
GV907 Rational Choice Theories of Politics 2011/12 

Module Supervisor: Dr. Vincenzo Bove 

E-mail: vbove@essex.ac.uk 

  

 

 

 

 

 

Module Outline:  

The module is designed to provide an introduction to modern political economy, 
which is the study of public policy as the interface between economic and political 
decisions. We explore the determination of economic policy in modern democracies 
and analyze how these policies may differ according to the different political 
institutions in place. The aim is to explain public policy formation, political processes 
and political institutions from a rational choice perspective. The module is divided in 
three parts.  The first part introduces   the main game theoretic concepts applied in 
political science.  Students can regard it as an introduction to the rational way of 
thinking and multiperson decision problems. The second part explores how the 
government affects the economy and the core ideas to analyze public policy (e.g. 
fiscal policy, social security policies). This part will presume limited mathematical 
background, and the lectures will be mostly   diagrammatic. The third part is slightly 
more advanced and compares the welfare states across industrialized countries, 
with special emphasis on the pension systems and the labour market. It also 
discusses the differences in economic policies that may arise from the political 
institutions (i.e. the electoral rule and the regime type). We introduce some key 
formal models to simplify broad classes of situations, but the emphasis is on 
developing a good intuitive understanding of the economic and political issues 

Eligibility to Take the Module  

The module is the core module for students on the MA in Political Economy and can 
be taken as an option by students on other MA courses in the Department of 
Government.  

Module format and teaching methods:  

The module will run over 20 weeks. There will be a two hour combined lecture and 
class.  

Assessment:  

Instant Deadline Checker: 
Essay 1: Week 10 (week commencing 05 December 2011) 
Essay 2: Week 22 (week commencing 27 February 2012) 

Essay 3: Week 30 (week commencing 23 April 2012 
 

All essays should be submitted on OSC by 09.45am on the module seminar day during the 
specified weeks above.  IT IS YOUR RESPONSIBILITY TO MAKE YOURSELF FAMILIAR 

WITH DEPARTMENTAL POLICY ON ESSAY SUBMISSION.  THIS CAN BE FOUND IN THE 
PGT STUDENT HANDBOOK pg 22. 

 



Overall mark:  

At the end of the year students sit a three-hours closed examination in which they 
will have to answer three questions, one of which will be compulsory. The average 
coursework mark and the exam mark will count equally towards the overall mark.  

Coursework mark:  

Students will be required to write three essays and sit two tests in class. Each essay 
counts  24%  towards  the  coursework  mark  (that’s  12  %  towards  the  overall  mark)  and  
each test counts 14 % towards the coursework mark (that is 7 % towards the overall 
mark).  

The in-class tests will take place in week 10 and week 24. 
 
Coursework Deadline 
 
Essay 1: Class week 10 Autumn Term  
Essay 2: Class week 22 Spring Term  
Essay 3: Class week 30 Summer Term  
 

How to submit your essay using OCS (Online Coursework Submission) 
You will be able to access the on-line submission via your myEssex portal or via 
https://ocs.essex.ac.uk/ (OCS). OCS allows you to store your work-in-progress.  This facility 
provides you with an ideal place to keep partially completed copies of your work and ensures 
that no work, even drafts, are lost.   If you have any problems up-loading your coursework, 
you should contact ltt@essex.ac.uk.  You may find it helpful to look at the OCS 
troubleshooting guide http://www.essex.ac.uk/government/resources/troubleshoot.aspx 

 
 
MODULE ADMINISTRATION  
The Graduate Administrator for this module is Claire Chell 5B.318, phone ext 2741, 
e-mail clchell@essex.ac.uk. The Graduate Office is open Monday, Tuesday, 
Thursday, Friday 10am - 1pm and 2pm-4pm, Wednesday, 10am-1pm. For other 
questions in relation to the module content please contact me during office hours.  
 
Texts  

Gibbons (1992), “A  Primer  in  Game  Theory”, Financial Times/ Prentice Hall 
 
Stiglitz (2000),  “Economics of the Public Sector”, Norton 

Persson  &  Tabellini  (2000),  “Political  Economics.  Explaining  Economic  Policies”,  MIT  
Press    
 
Alternative texts include:  
 
Osborne  (2009),  “An  Introduction  to  Game  Theory”,  Oxford  University  Press 
 

https://ocs.essex.ac.uk/
mailto:ltt@essex.ac.uk
http://www.essex.ac.uk/government/resources/troubleshoot.aspx


Mueller (2003), “Public Choice III”,  Cambridge University Press    
 
Olson (1971): The Logic of Collective Action”, Harvard University Press 
 
A range of other readings is suggested for each topic and a class handout is 
distributed at the end of each session. Some more complex material is included for 
students who want to develop topics in more depth. 

 
Module Outline  

Autumn Term (Week 2-11) 
 
Part I: Game Theory 
 
Session 1 (Week 2) 

 
1. Overview and Module Introduction  

Game theory: Static Games of Complete Information I 
The theory of rational choice; normal form representation; iterated elimination     
 
 Gibbons (1992) Ch 1.1  

 
Session 2 (Week 3) 
 

2. Game theory: Static Games of Complete Information II 
Best response correspondences; pure strategy Nash Equilibrium; multiple equilibria 
 
 Gibbons (1992) Ch 1.1-1.2 

 
Session 3 (Week 4) 
 

3. Game theory: Static Games of Complete Information III 
Mixed strategies; existence of Nash Equilibrium 
 
 Gibbons (1992) Ch 1.3 

 
 

Session 4 (Week 5) 
 

4. Game theory: Dynamic Games of Complete and Perfect Information 
Extensive form games with perfect information; backward induction; subgame perfection   
 
 Gibbons (1992) Ch 2.1 

 
___________________________________________________________________ 

Part II: Public Sector 
 

Session 5 (Week 6) 
 
 

5. Public Sector: Markets 
Efficiency; economic welfare; Pareto optimality; perfect competition; utility-maximization; 
marginal utility; marginal rate of substitution; marginal rate of transformation  



 
 Stiglitz (2000) Ch  3, 4, 5 
 F. Hayek (1945) "The Use of Knowledge in Society", American Economic Review, vol. 35, 

pp 519-30 
 

Session 6 (Week 7) 
 
 

6. Public Sector: Public goods 
Public and private goods; non-rivalry; non-excludability; congestion; free-riding; Samuelson 
condition; preference revelation 
 
 Stiglitz (2000) Ch 6, 7 
 Bergstrom,   T.,   L.   Blume   and   H.   Varian   (1986):   “On   the   Private   Provision   of   Public  

Goods,”  Journal of Public Economics, 29  
 

Session 7 (Week 8) 
 

7. Public Sector: Externalities 
Externality; Coase theorem; information asymmetry; transaction costs; "market mechanisms"; 
Pigovian tax; tradable permits; marginal abatement cost 
 
 Stiglitz (2000) Ch 9 
 Joseph Farrell (1987) "Information and the Coase Theorem" Journal of Economic 

Perspectives, Vol1, No 2, pp 113-129 
 

Session 8 (Week 9) 
 

8. Public Sector: Social Insurance 
Moral hazard; adverse selection; actuarially-fair insurance; pooling equilibrium; separating 
equilibrium; deductibles; experience-rating 
 
 Stiglitz (2000) Ch 14 
 Akerlof,   G.A   (1970)   “The   Market   for   Lemons:   Quality   Uncertainty   and the Market 

Mechanism.”  Quarterly  Journal  of  Economics,  84   
 

Session 9 (Week 10) 
 

9.  In-class Test 
 Barr N. (1992) "Economic Theory and the Welfare State: A survey and interpretation" 

Journal of Economic Literature, Vol 30 (2) 
 

Session 10 (Week 11) 
 

10. Public Sector: Income Redistribution  
Equity; efficiency trade-off; social welfare function; distribution of income; distribution of 
wealth;   inequality vs. Poverty; Lorenz curves; Gini coefficient; equivalence scales; current 
and "lifetime" redistribution 
 Stiglitz  (2000), Ch 15 
 Atkinson   A.B.   (1995),   “Income   distribution   in   Europe   and   the   United   States”,   Oxford  

Review of Economic Policy, 12(1) 



 
WINTER BREAK 

 
Spring Term (Week 16-25) 

 

Session 11 (Week 16) 
 

11. Public Sector: Taxation  
Formal" and "effective" tax incidence; tax shifting; tax capitalization; "direct" and "indirect" 
taxes; distortionary cost of taxation; marginal and average tax rates; progressive and 
regressive taxes; marginal cost of public funds 
 
 Stiglitz (2000), Ch 17, 18 

___________________________________________________________________ 

Part III: Comparative Political Economics 
 
Session 12 (Week 17) 

 
12. Comparative Political Economics: Voting Models 

The   political   economics   approach;;   methodological   tools;;   Arrow’s   Impossibility   Theorem;;  
majoritarian elections,  median  voter’s  theorem,  Hoteling-Downs Model 
 
 Persson & Tabellini (2000), Ch 1,2 

 
Session 13 (Week 18) 
 

13. Comparative Political Economics: Probabilistic Voting 
  Probabilistic voting model 
 
 Persson & Tabellini (2000), Ch 3.4 
 Dixit, A. & Londregan J. (1996), "The Determinants of Success of Special Interests in 

Redistributive Politics," Journal of Politics, LVIII  
 

Session 14 (Week 19) 
 

14. Comparative Political Economics: Lobbying 
The local public good; social optimum; complete fiscal federalism; partial fiscal federalism; 
lobbying  
 
 Persson & Tabellini (2000), Ch 7.3 
 Becker,   G.   (1983)   “A   Theory   of   Competition   among   Pressure   Groups   for   Political  

Influence”,  The Quarterly Journal of Economics, 98(3) 
 Grossman,  G.,  and  E.  Helpman  (1994)  “Protection  for  Sale”  American Economic Review, 

84(4) 
 

Session 15 (Week 20) 
 

15. Comparative Political Economics: Welfare State and General Transfers 



A comparison across Europe (data, facts and relevant Issues); redistributive transfer; the 
economic model; winner and losers; political decision 
 
 Persson & Tabellini (2000), Ch 6.1 
 Boeri   T.  A  Borsch  Supan   and  G  Tabellini   (2001)   “Would   you   like   to   shrink   the  welfare  

state?  A  survey  of  European  Citizens”  Economic Policy 16(32) 
 Meltzer,   A.,   and   S.   Richard,   (1981)   “A   Rational   Theory   of   the   Size   of   Government,”  

Journal of Political Economy, 89(5) 

 

Session 16 (Week 21) 
 

16. Comparative Political Economics: Pension Systems 
An overview of the pension systems; distinguish features; political and economic 
explanations; a simple model of pensions 

  
 Persson & Tabellini (2000), Ch 6.2 
 Mulligan, C.B., Sala-i-Martin,  X.,  (1999)  “Social  Security  in  theory  and  practise:  Facts  and  

Political  Theories”  NBER  working  paper    n.  7118 
 
 

Session 17 (Week 22) 
 

17. Comparative Political Economics: Labour Market: Regulations and Benefits 
A simple model; labour market institutions; unemployment insurance; employment protective 
legislature; the political game 
 
 Persson & Tabellini (2000), Ch 6.4 
 Saint   Paul,   G.   (1996)   “Exploring   the   Political   Economy   of   Labour   Market   Institutions”, 

Economic Policy 23 
 
 

Session 18 (Week 23) 
 

18. Comparative Political Economics: Electoral rules, Political Regime and Economic Policy 
Some facts, a model of politics of electoral competition; single vs. multiple district elections; 
electoral rules; political regime and economic policy; presidential-congressional vs. 
parliamentary regimes 
 
 Persson & Tabellini (2000), Ch 8.1, 8.2, 8.3 

 
 

Session 19 (Week 24) 
 

19.  In-class Test 
 
 Collier, P. and Hoeffler, A. (2007),Unintended Consequences: Does Aid Promote Arms 

Races?, Oxford Bulletin of Economics and Statistics, 69 (1) 
 Rosh, R. M. (1988): 'Third World Militarisation: Security Webs and the States they 

Ensnare', Journal of Conflict Resolution, 32(4) 
 

Session 20 (Week 25) 
 

20. Comparative Political Economics: Military Spending 



Trends in military expenditure (milex), milex and economic growth, milex and developing 
countries, the determinants of milex, the arms trade 
 
 Dunne P (1990) The Political Economy of Military Expenditure: an introduction, 

Cambridge Journal of Economics, 14(4) 
 Smith, R.P. 1980. Military expenditure and investment in OECD countries, 1954-1973, 

Journal of Comparative Economics, 4(1) 
 Smith R and Dunne P (1994) "Is Military Spending A Burden: A Marxo-Marginalist 

Response to Pivetti", Cambridge Journal of Economics, 18 
 Dunne, J.P., Perlo-Freeman, S., & Smith, R.P. 2008. The demand for military expenditure 

in developing countries: hostility versus capability. Defence and Peace Economics, 19(4) 
 Smith, Ron (2009) "Military Economics", Macmillan. Ch 2,8 

There will be two revision classes in Weeks 30 & 31. 


