chapter by chapter, the content of
the book is as follows.
Chapter 2, called ‘Voting patterns’, is a collection of well-known paradigms,
beginning with circumstances where voting works well, and proceeding to other
circumstances where voting is inefficient and intransitive. There is a unique electoral equilibrium, comparable to the equilibrium in a competitive market, in
the world of the median voter theorem where all options can be represented as
points on a line, each voter has a preferred option and, between any two options
both to the right or both to the left of one’s preferred option, one always votes
for the option closest to one’s first best. The theorem itself is that the preference of the median voter, the person in the middle of the line, beats any other
option in a pair-wise vote and can be expected to emerge as the winner in
the election. Subject to several qualifications, the median voter theorem holds
for the acquisition of public goods and for the redistribution when voted upon
separately, but not for both together. A second favourable circumstance is the
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world of the Condorcet jury theorem where one among many available options
is best for everybody but voters may be mistaken about which option that is. The
theorem is that the best option is likely to be selected when each voter’s probability
of choosing the better of two options is over fifty percent.
Otherwise majority rule voting is less satisfactory. Outcomes may be inefficient
because no account is taken of voters’ intensity of preference. Voting takes account
of how many people favour each option in an election, but not by how much. It may
be that everybody – supporters of the winning option and supporters of the losing
option – could be made better off by a reversal of the outcome of an election together
with an appropriate compensation from all supporters of the losing option to all
supporters of the winning option. This peculiar feature of majority rule voting is
part of the rationale for vote trading and cost–benefit analysis.
Majority rule voting may be intransitive, giving rise to a paradox of voting
where no option in an election can beat every other option in a pair-wise vote.
Option A beats option B, option B beats option C, but option C beats option A.
Majority rule voting may well be intransitive even if each voter’s preferences are
transitive. Transitivity being an essential ingredient of what we see as rationality,
public decision-making by majority rule voting displays characteristics which if
observed in a person’s decision-making would lead one to suppose that the person
is insane. Voting about platforms of issues is especially likely to be intransitive,
giving rise to strategic voting, to bargains among voters and to the empowerment
of the agenda setter to lead the legislature by the nose to whatever outcome the
agenda setter prefers.
Another disturbing feature of majority rule voting is the exploitation problem.
Voting about the allocation of the entire national income creates an almost irresistible temptation for a majority of voters to grab the entire national income
for itself, with nothing left for the excluded minority. Such a majority would
normally conform to pre-existing cleavages among citizens on religious, ethnic,
social, economic or geographical lines, but may be composed of any group that
can coordinate its votes. Recognition of the exploitation problem is the core of
a political argument for strong property rights that can be moderated by systematic redistribution but cannot be voted away altogether if government by majority
rule voting is to be preserved. Recognition of the exploitation problem is part
of the case for the bicameral legislature and for the division of power among
legislature, executive and judiciary.
Voting is by citizens for legislators and executives, and by legislators for laws.
Three troubling aspects of voting by citizens are the paradox of not voting, voting
externalities and the spoiler problem. The paradox of not voting is that a rational,
self-interested person would never bother to vote because one’s expected benefit
from voting – the dollar value of a win by the party one prefers weighted by the
minute probability of one’s vote determining the outcome of the election – falls
well short of any reasonable estimate of the cost of the time required in going to
the polling station and casting one’s vote. A rational self-interested person would
prefer to abstain. A person’s vote can have no effect on the welfare of that person
or anybody else unless it is pivotal, swinging the outcome of the election from the
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party or candidate one votes against to the party or candidate one votes for. The
chance of one’s vote being pivotal is too small to justify voting from self-interest
alone. On the other hand, a vote that is pivotal creates two massive externalities:
a positive externality of benefits to thousands and thousands of other supporters
of the party one votes for and a negative externality of costs to thousands and
thousands of supporters of the party one votes against. The spoiler problem is
that, though candidate A beats candidate B when these are the only candidates
running, the addition of candidate C causes candidate B to win instead. There
are very brief discussions of alternative voting schemes, plurality voting as in the
United Kingdom, the United States and Canada and proportional representation as
in France and Israel. Voting by legislators for laws requires an ordering of votes
for amendments and amendments to amendments on any given bill, and processes,
since time is limited, for choosing which bills to bring to a vote and for examining
bills in detail. These voting patterns are discussed briefly as preface to the more
limited and focussed discussions to follow.
Chapter 3, entitled ‘Voting about the redistribution of income’, is a theme
and variations. A core model portrays redistribution as undertaken by a negative income tax, where tax evasion makes redistribution costly so that each voter,
depending on his initial income, has a preferred tax rate and the preference of
the median voter prevails. There is an unambiguous political equilibrium where
income disparities are reduced without equalizing incomes altogether and without altering people’s places on the scale of rich and poor. It is then shown how
the implications of the model are modified or reversed altogether by changes in
the assumptions: recognition of political parties, progressive taxation, abstention,
campaign advertising and additional impediments to taxation including the switch
from paid labour to leisure or do-it-yourself activities.
It is shown how campaign advertising can reverse the correlation between the
initial inequality of income distribution and the amount of redistribution that
majority rule voting prescribes. In the core model without campaign advertising, a
widening of the distribution of income, increasing the gap between rich and poor,
automatically increases the spread between average and median incomes, making
redistribution more advantageous to the median voter. With campaign advertising,
a greater disparity between the incomes of rich and poor is likely to be reflected
in a greater disparity between campaign contributions to the party of the rich and
the party of the poor, together with a greater disparity in the parties’ campaign
advertising, influencing perceptions of the efficiency of tax collection and persuading the median voter to favour less rather than more redistribution. It is shown
how more inequality may lead to less, rather than, more redistribution. Whether
this actually happens depends upon the magnitudes of the different effects, but the
simple connection between distribution and redistribution is destroyed.
Chapter 4, called ‘How high might the revenue-maximizing tax rate be?’, examines the proposition that extensive redistribution is impossible because there is an
upper limit to taxation beyond which a tax increase yields less rather than more tax
revenue. There is a political edge to this proposition, conservatives tending to argue
that the revenue-maximizing tax rate is low and liberals tending to argue that the
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revenue-maximizing tax rate is high. The chapter contains a critical discussion of
the ‘new tax responsive literature’ about how to measure the revenue-maximizing
tax rate. The Laffer curve, showing how tax revenue varies with tax rate, is derived
first from the assumption that a tax increase provokes increased tax evasion and
then from the assumption that a tax increase provokes a switch in the usage of time
from labour to leisure. It is commonly supposed that the Laffer curve is humped
with a peak revenue at a tax rate well short of 100 per cent. That is not always
so. It is shown that the peak of the Laffer curve may be close or even equal to
100 per cent. The crux of the argument in this chapter is that though redistribution
may be expensive in the sense that there is a high marginal cost of public funds,
it is rarely if ever impossible at rates the median voter would like to impose.
Chapter 5, entitled ‘Bargaining and voting’, shows how the two activities
are intertwined. The chapter is essentially a list of circumstances where public
decision-making requires that bargains be struck because there is no determinate
equilibrium in purely self-interested voting by all parties concerned. Bargaining
becomes indispensable for the formation of party platforms when stances on two
or more issues must be combined and no platform beats every other platform in a
pairwise vote. Members of every political party must bargain about what its platform should be. With proportional representation, parties in a majority coalition
of the legislature must bargain about the allocation of places in the cabinet and
about a common set of policies to follow. Only by bargaining among interested
parties can a complete tax schedule be chosen. Bargaining is a major concern in
the design of governments. A tyranny of the majority might be averted through
a bicameral legislature with excesses of a majority in each house checked by a
different majority in the other house where members are elected on somewhat different principles, but only at the cost of some risk of gridlock if majorities in the
two houses cannot strike a deal. Democracy is a trade-off between efficiency in
the design and execution of public policy and the risk of exploitation of minorities
by majorities, with bargaining as an impediment to the one and a defence of the
other. A willingness to compromise is required if democracy is to work at all. Two
paradigms are somehow intertwined: the collective choice of a point on a line,
and the division of a pie by unanimous consent of two or more parties. There is
normally an equilibrium in majority rule voting for the one but not the other.
Chapter 6, called ‘Bargaining unexplained’, is a defence of the odd proposition
that bargaining works in practice but not in theory. There is no denying that people bargain successfully – not always, for wars do begin from time to time – but
over and over again in the ordinary business of life. This chapter is an examination
of the principal bargaining models – based upon a sense of fairness, a hypothetical sequence of concessions or time-preference where each party accepts a deal
today rather than waiting for a better deal tomorrow – arguing that, in each case,
the assumptions of the model are too far from the circumstances of actual bargaining to warrant confidence that bargains will actually be struck. Models based
upon a sense of fairness start with the premise that, wherever possible, bargainers
agree upon a fifty-fifty split, generalizing to a Nash bargaining solution in more
complex situations. Models based upon a postulated sequence of concessions are

