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I. Introduction 

 There is a great deal of concern around the world regarding how government spending in 

general and entitlement programs in particular may be driving economies into deep descent.   

What are the fundamental political forces that push economies so close to collapse?  Are there 

forces that work to prevent going into the “abyss” of collapse?  Are there some that make it more 

likely?   

 This paper builds a political economy model that focuses on several of these factors.  The 

first is the increasing welfare cost of taxation.  As is well known from standard public finance, 

the marginal deadweight cost of taxation rises with the tax rate.  Though political economy 

equilibrium generates inefficient transfer spending, as the tax rate to finance this spending rises, 

increasingly large burdens are imposed on the citizenry.  If the spending is directed to 

redistribution instead of public good provision, there is no offsetting benefit of the expenditure.  

This increasing burden, if it becomes large enough, induces previously inactive political 

opposition to emerge and limit inefficient spending programs.  This serves to avoid the “abyss” 

of collapse, though inefficient government programs still persist.  

 Second, a feature that we analyze is social attitudes toward government programs and 

government spending. Naturally, more favorable attitudes toward government spending induces 

political support (or lack of opposition) to expansion of such spending and the tax increases it 

entails.  In and of itself, this enables the political process to push the economy into further 

decline.  
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 A related feature may exacerbate this effect.  This is the degree to which people are 

influenced by the attitudes of others; whether they wish to express “socially acceptable” attitudes 

and follow prevailing social norms. This idea has been analyzed by Becker and Murphy (2000) 

and Kuran (1995) in a host of settings.  In our analysis, such a desire generates a “social 

multiplier” that magnifies the effect of changes in average attitudes in the populace.  Any 

increase in the average favorability of government has a direct effect of increasing government 

spending and taxation, but also an indirect effect that amplifies this due to people’s desire to 

display popular attitudes.  Optimistic attitudes toward government combined with a strong desire 

to follow the social norm creates the potential for political forces to push the economy toward 

collapse.     

 A third feature we analyze in the possibility that attitudes are endogenous, i.e., that they 

respond to outcomes produced by government spending.  Clark and Lee (2011) suggest that as 

the net welfare losses of redistributive government rises, individuals revise downward their view 

of the desirability of government programs.  This provides a check on politics and helps avoid 

economic collapse.  Thus, a growing, inefficient government may sow the seeds for its own 

limitations.  We incorporate these ideas into our model.   

 Our basic framework is a standard public choice model with rationally ignorant voters 

who may or may not offer political support or opposition.  Support or opposition is limited 

unless the benefit or cost per person is large enough.  This generates the standard result that 

political equilibrium is characterized by small tax increases that are dispersed over many and the 
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resulting revenue is concentrated on a few.  Within this framework, we introduce the previously 

discussed features to ask how these forces may limit or intensify this transfer to special interests 

and so help prevent or induce economic collapse.   

In our basic framework, exceptionally large and inefficient government is checked at 

some point by the political opposition of the majority due to the increasing marginal deadweight 

cost of taxation.  However, special interest groups are still able to gain subsidy at the expense of 

taxation of the majority, so the power of this check is limited.  This check is further weakened by 

overly optimistic views of government as well as a desire to follow social norms.  These induce 

politicians to engage in more redistribution and push the economy closer to collapse.  However, 

if attitudes toward government are revised downward by poor economic performance, the 

strength of this check is somewhat restored.  

The upshot is that political economy equilibrium is likely to push the economy to the 

edge of collapse but it also seems likely to prevent the economy from going “over the edge.”  

However, this latter result may fail to hold if there are overly hopeful views of government, but 

this concern is lessened by a citizenry that appropriately revises its view of government.   

 The remainder of the paper provides details of the above arguments.  Section II reviews a 

basic model of taxes, subsidies, and deadweight loss.  As a benchmark, section III presents a 

naïve model of political support where everyone is perfectly informed and is politically active.  

Here, no deadweight costs occur and no redistributive subsidies/taxes occur.  Section IV presents 

a political support/opposition model where the costs of becoming informed, the cost of 
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organizing support, and rational ignorance are incorporated, as well as attitudes toward 

government. Political economy equilibrium is derived in this scenario.  Section V describes some 

features of this equilibrium.  It is shown that special interest minorities are favored to a point 

until the deadweight costs of taxation become too large.  At that point, the majority effectively 

pushes back to limit further government growth.  This generates an increasing political cost of 

government that induces an avoidance of economic collapse.   

Section VI analyzes the role of attitudes toward government and desire to follow the 

social norm in the context of our model.  We show how a strong presumption of benefits of 

government, combined with an inclination to be socially acceptable, tends to increase the 

potential of going into economic collapse rather than limiting the possibility.  Section VII 

modifies the finding of section VI by considering endogenous attitudes; i.e., that attitudes toward 

government may worsen as deadweight costs of government grows, and this can serve to help 

avoid economic collapse.  Lastly, section VIII concludes.   

II. Some Basics:  Taxes, Subsidies, and Deadweight Cost 

A. The Basic Framework 

 Assume that there are two groups in the economy.  Members of group 1 produce only 

good X1 because of skills specialized to producing this good.  Similarly, members of group 2 

produce only good X2.  Let there be N1 members of group 1 and N2 members of group 2.   

We consider the taxation/subsidization of the two groups.  These actions are purely 

redistributive in nature, thus we abstract from efficiency enhancing government actions. 
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Throughout, we examine subsidization of group 1 supported by general taxation on both groups.  

We focus on the distortion this creates regarding production.  To maintain this focus, we assume 

that individuals as producers bear the entire burden of taxation or reap the full benefit of 

subsidization, i.e., burdens are entirely shifted to producers. This requires that prices consumers 

pay are given.  While a broader model would consider endogenous prices, this would not change 

the model’s basic implications about the distortion of production and its economic and political 

costs.  Thus, we maintain this simplification.  Without further loss of generality, assume prices of 

the two goods are equal to one; p1=p2=1.   

Given this, the individual’s utility from consumption of the two goods is determined by 

his/her total income.1  Let total utility equal income less the cost of producing the good.  Total 

income for individual i = 1, 2 is the after-tax/subsidy price of good i times the amount of Xi 

produced and sold.   For the subsidized group 1, utility is: 

(1)               U1 = (1+s -t)X1 – C(X1), 

where s is the per unit subsidy for X1, t a per unit tax levied on all individuals, and C(X1) is the 

cost of producing X1.   For this group to be subsidized, it must be that s>t.  Group 2 receives no 

subsidy but pays the tax.  For this group, utility is: 

(2)               U2 = (1-t)X2 – C(X2)   

Each individual chooses the utility maximizing level of Xi, derived from first-order conditions:       

                                                 
1 This formulation can be derived from the following assumptions about fundamentals.  Assume that goods X1 and 
X2 are perfect substitutes for consumers.  For both goods to be purchased, their prices must be the same.  
Normalizing the prices to one, consumer utility from consumption equals total income.   
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(3)              ∂U1/∂X1 = (1+s-t) – C’(X1) = 0 

(4)              ∂U2/∂X2 = (1-t) – C’(X2) = 0 

for members of group 1 and group 2, respectively.  This is simply setting the marginal benefit of 

producing Xi equal to its marginal cost.   

 These individual equilibria and the resulting welfare costs are familiar and are shown in 

Figure 1.  With no taxes or subsidies, p1=1=p2 and each producer chooses output so that price  

Figure 1 
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equals marginal cost.  This is given by the output Xi
E in figure 1.  This changes with the tax and 

subsidy.  For good 1, producers choose output X1 and we have the welfare cost triangle JKL.  

For good 2, sellers choose output X2 and the resulting welfare cost is triangle ABJ.  

 Additionally, the tax and subsidy must set so that the revenue collected from the tax on 

group 2 – given by the rectangle ABCD – must be sufficient to cover the net subsidy on group 1, 

shown by the rectangle CKLN.  As is well known, a net welfare cost ensues.   

B. More Details 

 For ease of analysis below, we consider a specific functional form for the cost function.  

In particular, let C(Xi) = ½βXi
2.  Solving for the utility maximizing Xi’s, one finds: 

(4)                  X1 = (1+s-t)/β;    X2 = (1-t)/β     

Substitute these into the utility function to find the indirect utility functions: 

(5)       U1 = ½ (1+s-t)2/β;       U2 = ½ (1-t)2/β;        

 Now consider each individual’s willingness to pay to gain subsidization or to avoid 

taxation.  This is simply the dollar value of the change in utility relative to the no tax/no subsidy 

equilibrium. These play a role in determining political support for different policies.  Let Δ1 

represent the group 1 individual’s willingness to pay for net subsidization and Δ2 that for the 

group 2 individuals to avoid taxation.  These are computed as the utility differences from the 

case where s=0=t.  They are given by: 

(6)      Δ1 = ½ (1+s-t)2/β – 1/2β = (s+t)(s-t+2)/2β;    Δ2 = 1/2β – ½(1-t)2/β = t(2-t)/2β 
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 Recall that any tax/subsidy policy must be balance the budget.  The expenditure on 

subsidized group 1 is N1 times the subsidy paid to each member of this group, sX1.  Total tax 

collections are N1+N2 times the tax collected from each person; tXi.  Substituting in the 

expressions for each Xi, one obtains: 

(7)            N1(s-t)(1+s-t)/β = N2t(1-t)/β 

 One final simplification is considered.  We consider the case where there is a lump-sum 

subsidy to group 1 of value S per person that is financed by a per unit tax on X1 and X2.  This 

simplifies some computations of the model without taking away from the distortionary nature of 

the redistribution from group 2 to group 1.   

 For a lump-sum subsidy of S to each member of group 1, Δ1 becomes:  

(8)       Δ1 = ½ (1-t)2/β + S – 1/2β =  t(t-2)/2β + S      

and Δ2 remains the same.  The balanced budget constraint becomes: 

(9)           N1S = (N1+N2) t(1-t)/β 

III. Political Support Under the Naïve Model 

We follow the approach of Becker (1993) and argue that political support and opposition 

are based on individuals’ willingness to pay to support or oppose spending/tax policies.  How 

this translates into support or opposition is not a simple process.  Support can take many forms, 

including voting, campaign donations, assistance in raising funds, campaigning, helping 

convince the public of the importance of particular government policies, promoting the “jobs 

generated” by the policies and their help to the affected community/industry/occupation, 
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favorable mentions in the media, and general endorsements of policies and/or candidates.  In 

some cases, direct payments to acquire votes and support may occur.  Political opposition takes 

similar forms, just on the other side of the particular issue.  Elections are won and policies 

enacted based on the net political support they garner.   

 What fundamentally drives the willingness of people to undertake these activities is the 

gain or loss they attain under the particular policy, i.e., their willingness to pay.  In our notation, 

this is the Δi’s.  Thus, political support/opposition is a function of the Δi’s. 

  A naïve approach is to assume that net political support is simply equal to the net change 

in the sum of the Δi’s.  Of course, this assumes that everyone participates in the political process 

and the level of participation is equal to willingness to pay.  Below, we consider a formulation 

where this is does not occur.  However, the outcome of the naïve approach is useful for 

comparison purposes.   

 Under the naïve assumptions, net political support, NP, is the sum of willingness to pay 

by supporters less willingness to pay to oppose.  This is given by: 

(10)                  NP = N1Δ1 – N2Δ2  

Consider the lump-sum subsidy, S, for each member of group 1 financed by a unit tax on the Xis 

and substitute in the above derived expressions for Δ1 and Δ2.  We obtain: 

(11)         NP = N1(t(t-2)/2β + S) – N2 t(2-t)/2β = N1S  - (N1+N2)(t(2-t)/2β) 
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Assume the political process induces politicians to select S and t to maximize (11).  This 

maximization is subject to the balanced budget constraint: N1S = (N1+N2) t(1-t)/β.  This 

constraint defines t as an implicit function of S where ∂t/∂S = (N1/(N1+N2))∙[β/(1-2t)].   

 The net political support maximizing subsidy is that implied by the following first-order 

condition2: 

(12)      ∂NP/∂S = N1 – (N1+N2)(1-t)/β∙(∂t/∂S) = N1[1 – (1-t)/(1-2t)] = -N1t/(1-2t)  

This term is negative for any positive value of S (and t).3  Thus, in the naïve model, a zero level 

of redistribution maximizes political support.  The reason is that the naïve net political support 

function is essentially the social welfare function.  It simply adds the total net utility gains (in 

dollars terms).  There is a deadweight cost of the tax to finance the subsidy, meaning that the 

gain by winners is always smaller that the loss of the losers.  Thus, even the smallest of subsidies 

reduces net welfare, so garners no political support in this scenario.  The efficient outcome is 

achieved.4  

Also note that the second derivative of the naïve NP function with respect to S is 

negative.  Thus, not only does /subsidization/taxation reduce welfare, it does so at an increasing 

rate.  This is the familiar result that the welfare cost of taxation increasing at an increasing rate.  

                                                 
2 An alternative approach is to select the political support maximizing tax rate, with the level of the subsidy implied 
by the balanced budget constraint.  
3 For this to hold, the denominator of the final expression must be positive, implying the t< ½.  In this model, t > ½ 
is the point where one moves onto the downward-sloping portion of the Laffer curve, i.e., tax revenue falls when the 
tax rate increases.  It is never optimal to be at that level of taxation.    
4If we included efficiency enhancing government spending (e.g., for enforcing property rights) in the model, a 
positive tax would emerge.  Since we are considering purely redistributive spending, this does not occur.  One may 
think of our result as referring to taxation to finance only the latter type of spending.   
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IV. Political Support and Politics: Rational Ignorance, Costs of Organizing, and Attitudes 
Toward Government Programs 
 
A. The Non-Naïve Political Support Function 

 Public choice scholars have long recognized the participation in the political process is 

not universal nor in exact correspondence to utility gain or loss from public policy.  Downs 

(1957) first discussed the concept of rational ignorance and how this can affect political 

outcomes.  Essentially, for potentially small gains or losses, individuals have little incentive to 

become informed about their underlying causes and do not do so.  Thus, for policies that have 

only a small effect on each individual, these individuals will be rationally uninformed and offer 

little, if any, political support or opposition.  In a related vein, Olson (1965) notes that when the 

benefit per individual of a policy is small, each person has little incentive to organize group 

support/opposition to a policy.  

 These considerations imply that the political support function has properties illustrated by 

the graph in Figure 2.  The function labeled P(naïve) is the political support function based on 

the naïve approach.  It is simply a 45o line indicating that Δ, or utility gain, is translated one-for-

one to political support.  The function labeled P(∙) represents the political support function 

suggested by the public choice literature.  The vertical distance between the P(naïve) function 

and the P(∙) function shows how much political support falls short of willingness to pay for each 

value of Δ.  For example, for very small gains to each individual – say gains less than ΔA in the 



12 
 
 

 

 

figure – political support is virtually nil.  However, as the gain per person rises, political support 

begins to rise and – for very large gains – it eventually approaches full willingness to pay.   

Figure 2 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

In order for the political support function P(∙) to be as just described, it must have a 

segment where support increases at an increasing rate.  This is the segment between ΔA and ΔB.  

For values of Δ much larger than ΔB, the function approaches P(naïve) but never crosses it since, 

if it did so, would imply more support than willingness to pay.   Thus, for Δ > ΔB, the P(∙) 
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increases with Δ at a decreasing rate.  In summary, the P(∙) function has a positive first 

derivative, that is, P’(∙) > 0.  Initially, its second derivative is positive; P”(∙) > 0.  For large values 

of Δ, the second derivative turns negative; P”(∙) < 0.  Political opposition works in the same 

fashion.  For losers of a particular policy, Δ represents the willingness to pay to avoid the policy.   

The intuition of the above arguments can be readily formalized.  In our model, we 

introduce two factors that characterize the above discussion and cause actual political support to 

deviate from the naïve model.  One is a cost, c, of engaging in political support/opposition 

activities.   This cost includes things such as the cost of becoming informed about the effects of a 

policy and the cost of organizing support/opposition.  Thus, such support/opposition does not 

occur unless the relevant Δi is sufficiently large.   

Second, we introduce the idea of an attitude or mindset toward government. This reflects 

attitudes that generally perceive government and government spending as being appropriate and 

reasonable (or not) relative to the private sector.  Denote this attitude as φ, which may be positive 

or negative, with higher values indicating a more favorable view of government.  Assume that φ 

varies across the population according to the probability distribution function h(∙), with mean μ 

and variance σ2, that is, φ ~ h(μ,σ2).  The attitude toward government is person specific; those 

with positive values have a favorable inclination toward government and those with negative 

values have skeptical attitude toward government.     

We assume that that φ generates a utility gain or loss from supporting government.  Thus, 

an individual in group 1 who gains from the tax/transfer policy will provide support of Δ1 if this 
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gain, combined with the person’s attitude toward government and the cost of becoming involved, 

is high enough.  Let this be determined given by: 

(13)        Δ1 + φ – c > 0; provide political support of Δ1 
               Δ1 + φ – c < 0; refrain from political activity 
 
Note that we are expressing all terms in utility units.  This equation simply says that if the value 

of the transfer, Δ1, plus the utility gain from supporting government (or minus the utility loss 

from doing so) exceeds that cost of engaging in political activity, then political support is 

provided.       

With the distribution of φ ~ h(μ,σ2), the probability that an individual of group 1 provides 

political support of Δ1 is: 

(14)     Pr{support} = Pr{Δ1 + φ – c > 0} = Pr{φ >  -Δ1 + c} = 1 – H(-(Δ1 - c))  

Standardize this variable by deviating it from its mean and dividing by its standard deviation so 

that it follows the probability density function g with zero mean and variance of one.  Then: 

(15)     Pr{support} = 1 – H(-(Δ1 - c)) = 1 - G((-Δ1 + c – μ)/σ)) = G((Δ1 - c + μ)/σ) 

where the last equality holds for any symmetric distribution.  This is the share of the N1 

beneficiaries of the policy that will support it.  This is illustrated in Figure 3 below.  The shaded 

portion shows the area that reflects the percent of group 1 that provide political support.  Note 

that is only those with the most disfavorable views of government who fail to support the policy.   

A similar analysis illustrates the probability of political opposition.  Opposition of Δ2 is 

provided if this loss (recall that a positive Δ2 indicates a loss), combined with the person’s 
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attitude toward government and the cost of becoming involved, is high enough.  This is given by:  

(16)        Δ2 - φ – c > 0; provide political opposition of Δ2 
               Δ2 - φ – c < 0; refrain from political activity 
 
This entails that the fraction of group 2 that opposes the policy given by: 

(17)      Pr{opposition} = Pr{Δ2 - φ – c > 0} = Pr{φ <  Δ2 - c} = H(Δ2 – c)  

Using the standardized variable, this becomes:  

(18)     Pr{opposition} = H(Δ2 – c) = G((Δ2 – c - μ)/σ)  

h(φ) 

μ φ -(Δ1-+c) 
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Thus, the political support function is P(Δ1) =  Δ1G((Δ1-c+ μ)/σ) ) and the political 

opposition function is P(Δ2) =  Δ2G(Δ2-c -μ)/σ) ).  These functions have the properties discussed 

above and as illustrated in Figure 2:  for small values of Δi, P(∙) is very close to zero and for a 

large Δi, G(∙) approaches one and P(∙) approaches Δi.   

B. Policy to Maximize Political Support 

 We now analyze the political support maximizing level of taxation/subsidization with the 

political support function just derived.  The politician chooses S to maximize: 

(19)          NP = N1P(Δ1) – N2P(Δ2)  

where, from previously, Δ1 = t(t-2)/2β + S and Δ2 = t(2-t)/2β.  The politician is subject to the 

balanced budget constraint N1S = (N1+N2) t(1-t)/β.   

 The first-order condition for the support maximizing S is: 

(20)              𝜕𝜕𝜕
𝜕𝜕

=  𝑁1𝑃′(∆1) − (𝑁1𝑃′(∆1) + 𝑁2𝑃′(∆2)) ∙ 𝜕∆1
∂t

 ∙ 𝜕𝜕
𝜕𝜕

= 0 

The first term is the marginal benefit of raising the subsidy.  One obtains a P’(Δ1) increment to 

political support for N1 winners.  The second term is the incremental political opposition.  The 

term (∂Δ1/∂t)∙(∂t/∂S) indicates how much the increase in S requires in a tax increase times how 

much this increases the loss to taxpayers.  This is multiplied by the marginal political opposition 

it generates:  P’(Δ2) for each of the N2 losers as well as reducing support by P’(Δ1) for the N1 

winners.  
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Substituting in the specific functional forms, this simplifies to:  

(21)                     
𝜕′(Δ1) (𝜕1+𝜕2)

𝜕′(Δ1) 𝜕1+𝜕′(Δ2)𝜕2
= (1−𝜕)

(1−2𝜕)
     

The left-hand side of equation (21) is a simple transformation of the politician’s marginal rate of 

substitution for S and the right-hand side is a simple transformation of the balanced budget 

constraint.  This equilibrium is illustrated in Figure 4.  Indifference curves for the politician are 

labeled NP0, NP1, and NP2 for three political support levels.  Since S is a “good” and t is a “bad,” 

indifference curve slope upward and higher utility is gained by moving southeast.  The locus 

labeled t(S) is the budget constraint showing the increase in t when S is increased.  This is the 

“cost” of increasing S.  The political equilibrium, denoted S*, is at the indicated tangency.   

Figure 4 
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V. Features of Political Equilibrium 

A.  Special Interests Win . . . Mostly 

 An unsurprising result from the model is that minority group special interests gain 

subsidy at the expense of large groups.  This is the basic idea of concentrating benefits on small 

interest groups and dispersing costs onto a large group that has little incentive to organize 

opposition.  This comes out of our framework due to the shape of the political support function, 

P(∙).  Recall that it is initially convex, then concave.  The desirability of concentrating benefits 

and dispersion of costs comes from the convex portion of the P(∙) function.  

 To see this, return to the depiction of the political support function shown above in Figure 

2.  Figure 5 is a revised version of that figure.  Consider the simple case of one beneficiary 

supported by two taxpayers.  Let each group 2 member suffer loss Δ2 and provide political 

opposition P(Δ2) so that total political opposition is 2P(Δ2).  This can be represented by moving 

on the ray OR to 2Δ2 and finding the value of 2P(Δ2).  This is as shown in Figure 5.  

The single beneficiary of group 1 obtains benefit Δ1, which equals the loss to members of 

group 2, less the deadweight cost of taxation.  Denoting the latter as L, the beneficiary gains  

2Δ2-L.  Because of the convexity of P(∙), political support more than doubles for a doubling of 

the benefit.  Thus, the political support of the beneficiary, given by P(2Δ2 – L), can easily exceed 

the political opposition of 2P(Δ2) as long as L is not too large.    
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Figure 5      

 

 

 

 

 

 

 

 

 

 

 

 

 

 

           This convexity implies that the reverse is not politically feasible.  If only one person is 

taxed and the proceeds divided among two beneficiaries, then total political opposition is P(Δ2).  

Dividing the tax proceeds in half to subsidize two people more than halves political support.  Net 

support is negative so this does not occur. Special interest minorities win.  

A more formal way to show this is the following.  Consider the version of the first-order 

condition for political equilibrium given in equation (21), repeated here: 
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(22)                     
𝜕′(Δ1) (𝜕1+𝜕2)

𝜕′(Δ1) 𝜕1+𝜕′(Δ2)𝜕2
= (1−𝜕)

(1−2𝜕)
     

Note that the right-hand side of this equality exceeds one.  This is simply because the cost of 

transferring a dollar is more than a dollar.  This implies that the left-hand side must exceed one.  

With P” > 0, this implies that Δ1 > Δ2.  Recall Δ1 = -t(2-t)/2β + S, Δ2 = t(2-t)/2β, and the balanced 

budget constraint is S = (N1+N2)t(1-t)/βN1.  Putting these together yields:   

(23)        
(𝜕1+ 𝜕2)𝜕(1−𝜕)

𝛽𝜕1
> 2𝜕(2−𝜕)

2𝛽
      or    

𝜕2
𝜕1

> 1
(1−𝜕)

> 1 

Thus, it must be that the number of beneficiaries of the policy, N1, is less than the number of 

losers, N2.   

 However, there is a point (on the margin) where the minority loses and majority rules.  

As the tax rate rises to fund a greater subsidy, the majority eventually “wakes up” and provides 

increasing political opposition.  Any subsidy (and implied tax rate) beyond the political 

equilibrium S* in Figure 4 is stopped by the majority. 

B. Avoiding the Abyss 

 There are forces within the basic model described above that work to prevent politics 

from favoring special interest enough to cause economic collapse.  Refer back to the political 

equilibrium depicted in Figure 4.  Note that the slope of the t(S) function is closely related to the 

loss in welfare when the tax rate rises.  As previously noted, this welfare cost increases with the 
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subsidy at an increasing rate and induces the convex shape of the t(S) function.  Thus, the 

political cost of raising S increases at an increasing rate.  Figure 6 illustrates this.   

Figure 6 
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The upper panel reproduces Figure 4.  The lower panel shows the relationship between 

aggregate utility and S.  As S increases, welfare falls at an increasingly faster rate.  This is 

illustrated by the shape of the locus ABC.  In the range of A to B, the locus is somewhat flat 

indicating a relatively low welfare cost of S.  The slope becomes increasingly steeper and, in the 

range of B to C, the rising welfare cost greatly reduces overall utility.  Thus, moving beyond 

point B essentially sends the economy toward collapse.  

The S* equilibrium corresponds to a point on the relatively flat portion of this locus.  As 

S rises further, welfare falls at an increasing rate, implying that political opposition rises at an 

increasing rate and inducing the t(S) to become increasingly steep.  An S at this level becomes 

politically untenable.  This tends to prevent the equilibrium S* from being so high as to push the 

economy into the region of rapid decline.  Economic collapse is avoided. 

Thus, the special interest minority “wins” subsidy to the level of S*, but the majority is 

able to prevent subsidization beyond that point.  It seems that the political equilibrium is such 

that minority interests push the economy to the brink of the precipice, but the eventual political 

clout of the majority prevents the economy from falling into the abyss of collapse.   

VI. Incorporating the Role of Attitudes Toward Government 

A. The Basic Framework 

 Previously, we introduced the idea of attitudes toward government programs relative to 

the private sector and how they affect political support/opposition.  Essentially, this enters into 

our model in a simple way:  a positive attitude increases the likelihood of support for government 
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spending and reduces the probability of opposition, while a negative attitude does the converse.  

Here, we elaborate on this and related ideas and examine how they affect the outcome in our 

model.   

 The role of attitudes toward government vis-à-vis the private sector is not traditionally 

discussed in economics analyses.  However, attitudes are closely related to the concept of social 

capital and much recent literature indicates importance of the latter for society, the economy, as 

well as for politics.  Fukuyama (2000), in a succinct summary, indicates that an essential part of 

social capital is norms that effect social interactions in both commercial and non-commercial 

settings.  A number of empirical studies show the importance of aspects of social capital to 

economic outcome, e.g., Knack and Keefer (1997) on trust, Guiso, Sapienze, and Zingales 

(2006) on cultural attitudes, and Greif (1994) regarding the culture and norms of selected groups 

of historical traders and merchants.  Also, Francois and Zabojnik (2005) and Tabellini (2008) 

model the mutual dependence and co-determination of attitudes about honesty and GDP.   

Regarding attitudes toward the private sector, Rosenberg and Birdzell (1986) maintain 

that the development of a moral system consistent with capitalism was an important ingredient to 

Western economic growth.  McCloskey (2010) argues that favorable attitudes toward private 

commerce (“bourgeois” attitudes) were much more important than previously thought in the rise 

of Western economies.  Fehr and Gachter (2000) provide an overview various economics 

laboratory experiments that suggest how attitudes and social norms might evolve.   
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In a related vein, other research has addressed the role of trust in government and in other 

institutions in affecting the nature of government activity.  Clark and Lee (2001a,b) and Garen 

and Clark (2013) model the joint determination of trust in government on one hand and the 

nature of government intervention  on the other.  A closely related paper is Aghion, et al. (2010).  

In these papers, the degree of trust toward government is an attitude held by the public that 

affects political outcomes.  

Finally, Higgs (1987) argues that crises generate more government activity and this 

greater government involvement becomes accepted by the public and may instill a positive 

attitude toward government.   

As indicated above, we characterize the attitude toward government in the population by 

the term φ, which varies across the population according to the distribution h(∙), i.e., φ ~ h(μ,σ2).     

Essentially, φ acts as psychic utility regarding government programs.  A positive value reflects a 

favorable attitude toward government and positive utility from supporting government programs 

and disutility from opposing them.  A negative value corresponds to the converse.  A ceteris 

paribus increase in the mean, μ, of the distribution of φ raises the probability that a beneficiary of 

a government subsidy program provides political support and reduces that chances that losers of 

the policy will actively oppose it.   

B. Further Analysis:  Adhering to Norms, Preference Falsification, and the Social Multiplier 

 Related to public attitudes is the idea that individuals are often influenced by social 

norms in determining their own behavior.  A great deal has been written about this in the social 
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sciences and we do not attempt to summarize it here.  We incorporate the approach of Becker 

and Murphy (2000), as well as that of Kuran (1995), into our analysis.  In simple terms, this 

approach argues that individual decision making is guided, to some extent, by prevailing norms 

or socially accepted attitudes.   This could be due to a desire to be associated with popular 

attitudes, from a disutility of being too different from others, or simply using the norm as a low 

cost guide for making one’s own decisions.   

 This idea is built into our model in a simple way.  Modify the decision criteria for 

actively supporting or opposing a policy given in equations (13) and (16) as follows. 

(24)        Δ1 + φ + γμ – c > 0; provide political support of Δ1 
               Δ1 + φ + γμ – c < 0; refrain from political activity 
 
(25)        Δ2 - φ - γμ – c > 0; provide political opposition of Δ2 
               Δ2 – φ - γμ – c < 0; refrain from political activity 
 

In (24), beneficiaries are influenced by the mean view of government, μ, in their decision 

making.  The degree of this influence is given by the parameter γ.  The greater is γ, the heavier is 

the influence of the mean viewpoint on the individual’s decision.  Equation (25) shows a similar 

effect for losers of the policy.  Thus, for a positive μ, the social norm effect induces beneficiaries 

to be more likely to support government policy and losers to less likely to oppose.   

 This captures Kuran’s (1995) notion of “preference falsification.”  Individual’s true 

feelings about government is reflected in the parameter φ.  However, individual behavior is 
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influenced by mean preferences.  Thus, actual support or opposition is a false indication of the 

individual’s own preferences.   

 From (24) and (25), the expressions for the probability of support and opposition are: 

(26)     Pr{support} = G((Δ1 - c + (1+γ)μ)/σ) 

            Pr{opposition} = G((Δ2 – c - (1+γ)μ)/σ)  

These terms show Becker and Murphy’s (2000) “social multiplier.”  Any change in the mean 

attitude, μ, is multiplied beyond its own effect by γ.  This is due to the desire to follow the social 

norm.  An increase in μ raises (lowers) the probability of political support (opposition) by itself, 

but its effect is multiplied by the desire of individuals to be socially acceptable.   

C. Into the Abyss? 

 We now examine how changes in attitudes affect the political equilibrium.  In particular, 

consider a change in the public attitude toward favoring government activity relative to the 

private sector.  This corresponds to an increase in the parameter μ.  As noted above, this raises 

the probability of political support and reduces opposition.  These are magnified by size of the 

social multiplier, γ.  The effect on the political equilibrium is straightforward.   

 Equation (21) characterizes the social equilibrium.  The increase in μ will tend to raise 

P’(Δ1) relative to P’(Δ2) and increases the left-hand side of the equation.5  Essentially, the 

politician’s marginal rate of substitution for S rises.  The new equilibrium is attained by 

increasing S and t.  This is illustrated in Figure 7.   
                                                 
5 How the P’(Δi) functions shift depends on the probability density function g(∙).  Though there are exceptions, the 
likely case is as described in the text.   
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Figure 7 
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Figure 7 is a modification of Figure 6.  Recall that S* is the equilibrium initially 

described.  With an increase in μ, the politician’s indifference curves become steeper through 

any given point.  Thus, the original indifference curve NP1 becomes NP’1 as shown in the upper 

panel of Figure 7.  The new political equilibrium is the tangency on NP’2 at the higher level of 

S=S’.  From the lower panel of Figure 7, this pushes the economy further toward collapse.6   

How close to collapse one gets depends on two factors:  (i) the size of the shift in 

attitudes toward favoring government, and (ii) the size of the social multiplier.  The larger these 

are, the steeper the politician’s indifference curve become and the greater the increase in 

transfers/subsidies. Overly optimistic attitudes toward government combined with a desire to 

follow socially popular opinion move the economy closer to falling into the abyss of collapse 

VII. Changing Attitudes 

Clark and Lee (2011), in a paper on the size of government, argue that, “As an increasing 

number of people begin to realize that they are paying more for the benefits of others than they 

are receiving from their own benefits, resentment builds toward the political process . . . .”   This 

suggests that a growing, inefficient government may sow the seeds for its own limitations by 

altering attitudes toward government.     

 We examine this in the context of our model.  We find that shifting attitudes along the 

lines described by Clark and Lee (2011) can work to prevent collapse.  We illustrate this with 

                                                 
6 Note that total utility graphed in Figures 6 and 7 include the net utility from consumption and not any psychic 
utility from political actions.  
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Figure 8.  The locus S(μ) shows a plot of the political equilibrium level of S for each level of μ.  

The equilibrium S is an increasing function of μ.  The elasticity of S with respect to μ depends on 

the social multiplier, γ.  A higher γ generates a larger increase of S for any given change in μ.   

Figure 8 

         

        

 

 

 

 

 

 

 

           

 

    

 

 

 

 

 

μ 

μ2(S) 

S1 

S(μ) 

S2 

μ1 

μ2 

μ1(S) 

μ' 

D 

E 

S 

S 

Total 
Utility A 

B 

C 

S’ 



30 
 
 

 

 

 

Now consider an increase in the mean attitude toward government driven by forces outside the 

model that raises μ from μ1 to μ2.  In the foregoing framework, the political system reacts to this 

by increasing S from S1 to S2.  Given that we have drawn an elastic S(μ) function, this increase in 

S is very large and pushes the economy to near collapse, as illustrated in the lower panel of 

Figure 8.   

 However, following the logic of Clark and Lee (2011), suppose that μ adjusts to the 

outcomes from government, i.e., the worsening economic outcome caused by a higher S reduces 

μ.  This indicates that μ = μ(S), with μ’<0.  In this formulation, the determination of μ is partly 

determined by the political outcome, S, and partially from outside the model.  Thus, consider 

forces outside the model that shift the μ(S) function from μ1(S) to μ2(S) as shown in Figure 8.  

We have drawn this shift so that if μ is independent of S, the outcome is as just described.  

Having μ a declining function of S serves to restrain the increased optimism about government 

that shifted the μ(S) upward.   

 The improved attitude toward government shifts the μ(S) locus upward so the point D 

shifts to point E.  For S given at S1, μ rises from μ1 to μ2.  But this is not the new equilibrium.  

Political forces cause S to increase, resulting in a lower μ.  This serves to restrain the increases in 

S and μ.  The new equilibrium is S’ and μ’, which, as drawn, is well short of economic collapse.    

In effect, the bad economic outcomes generated by the greater optimism about government serve 
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to limit that optimism, contains the growth of redistributive government, and helps avoid 

collapse.   

VIII. Conclusion 

 Our basic model suggests that the forces of  political economy move the economy to the 

brink of collapse but the inefficiencies of redistributive government ultimately are expected to 

prevent the economy from falling into collapse.  For relatively small reductions in aggregate 

welfare generated by redistributive government, most taxpayers are rationally ignorant and 

provide little political opposition and special interests get their way.  Only when the deadweight 

cost of redistribution becomes overwhelmingly large do taxpayers have incentives to become 

informed and organize opposition.  Thus, collapse is prevented.  

 Overly optimistic views of government, combined with a social multiplier, may alter the 

above conclusion and induce collapse.  However, if favorable attitudes toward government are 

revised downward in light of poor economic performance, imprudent attitudes are altered and 

this concern is lessened. Thus, our model suggests an equilibrium outcome in which we 

inevitably hover on the brink of the abyss.  

Empirically, economic collapses do occur.  However, perhaps they are the exception, not 

the rule.  Work by Alesina and Ardagna (2009) and Alesina, Corloni, and Leece (2010) indicate 

that many fiscal crises in OECD countries are resolved by constraining government growth and 

the electoral consequences of doing so are generally favorable.  This tends to support our basic 

model though there are cases where collapses do occur.    
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