Chapter 14

The Economics of Public Policy

Chapter Outline

I.  Introduction/Overview

A.  Expanding the “economic pie” and making everyone’s slice larger

II.  Public Policy Toward Natural Monopoly

A.  Attempts to prevent loss in efficiency and redistribution of income 

1.  government ownership and control

2.  government regulation

a.  cost-plus regulation

3.  exclusive contracting

4.  antitrust laws

B.  Marginal Cost Pricing of Public Services

III.  Health Care Delivery

A.  Applying the cost-benefit criterion

1.  waste from full insurance coverage

2.  designing a solution

a.  elasticity of demand

b.  first-dollar insurance coverage

c.  health maintenance organizations

3.  Economic Naturalist 14.1: “Why is a patient with a sore knee more likely to receive an MRI exam if he has conventional health insurance than if he belongs to a Health Maintenance Organization?”

4.  paying for health insurance

5.  Economic Naturalist 14.2: “In the richest country on earth, experiencing the longest sustained economic boom in its history, why do the ranks of the uninsured keep swelling?”

IV.  Environmental Regulation

A.  Taxing pollution

1.  pollution reduction by firms that can accomplish it at least cost

B.  Pollution permits

1.  same benefit as pollution tax

2.  avoids unnecessary investment 

3.  permits citizen involvement in determining emission level

V.  Workplace Safety Regulation

A.  Justification for regulations

B.  Arguments against regulation

C.  Income/safety tradeoff

1.  strategic decision making

D.  Workers’ compensation

E.  Economic Naturalist 14.3:  “Why does the government require safety seats for infants that travel in cars, but not for infants that travel in airplanes?”

VI.  Crime Control

A.  Economic Naturalist 14.4:  “Why do more Secret Service agents guard the President than the Vice-President, and why do no Secret Service agents guard college professors?”

B.  Applying the cost-benefit principle

C.  Legalized Gambling

