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1.1 Understanding publi
 poli
iesUnderstanding publi
 poli
ies
The government usually aims at some so
ial obje
tives whenimplementing publi
 poli
ies.These so
ial obje
tives are linked to notions of so
ial justi
ePoliti
al philosophyIndividuals 
hoose their behavior taking into a

ount the institutionalframework,These 
hoi
es are analyzed by so
ial s
ien
es (e
onomi
s, so
iology,so
ial psy
hology, et
)The poli
y maker should use these fore
asts on the individual's behaviorto determine if their poli
y will aim well at the so
ial obje
tive.
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1.1 Understanding publi
 poli
iesUnderstanding publi
 poli
ies
Two dimensions:De�nitions of the appropriate so
ial obje
tiveModels of so
ial behaviorWhat would be an appropriate so
ial obje
tive?What is the appropriate model of e
onomi
 behavior?
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1.2 What would be an appropriate so
ial obje
tive?Context�The subje
t of every state ought to 
ontribute toward the support ofgovernment as nearly as possible in proportion to their respe
tiveabilities; that is, in proportion to the revenue whi
h they respe
tivelyenjoy under the prote
tion of the state.� (Adam Smith (1776), Wealthof Nations)Does distributive justi
e has a moral foundation?Remember that Marx's obje
tive was to develop a s
ienti�
 theory andnot a moral theory. For him, the answer to this question is NO.�What is a fair distribution? Isn't it the 
ase that the bourgeois saysthat the a
tual distribution is fair? Isn't it the only fair distributionbased on the a
tual produ
tion system?� (Marx, Werke, Vol. XIX,translated by the author)Note that although he was reti
ent to ethi
al judgments, Marx madeimpli
it moral judgments in his analysis of exploitation anddomination.Paul Makdissi (University of Ottawa) Introdu
tion ECO 1304 4 / 32



1.2 What would be an appropriate so
ial obje
tive? 1.2.2 Pro
edural justi
eBasi
 prin
iples
Nozi
k, R. (1974), Anar
hy, State and Utopia3 prin
iples:Self ownershipFair transfersFairness in original appropriation
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1.2 What would be an appropriate so
ial obje
tive? 1.2.2 Pro
edural justi
eFairness in original appropriationFinder-keeper approa
h.Kizner, I. (1979), Per
eption, Opportunity, and Pro�t. Studies in theTheory of EntrepreneurshipKirzner argues that those who dis
over the existen
e of a resour
e, ordis
over an unknown valuable use for a known resour
e, are really
reators of an e
onomi
 resour
e.Lo
kean Proviso.Lo
ke requires that, when appropriating an unowned resour
e, �enoughand as good� be left for others.Nozi
k reinterprets the Lo
kean proviso by requiring that no one be leftworse o� by the appropriation than he would been if the thingremained in 
ommon use.Paul Makdissi (University of Ottawa) Introdu
tion ECO 1304 6 / 32



1.2 What would be an appropriate so
ial obje
tive? 1.2.2 Pro
edural justi
eFairness in original appropriation
Equal sharing of the rent asso
iated to natural resour
esThis idea was introdu
e by Paine, T. (1796), Agrarian Justi
eLeft libertarians reinterpret Paine's idea by requiring that the personwho appropriates the resour
e pay a tax equals to the market value ofthis resour
e. The pro
eeds of this tax is then shared equally amongall. Steiner, H. (1994), An Essay on RightValentyne, P. (1998), Le libertarisme de gau
he et la justi
e, Revueé
onomique, 50, 859-878.
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1.2 What would be an appropriate so
ial obje
tive? 1.2.2 Pro
edural justi
eImpli
ations
A so
ial organization is justIf the original appropriation is fair.Transfers between individuals are free.There is 
ompensation for past injusti
eNozi
k argues that an e
onomi
 allo
ation is just if the pro
edure thatgenerates this allo
ation is just. He 
onsiders that the distribution ofin
ome or other e
onomi
 advantages (
onsequen
e) is not relevantfor the analysis of so
ial justi
e.Wilt Chamberlain example
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1.2 What would be an appropriate so
ial obje
tive? 1.2.2 Pro
edural justi
eCriti
sWilt Chamberlain's parable is a parti
ular example in whi
h everyonehas the same autonomy in a

epting or refusing the 
ontra
t.The island parable (Van Parijs and Arnsperger, 2003).Should we 
onsider that Bill Gates' son and the kid born in a poorrural area of Burkina Faso have the same autonomy when taking theirfree de
ision in life. Do they have the same resour
es to support theirliberty?Some may argue that if the di�eren
e in autonomy is due to bequest,then we may prohibit bequest.If we let individuals free to pay the pri
e they want for basketballti
kets, what is the argument to prohibit them of a

umulating savingsfor their 
hildren.Paul Makdissi (University of Ottawa) Introdu
tion ECO 1304 9 / 32



1.2 What would be an appropriate so
ial obje
tive? 1.2.2 Pro
edural justi
eCriti
s
Nozi
k's philosophy is essentially based on history.History was not a sequen
e of free transfers between individuals. Justthink of Attila, Caesar, Napoleon, the European 
olonization, ... Inthis 
ontext, only the 
ompensation for past injusti
e in transferswould be a very redistributive politi
al program!!!
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1.2 What would be an appropriate so
ial obje
tive? 1.2.3 Utilitarianism and welfare e
onomi
sUnanimity and Paretian improvements
Utility: Level of satisfa
tion of an individual 
onsuming a basket ofgoods.Pareto Optimum: A feasible allo
ation is Pareto optimal if there isno other feasible allo
ation su
h that the utility of one individualin
reases without de
reasing the utility of anyone.Pareto improvement: A modi�
ation to a given e
onomi
 allo
ationfor whi
h no one has a de
reased utility.
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1.2 What would be an appropriate so
ial obje
tive? 1.2.3 Utilitarianism and welfare e
onomi
sFirst welfare theorem
Competitive e
onomy:Consumers maximize their satisfa
tion regardless of any so
ial normEa
h �rm maximizes its pro�tNo one has any 
ontrol on the level of pri
es.There is no publi
 good.There is no externality.All the agents share exa
tly the same information.Theorem: A 
ompetitive equilibrium is a Pareto optimum
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1.2 What would be an appropriate so
ial obje
tive? 1.2.3 Utilitarianism and welfare e
onomi
sFirst welfare theoremA Walrasian equilibrium is deemed good by a Paretian analyst.It is also deemed good by a libertarian analyst but not for the samereasons.The logi
 of the Paretian argument is:There is an initial situation.There is a free transfer pro
ess between individuals.The result of the free transfers pro
ess is a Pareto optimum.The libertarian analyst 
onsiders that the Walrasian equilibrium is�good� be
ause of the free transfer pro
ess (pro
edural justi
e) whilethe Paretian analyst 
onsiders that it is �good� be
ause the
onsequen
e of this pro
ess is Pareto optimal (
onsequential justi
e).Paul Makdissi (University of Ottawa) Introdu
tion ECO 1304 13 / 32



1.2 What would be an appropriate so
ial obje
tive? 1.2.3 Utilitarianism and welfare e
onomi
sParetian approa
h and welfare e
onomi
s
6

-

Equality
yA

yB N
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1.2 What would be an appropriate so
ial obje
tive? 1.2.3 Utilitarianism and welfare e
onomi
sParetian approa
h and welfare e
onomi
s
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1.2 What would be an appropriate so
ial obje
tive? 1.2.3 Utilitarianism and welfare e
onomi
sParetian approa
h and welfare e
onomi
s
Question: Should there be something else other that the person'sown in
ome y as an argument of the utility fun
tion U(·)?There is a possibility that utility is a fun
tion of both in
ome andin
ome distribution. (Ho
hman et Rogers, Ameri
an E
onomi
 Review1969)
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1.2 What would be an appropriate so
ial obje
tive? 1.2.3 Utilitarianism and welfare e
onomi
sParetian approa
h and welfare e
onomi
s
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1.2 What would be an appropriate so
ial obje
tive? 1.2.3 Utilitarianism and welfare e
onomi
sParetian approa
h and welfare e
onomi
s
If the me
hanism of free ex
hange in the market is a

ompanied bythe possibility of private voluntary transfers, then will this not besu�
ient to a
hieve the welfare improvement from N to P?If there is more than one ri
h, 
harity towards the poor has the
hara
teristi
s of a publi
 good and de
entralized 
harity is ine�
ient.We have a �rst argument for government intervention.
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1.2 What would be an appropriate so
ial obje
tive? 1.2.3 Utilitarianism and welfare e
onomi
sUtilitarianism
Mozi (470-390 BC).A
tions must be evaluated in the way that they lead to the biggestbene�t fot the biggest number of persons.Bentham (1781) → Utilitarianism.Mill (1863), Utilitarianism.
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1.2 What would be an appropriate so
ial obje
tive? 1.2.3 Utilitarianism and welfare e
onomi
sUtilitarianism
Bentham → SWFB =

∑Ii=1 ui (xi )Mill → SWFM = 1N ∑Ii=1 ui (xi )Berstrom-Samuelson → SWFBS = W (u1 (x1) , u2 (x2) , ..., uI (xI )) .All those approa
hes are 
onsequential. So
ial evaluation is made onindividual utilities asso
iated with the �nal allo
ation.
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1.2 What would be an appropriate so
ial obje
tive? 1.2.4 Rawls' Theory of Justi
eRawls
Rawls, J. (1971), Theory of Justi
eContra
tualist approa
h: Rawls try to �nd the prin
iples of justi
e onwhi
h the delegates of various 
omprehensive do
trines would agree onif they were negotiating behind the veil of ignoran
e.Rawls argues that so
ial judgment must be made on the distributionof primary goods and not on the distribution of utilities.
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1.2 What would be an appropriate so
ial obje
tive? 1.2.4 Rawls' Theory of Justi
ePrimary goods
Natural primary goods: Health, talent, et
...So
ial primary goods:Fundamental liberties: Politi
al liberty (i.e., to vote and run foro�
e), freedom of spee
h and assembly, liberty of 
ons
ien
e, freedomof property, freedom from arbitrary arrest.A

ess to all so
ial position.So
ioe
onomi
 advantages: In
ome and wealth, power, so
ial basisof self respe
t, leisure (added in Rawls (1993), Politi
al Liberalism)
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1.2 What would be an appropriate so
ial obje
tive? 1.2.4 Rawls' Theory of Justi
ePrin
iple of justi
e
The prin
iple of justi
e is based on primary goods.Prin
iple of justi
e: In a lexi
al order:Basi
 liberties: �Ea
h person is to have an equal right to the mostextensive s
heme of equal basi
 liberties 
ompatible with a similars
heme of liberties for others.�Fair equality of opportunity: O�
es and positions must be open toeveryone.Di�eren
e prin
iple: So
ial and e
onomi
 inequalities are to bearranged so that they are to be of the greatest bene�t to theleast-advantaged members of so
iety.
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1.2 What would be an appropriate so
ial obje
tive? 1.2.5 Post-Rawlsian politi
al philosophySen Sen (1980), Equality of What?In ea
h theory of justi
e, equality is sought in some spa
e.Spa
e in whi
h equality is required → equalisandum.Sen agrees with Rawls that we should not take into a

ountdi�eren
es between individuals in their ability to be satis�ed. However,he thinks that Rawls went to far in the elimination of the di�eren
esbetween individuals.Goods and servi
es → fun
tionings → utility.Sen argues that so
ial 
hoi
e must be made in the spa
e of 
apabilitieswhi
h are de�ned as the sets of fun
tionings available to an individual.Paul Makdissi (University of Ottawa) Introdu
tion ECO 1304 24 / 32



1.2 What would be an appropriate so
ial obje
tive? 1.2.5 Post-Rawlsian politi
al philosophyOthersDworkin (1981)→ Equality of resour
es. He is the �rst to formalizethe prin
iple of individual responsibility inherent in Rawls and Sen.Van Parijs (1995)→ Real liberties.Arneson (1989) → Opportunities of welfare. He 
riti
izes Dworkin onthe link made between resour
es and preferen
es and argues thatindividual responsibility must be on the link between opportunities andresults.Cohen (1989) Opportunities in a

ess to so
ial advantages.Roemer (1993) formalizes the theories of equality of opportunities.
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1.3 Models of e
onomi
 behavior 1.3.1 A qui
k overview of the e
onomi
 literatureModels of e
onomi
 behavior
The standard neo
lassi
al mi
roe
onomi
 model assumes that ea
h
onsumer makes his 
hoi
e in order to maximize his own satisfa
tion(utility) regardless of the so
ial environment and of any so
ialintera
tions.Sen, A. (1977), Rational fools: A Critique of the BehavioralFoundations of E
onomi
 Theory, Philosophy and Publi
 A�airs, Vol.6, 317-344. 1998 Nobel Pri
e Winner
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1.3 Models of e
onomi
 behavior 1.3.1 A qui
k overview of the e
onomi
 literatureModels of e
onomi
 behaviorIn his 2001 Nobel Pri
e le
ture, Georges Akerlof explained that hisresear
h program has been fo
ussing on building the behavioralfoundations of Keynesian e
onomi
s. His work fo
usses on 
on
eptssu
h as so
ial norms, 
ognitive dissonan
e, identity.2002 Nobel Pri
e Winners:Daniel Kahneman: �for having integrated insights from psy
hologi
alresear
h into e
onomi
 s
ien
e, espe
ially 
on
erning human judgmentand de
ision-making under un
ertainty.�Vernon L. Smith: �for having established laboratory experiments as atool in empiri
al e
onomi
 analysis, espe
ially in the study ofalternative market me
hanisms.�Paul Makdissi (University of Ottawa) Introdu
tion ECO 1304 27 / 32



1.3 Models of e
onomi
 behavior An example: Peer e�e
ts in fast food 
onsumptionReferen
e
Fortin, B. and M. Yazbe
k (2011), Peer E�e
ts, Fast FoodConsumption and Adoles
ent Weight Gain, CIRANO S
ienti�
 Series,2011s-20.
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1.3 Models of e
onomi
 behavior An example: Peer e�e
ts in fast food 
onsumptionCost of obesity
It is asso
iated with serious health problems:Type 2 diabetesHeart diseaseCertain 
an
ersE
onomi
 
ost of obesity: The Centers for Disease Control andPrevention (CDC)estimate the obesity health 
are 
osts to 147 billionUS dollars a year.
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1.3 Models of e
onomi
 behavior An example: Peer e�e
ts in fast food 
onsumptionFortin and Yazbe
k's paperThey try to give one explanation for the dramati
 in
rease in obesityin the US in the last 20 years.They argue that geneti
 fa
tors alone 
annot explain this drasti
in
rease in the in
iden
e of obesity.The literature has pointed out to the presen
e of a peer e�e
t inobesity. If someone's friends are obese, this in
reases the probability ofthis person being obese.The issue that is addressed in their paper is whether the peer e�e
ts inobesity �ows through the eating behavior 
hannel (fast food
onsumption).They try to identify a variable that 
an be altered by poli
y makersthrough taxation (unlike BMI).Paul Makdissi (University of Ottawa) Introdu
tion ECO 1304 30 / 32



1.3 Models of e
onomi
 behavior An example: Peer e�e
ts in fast food 
onsumptionFortin and Yazbe
k's paper
They use the AddHealth Survey. It is a nationally representativesample of Ameri
an adoles
ents in grades 7 to 12.They use the �saturated� subsample whi
h has 3000 observations.It in
ludes the information on nominated friends. This allow them tobuild the real so
ial network of friends in s
hool.It in
ludes information on the frequen
y of fast food 
onsumption.In in
ludes information about the height and weight of the adoles
entsas well as information on their parents weight.It in
ludes so
io-e
onomi
 information on the family.
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1.3 Models of e
onomi
 behavior An example: Peer e�e
ts in fast food 
onsumptionFortin and Yazbe
k's paper
They �nd signi�
ant peer e�e
ts in fast food 
onsumption at theglobal level.When stratifying by gender, they �nd eviden
e these results arestronger for girls.Results from their obesity �produ
tion fun
tion� reveal a positivesigni�
ant e�e
t of fast food 
onsumption on the BMI.These e
onometri
 results indi
ates that those e
onomi
 agents aresubje
t to peer pressure and so
ial norms.
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