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I . Public Choice and Public Policy

The positive, or scientific, strand of the
public choice research program attempts to
analyze how democratic institutions operate
and the extent to which its various theories
explain real democratic policy choices. It
addresses such questions as: To what extent
does electoral competition determine public
policies? Are interest groups able to operate
behind the scenes in a manner that distorts
public policies away from those preferred by
voters, and are there substantial resources
invested in those activities? Are majoritarian
outcomes dominated by institutional agenda
setters, moderate voter interests, or chance?

In addition to the positive literature, there
is a normative literature that analyzes the
quality of public policy decisions made and
the institutions under which political competi-
tion takes place. Do the properties of demo-
cratic decision making imply that budgets
and deficits are too large or too small, too
oriented toward special interest groups, or
too favorable to moderate voter interests to
the detriment of others? Are there agency
problems within the executive branch of
government that legislative oversight fails to
solve? How well do governmental agencies
implement and enforce legislative decisions?

Both these strands of the public choice
literature focus attention on the institutional
limits of political decision making within
democracies.

This paper addresses a somewhat different,
although perhaps more fundamental, limita-
tion of democratic policy making. Suppose
that all the normative agency and stability
problems analyzed by the mainstream public

choice literature are solved with institutional
reforms. How well would democracy work in
this case, given the information limits of
voters?

There is considerable survey evidence that
voters know very little about government
policies or the backgrounds and personalities
of important governmental officials. If the
information possessed by a typical voter
determined public policies, even the best
democratic government imaginable would
adopt policies that are far from perfect,
because voters know so little about the
details of public policy issues. Indeed, if dem-
ocratic outcomes were based entirely on the
limited information available to a “typical
voter,” democratic policies would evidently
be doomed to endless mistakes and failure.
Yet, for the past century, democratic regimes
have outperformed their authoritarian coun-
terparts. How is this possible?

This paper demonstrates that electoral
competition under majority rule aggregates
voter information in a manner that allows far
better policy decisions to be made via elec-
tions than would be possible if policies were
made directly by a “typical” voter. In particu-
lar, Condorcet's jury theorem implies that
majoritarian outcomes are often better
informed than are any of the participating
voters. However, if democracy aggregates
information better than most people recog-
nize, there are also limits to the information-
aggregating ability of majority rule that limit
the scope of effective democratic policy.
These limits are also explored below.

The principle methodology of the paper is
simulation. The first part of this paper simu-
lates elections in which poorly informed
voters cast votes for political candidates who
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differ in quality. These simulations demon-
strate that majority rule can greatly reduce
the impact of the limited information sets
that most voters use to appraise the relative
merits of candidates. The second part of the
paper explores the extent to which different
kinds of information problems may affect
democratic public policy choices. These
results suggest that the information-
aggregating power of majority rule is quite
sensitive to the kind of informational con-
straints faced by voters.

The models used in the simulations are
mathematically tractable in the limit as elec-
torates and the number of elections approach
infinity; consequently, the analysis could have
been based on mathematical results, rather
than simulations. However, modern democ-
racies have had far fewer national elections
than necessary to make asymptotic relation-
ships relevant for the present analysis. Even
long-standing democracies have had fewer
than a hundred national elections, and many
have had fewer than twenty. Moreover,
majority decision making is often used in
settings in which there are very few voters, as
within committees. Thus, asymptotic results
may be less relevant for understanding how
majority rule operates in ordinary political
settings than small sample results. Simula-
tions allow such small sample results to be
computed and also provide useful illustrative
“pseudo data” that are often easier to under-
stand than are the results of limit theorems
and analyses of special cases.

Overall, the simulation analysis suggests
that the informational efficiency of majority
rule tends to be reduced by voter ignorance.

II. Democracy as an Information
Aggregation Device

There is a long, although somewhat sparse
literature that attempts to analyze how infor-
mation problems affect political decision
making. For example, the early Italian school
of public finance attempted to analyze the
effects of information biases, what came to
be called fiscal illusion, on public policies
(Puviani (1897, 1903]). The Italian school ar-
gued that politicians exploit voter ignorance
by using taxes that are difficult for ordinary
individuals to assess, while exaggerating the
benefits of government programs and down-
playing their costs. A related problem was
tackled by Downs [1957] and Tullock [1972],
who attempted to analyze voter incentives to
be well informed. Both Downs and Tullock
argued that voters would gather little infor-
mation about public policy, because their
decisions were very unlikely to affect elec-
toral outcomes. As a consequence, voters
might systematically underestimate the bene-
fits or costs of public policy, because of
entirely rational decisions to economize on
information. Rational ignorance, thereby,
provides a possible microfoundation for fiscal
illusion and mistaken public policies. As
noted above, survey data are largely in
accord with these predictions. Voters rarely
know the names of important political fig-
ures below presidential or prime ministerial
levels and are often confused about which
candidates or parties favor particular policies
(Neuman [1986]).

A parallel literature, rooted in Condorcet’s
jury theorem [1785], suggests that un-
informed voting may not be a major problem

— 5 —
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for democracies. The statistical properties of
medians combined with electoral competition
among political parties implies that voters
may not need very much information for
democracy to yield “correct” policy out-
comes. Lupia and McCubbins [1998] argue
that party labels have enough informational
content that voters rarely mistakenly vote
for the “wrong” candidate. Wittman [1995]

argues that information problems are no
worse in political markets than they are in
private markets. These papers and others
that more directly explore the implications of
Condorcet’s jury theorem suggest that the
policy choices made by majority rule tend to
be far more accurate than one would expect
based on survey evidence of voter knowledge.

Elementary statistical theory implies that
even a small sample is sufficient to allow
individuals to form unbiased (although im-
precise) estimates of most causal relation-
ships. Democratic outcomes, thus, would not
be systematically biased even in cases in
which voter information is very limited as
long as the data collected are accurate or
accurately filtered. That literature concludes
that the source of fiscal illusion, if it exists,
cannot be the result of the finite samples
implied by models of rational search (Stigler
[1961]). Voters can radically economize on
policy-relevant information without under-
mining the accuracy of majoritarian deci-
sions or the viability of democratic policy
formation.

On the other hand, Congleton [2001] sug-
gests that fiscal illusion and other forms of
biased expectations are not the results of
small samples, per se, but rather conse-
quences of complete ignorance of policy-
relevant information. That is to say, if voters

economize on information costs by collecting
no data about a subset of policy-relevant
parameters, voter information is incomplete
in a different sense than analyzed by the jury
theorem literatures. Such voters are ignorant,
rather than poorly informed, about relevant
policy parameters and implications. Confu-
sion on this point exists because the Downs
and Tullock discussions of rational ignorance
are not clear about what is being “sampled”
by voters, and, thus, what is meant by
rational ignorance.

When information about relevant parame-
ters is not available, not gathered, or not
analyzed, biased expectations are very likely.
Indeed, Congleton [2001] demonstrates that
voter ignorance implies that unbiased esti-
mates cannot generally be formed by even
the most conscientious and rational voter.

III. Simulated Elections and the Information-
Aggregating Power of Majority Rule

To analyze the properties of median voter
estimates in a setting of limited information,
a computer program was written that simu-
lates election outcomes in settings where
voters economize on information in various
ways. The model assumes that two candi-
dates (or parties) compete for elective office
and that their platforms have completely
converged to the median voter’s ideal point.
In this case, the electoral problem for voters
is to decide which candidate is more compe-
tent, that is, more trustworthy, intelligent, or
creative. Such candidates will perform better
in unanticipated emergencies and will more
faithfully represent voter interests in the
secret negotiations among members of parlia-
ment*.

-

Article : Informational Limits to Public Policy: Ignorance and the Jury Theorem

Suppose that it is well known that the
quality of candidate 7 is a linear function of
one observable characteristic, E, (perhaps
experience) and one unobservable character-
istic, A, (perhaps honesty or intelligence).

Qi=H+bE; (1)

where E; and u; are specific values for candi-
date 7. For the purpose of the simulations,
both £ and H are assumed to be uniformly
randomly distributed among candidates. The
observable quality indicator of the distribu-
tion of candidates, E, is assumed to be dis-
tributed between E; and Ex, with mean zero.
The unobservable indicator of candidate
quality, H, of the distribution of candidates is
assumed to be composed of a deterministic
and stochastic component, H;=a-+ u;, with
the distribution of u, for the set of potential
candidates being uniformly distributed
between /i, and hy with mean zero. Parame-
ters ¢ and b are unknown to voters and have
to be estimated.

For the purposes of the simulations, voters
are assumed to use the smallest data sets that
allow them to estimate the quality of candi-
date relationship. The smallest data set that
can be used to estimate equation 1 consists of
two data points. One of these data points is
assumed to be in common. Each voter is
assumed to know the quality, @, and value of
the observable characteristic, £, of the

1) The point here is to simplify the analysis rather than
to argue that this exact convergence actually takes
place. However, it bears noting the considerable con-
vergence takes place within most electoral systems
among viable parties. For example, the political plat-
forms of the Democrats and Republicans in the United
States are much more similar to each other than they
are to the platforms of the Libertarian or Green
parties.

|

incumbent. The other data point varies
among voters. Each voter is assumed to know
the quality and observable characteristic of a
single politician from the past, although all
voters are assumed to have information
about different politicians. Such differences
may reflect regional or family differences or
simply the random distribution of knowledge
about political history. Voters use their two
data points to estimate ¢ and b and then
estimate the challenger's quality by substitut-
ing his or her observable characteristic, E€,
into the estimated equation. The estimated
quality of the challenger will vary among
voters, because voters use different data sets
for their estimates.

Figure 1 illustrates the variation in esti-
mated quality that can emerge when voters
estimate challenger quality using small, but
different, data sets. Note that in the case
depicted, differences in reference candidates
cause these voters to disagree about the rela-
tive quality of the current incumbent and
challenger, even though they agree about the
meaning of “quality” and the quality of the
incumbent. (Imagine, for example, using
James Madison or Jimmy Carter as reference
politicians, with George Bush as the incum-
bent.) In figure 1, differences in the estimated
quality of the challengers cause Voter 2 to
favor the incumbent over the challenger and
Voter 1 to favor the challenger over the
incumbent.

In practice, the range of estimated candi-
date quality will vary substantially when
voters use small, but private, data sets to
estimate candidate quality, because nearly
every data point will be influential. It is this
variation in individual experience (data about
past candidates), rather than variation in
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Figure 1. Variation in Voter Estimates of
Candidate Quality For Voters with
Different Data Sets

{(Obs. Incumbent)

s (Obs. Other 1)

Q- /

Estimate 1

Values of Quality Observed (and Estimated)

Values of E Observed

ideology or preferences, that generates the
different rankings of candidates in the simu-
lations below?.

A. Simulated Elections and the Power of the
Jury Theorem

Consider the distribution of estimates that
results in the case in which reference candi-
dates are drawn randomly from a distribu-
tion in which their observable characteristic
is uniformly distributed:

E~U(—10, 10)

and their unobservable characteristic, H, is
uniformly distributed as

H=—4+u, with u~ U(-2, 2).

These distributional assumptions together

2) Although no empirical tests of this assumption are
undertaken in this paper, it seems likely that a signifi-
cant portion of the variation in real world assessments
of candidates also refletcs differences in information. It
is informational differences that potentially allow
persuasion to operate among friends and neighbors and
in organized political campaigns (which are largely
based on the subsidized dissemination of information
about the candidates and their policies).

with the assumption that 6=0.4 characterize
the quality of candidate function used for the
simulations:

Q=—4.0+04E+u. (2)

Each voter knows @ and E for the incumbent
and a different reference candidate from this
distribution. These data are used to estimate
a, the mean value of the unobserved variable,
and b, the rate at which the observed quality
indicator generates candidate quality. (In a
series of simulated elections, the values of E
and H for the incumbent and challenger are
also drawn from this distribution.)

To illustrate the information-aggregating
ability of majority rule, consider the case in
which the challenger has observable charac-
teristic £°=4 and unobservable characteris-
tic H=4. Voters, of course, do not know
these values, but can assess challenger qual-
ity by estimating the quality of candidate
function and using their knowledge of the
observed quality indicator, E°. Figure 2
depicts a truncated scatter diagram of
parameter estimates from a population of 101
voters with completely accurate data about
the incumbent and a reference politician from
the past. (The top ten and lowest 10 percent
of the estimates are dropped to make the
scatter diagram clearer.)

Note that the median voter has a very
accurate estimate of the underlying quality of
candidate function. The center of mass for
this distribution of estimates is at approxi-
mately at A=4 and B=0.4, the actual param-
eters of the candidate quality function used in
the simulation. The median estimate together
with the observed quality indicator of the
challenger, E€=4, implies that the median
voter's estimate of the challenger’s quality is

— 8 —
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Figure 2. Distribution of A, B estimates
080 —

N l

Estimated Value of B
<
s

—8 —6 —4 -2 0 2 4
Estimated Value of 4

—2.39. The actual quality of the challenger,
in this case, is —2.4=—4-+0.4(4).

The median voter is not always this accu-
rate, because z; generally takes values differ-
ent from zero, but such accuracy is common
in the simulations. The entire range of esti-
mated quality for the challenger varies enor-
mously, from +47 to —32. Many of these
estimates are actually impossible, because
they lie outside the actual distributions from
which candidates are drawn, but are nonethe-
less consistent with voter experience! Within
the “moderate” 80 percent of the electorate
tabulated in figure 2, estimated challenger
quality varies less, but the range of opinion is
still considerable, from +2 to —5.

Note that the accuracy of the median
voter’s estimate is not produced by any
assumed informational advantage of the
median voter. He or she has only two data
points, as is true of the other voters. One of
them is assumed to be the same for all voters,
namely that of the incumbent, and the other
is drawn from the same distribution of refer-
ence candidates. The median voter’s accuracy
is entively caused by his or her position in the
middle of the distribution of wvoler estimates.
The median estimate of 2 and # is an un-
biased and extremely accurate estimator in

the present informational environment,
although individual voter estimates are not
very accurate.

Moreover, the size of the electorate does
not matter very much, in spite of the
extremely limited information base used by
voters to assess candidate quality and the
wide range of voter estimates of candidate
quality. The average difference between the
median estimate and the average true value
is less than 2 percent in each of the election
series. The standard error of the median
estimate of challenger quality falls only
slightly as the size of the electorate increases.
That is to say, median estimates rapidly
approach the prediction limits determined by
the underlying stochastic nature of challenger
quality even in small electorates, as is typical
of many committees. The power of the jury
theorem is clearly evident in these simula-
tions®.

B. Ignorance and the Limits of the Jury Theorem

The above simulations assume that voters
are well aware of the underlying quality of
candidate relationship and gather some data
about both candidate quality and the observ-
able characteristic of challengers. In many
cases, however, voters will choose to remain

3) Additional simulations of the power of the jury theo-
rem are available from the author on request.
Electoral decisions in several informational environ-
ments were simulated below to discover some of the
small sample properties of majority decision making.
Small sample properties are more relevant for under-
standing the performance of well-functioning demac-
racies than the asymptotic relationships used in most
theoretical work, because most long-standing democ-
racies have had fewer than 100 elections for important
federal offices. This relatively short history limits the
relevance of mathematical proofs based on the central
limit theorem or asymptotic properties of estimators.

—9 —
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completely uninformed about a subset of
relevant parameters in order to economize on
information. Ignorance implies that some
useful parameters go unestimated, and other
parameter estimates may therefore be sys-
tematically biased (Congleton [2002]). Igno-
rance, thus, creates another kind of informa-
tional challenge for majoritarian policy mak-
ing. Unfortunately, it is a problem that is not
necessarily ameliorated by the jury theorem.

The next series of simulations analyzes the
power of majority rule to aggregate informa-
tion in cases in which estimated candidate
quality is not only widely dispersed, but also
systematically biased.

The choice setting modeled above allows
the electoral effects of three types of igno-
rance to be analyzed. First, voters may com-
pletely understand the underlying quality of
candidate relationship, but decide to econo-
mize on information by gathering no informa-
tion about the observable candidate quality
characteristic, £. Such rationally ignorant
voters might approximate E with its expect-
ed value, namely 0, and base their assess-
ment entirely on the unobservable variable,
H. These voters vote for the incumbent only
if they believe that the incumbent is of above
average quality. They vote for the challenger
if the incumbent is of below average quality,
because they expect the challenger to be of
average quality, E(Q°)=E(H®)=a. Of
course, whether a particular incumbent is
considered to be above or below average
depends on the reference candidate used by a
particular voter to estimate a*.

4) This electoral behavior is assumed in many theoreti-
cal models of uninformed voters. See, for example,
Persson and Tabellini's [1997] analysis of divided
government.

Second, voters may decide to economize on
information by ignoring the effect of the
unobservable variable, H, and focusing all of
their attention on the observable variable, £E.
This form of ignorance may be a rational
choice undertaken with complete knowledge
of the model or the result of natural igno-
rance if variable H is simply unknown to a
subset of voters. In either case, such voters
implicitly assign # the value 0 and use infor-
mation about E to estimate the quality of
candidate function @=45FE, and assess the
relative quality of candidates. Given the very
limited data sets assumed in this paper, & can
be estimated as (Q°—Q°)/(E°—E®).

Third, voters may decide to remain com-
pletely ignorant (or be naturally ignorant)
about both observed and unobserved determi-
nants of quality. In this case, voters choose
among incumbents and challengers in a man-
ner uncorrelated with expected performance
in office. They might, for example, vote
expressly on the basis of regional affiliation,
joke-telling ability, or height. For the present
purposes, it is assumed that such voters ran-
domly attribute “quality” to the incumbent
and challenger and therefore vote randomly
for and against the incumbent. Because their
votes are cast randomly, they do not system-
atically affect electoral outcomes, although
they may contribute to electoral mistakes in
a given election. These voters, unlike the
other two types of rationally ignorant voters
do not have biased assessments, but totally
uninformed ones.

Table 1 summarizes the results of eight
simulated series of elections. In each simulat-
ed election, incumbents and challengers are
drawn from the distribution characterized in
equation 2. Voters then estimate the quality

— 10—
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of candidate function, as indicated above, and
use those estimates to assess challenger qual-
ity and to vote. They vote for candidates with
the higher estimated quality. Electoral suc-
cess is determined by majority rule. An elec-
toral mistake occurs if the majority chooses
the inferior candidate.

Two populations of voters composed of all
four types of voters are simulated. The first
includes relatively more of the relatively
informed voters used in our first series of
simulations than of the three types of ration-
ally ignorant voters. The second includes
equal numbers of all four types of voters. To
distinguish the mistakes induced by rational
ignorance from those associated with irreduc-
ible uncertainty about candidate quality, elec-
tions are simulated for four ranges of the
unobserved quality variable, z.

The simulations demonstrate that there is
a systematic increase in mistakes made by
majorities in every group and by the elector-
ate as a whole as the variance of  increases.
The more difficult it is to assess candidate
quality, the more errors tend to be made.
However, there is an even larger increase in

the number of electoral mistakes made by
electoral majorities as the proportion of
rationally ignorant voters increases. The
error rates in the second series of estimates
(tabulated in the bottom half of the table) are
much greater than in the first (tabulated in
the top half).

Overall, the results suggest that rational
ignorance has effects on the efficiency of
democratic decision making that may be
even more important than the difficulty of
the estimation problem faced. However, even
in the case in which the range of » and the
electorate composition are the least favor-
able to democratic decision making, majority
rule still ameliorates the problem of voter
information problems. The overall majority
choice is less error prone than are the major-
ities in two of the three ignorant subpopula-
tions, although it is generally far more error
prone than is the majority of the group that
collects a small amount of comprehensive
information. (The last column generally has
fewer errors than all but the first column.)

The simulations demonstrate that major-
itarian errors are jointly determined by the

Table 1. Electoral Mistakes
in Populations of Poorly Informed and Rationally Ignorant Voters

Simulations: 100 Elections, with 202 Poorly Informed Voters, and 101 of Each Type of Rationally Ignorant Voter

Poorly Rationally Rationally Rationally Overall
Range of u Informed Ignorant of B Ignorant of H Uninformed Electoral
Electorate Electorate Electorate Electorate Mistakes
+/=0.1 0 27 35 40 0
+/=1.0 5 28 34 55 5
+/=20 13 17 33 48 14
+/=4.0 28 31 37 45 23

Simulations: 100 Elections, with 51 Poorly Informed Voters, and Also 51 of Each Type of Rationally Ignorant Voter

+/-01 1 25
+/-10 5 19
+/-2.0 15 27
+/—4.0 21 24

54 49 28
34 55 24
49 43 38
36 51 32

N
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irreducible estimation error generated by
unobservable variables and the relative size
of the rationally ignorant subpopulation of
voters. The greater the irreducible stochastic
element of the phenomena to be estimated,
the more mistakes an electorate is bound to
make. Similarly, the greater the fraction of
voters who are ignorant, whether naturally or
rationally, the more mistake prone is major-
itarian policy making. Both these informa-
tion problems limit the extent to which
democracies can enact policies that systemat-
ically advance the interests of the median
voter, and both imply that elected officials
and public policies will necessarily be imper-
fect when voters rely on very constrained
data sets.

C. Public Policies and Voter Ignorance

The results suggest that democracy will
work best in policy areas in which voters
have reasonably broad, if shallow, data sets.
This tends to be true, for example, of pure
public goods or readily observable exter-
nality problems, about which voters have
direct experiential knowledge. In such cases,
majoritarian decisions are likely to be effec-
tive, in the sense that public policy systemat-
ically advances the interests of the majority
or at least that of the median voter. In other
public policy areas, ignorance will be more
commonplace, which implies that the ability
of majority rule to overcome voter informa-
tion constraints is substantially reduced. Pub-
lic policies in such areas will be error prone.
The more widespread is voter ignorance, the
more likely public policies are to worsen
rather than increase the welfare of the
median voter.

It also bear noting that, consistent with the

simulation results, essentially all well-
functioning democracies have a variety of
policies in place that reduce ignorance. Such
policies as public education, a free press, the
publication of policy information and data
sources, and even subsidies for social science
and policy analysis all tend to reduce igno-
rance. And, moreover, all are long-standing
policies. The simulations suggest that with-
out such policies, democratic governance
would be far less effective, because policy
and candidate choices would be far more
error prone®,

Nonetheless, it is clear more could be done
to assure transparency and to induce more
dissemination of policy-relevant information
in most democratic polities. For example,
secrecy could be reduced and decision-
making processes made more transparent.
Institutions such as bicameralism and refer-
enda may also be used to help encourage
broader public debate.

IV. Conclusions: Informational Limits to
Public Policy

This paper has explored the informational
limits of policy formation in well-functioning
democracies. In cases in which just a bit of
complete information is readily available and
median voter results obtain, majority rule
will make remarkably accurate policy deci-
sions even in cases in which voters have very
little information. However, democratic deci-
sion making remains imperfect even in the

5) The simulations also suggest that informative pol-
icies are far more important for democracies than they
are for dictatorships. This may partly explain the fact
that democracies tend to have far more informative
policies in place than dictatorships.
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most benevolent of the circumstances
examined, because uncertainty about the
future implies that electoral mistakes cannot
be completely avoided. Unexpected events
and unobservable features of candidate tal-
ents and proclivities imply that electoral
errors are unavoidable, because the future
consequences of alternative policies and
alternative candidates can only be partially
predicted.

In more realistic settings in which voters
are only partly informed about the significant
variables or dimensions of the data set, elec-
toral errors tend to be larger. Voter igno-
rance undermines the power of the jury deci-
sion by introducing systematic (but largely
unpredictable) biases into the electoral proc-
ess. Rationally ignorant voters are far more
error prone than ‘“sample-constrained”
voters, and, as a consequence, so is demo-
cratic decision making.

However, the “jury theorem” effect can
substantially reduce the extent to which elec-
toral errors are generated by rationally igno-
rant voters, if there are a sufficient number
of unbiased voters in the electorate. Overall,
however, the results suggest that the informa-
tional limits of effective public policy are
jointly determined by the aggregating prop-
erties of majority decision making, the under-
lying uncertainty of the problems being ad-
dressed, and the extent and distribution of
voter ignorance.

Such information-based mistakes may be
the ultimate limit of democratic public pol-
icy. This is not because imperfect informa-
tion is the only problem faced by democratic
polities. A broad strand of the public choice
literature indicates that there are a variety of
agency and institutional problems associated

with political decision making, as noted
above. However, imperfect information is a
more intractable problem. Given perfect
information, competitive elections, and a
symmetric distribution of voter interests:
most agency problems would be solved demo-
cratically, as voters demand and candidates
deliver appropriate institutional reforms.
Without a relatively broad information base,
these institutional solutions may not be
adopted, either because they are neglected by
rationally ignorant voters or because of
errors in judgment about their need or effec-
tiveness.

For the purposes of the median voter, the
proper scope of government is usually
assumed to be determined by the median
voter’s goals and financial constraints. How-
ever, informational limits also are clearly
relevant. The proper domain of democratic
policy is partly determined by the relative
effectiveness of markets and democratic
institutions as instruments for advancing
median vater goals. The median voter’s fiscal
constraints may limit the domain of public
policy to areas in which majority rule can
effectively aggregate both voter preferences
and knowledge. On the other hand, informa-
tional rather than fiscal limitations may be
the binding constraint. That is to say, it may
be the relative abilities of markets and demo-
cratic procedures to produce efficient out-
comes for relatively uninformed participants
that determine (or should determine) the
boundary between public and private sectors.
(Both markets and governments have to
address a wide range of information prob-
lems (Hayel [1945] and Coase [1937].) In the
latter case, both existing institutions and
existing informational policies will also
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affect the proper domains of democratic
policy making, because they affect the rela-
tive effectiveness of private and collective
means of advancing individual goals.

In either case, the analysis of this paper
suggests that democratic decision making
will make mistakes. Consequently, demo-
cratic governance will be less effective than
implied by models that ignore informational
problems, although it is far more effective
than might have been expected given the
knowledge base of individual voters. More-
over, the results suggest that democratic
decision making will be more effective in
some areas than in others, because the degree
of voter information varies across areas. In
areas where voters have some direct knowl-
edge of the consequences of public policy,
policies are likely to be quite effective. In
other areas of policy, biases and mistakes
will be commonplace.
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Abstract

This paper has sought to contribute new evidence on scale and scope economies in the Japanese
trust banking industry using Fourier Flexible cost function. Several conclusions emerge from
this study. Scale economies have estimated significantly. These results are coincident with
earlier works, estimated with standard translog cost functions. Despite this, significant
diseconomies of scope have estimated between commissions on trust account and other outputs.
Also, results of economies of scope are quite different between translog and Fourier Flexible
functions. Moreover, this paper demonstrates that from the goodness-of-fit criterion Fourier
Flexible functional form are not necessarily superior to translog.
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Regional Unemployment Dynamics and Regional Labor Markets: Their Policy Implications
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Abstract

The progressive rise of unemployment, especially that of young people has been conspicuous in
Japan since 1992. This paper provides arguments about the national and regional unemploy-
ment policies for young people. An important finding of this paper is that regional unemploy-
ment disparities are negatively correlated with the national unemployment. The tendency of
regional young unemployment largely reflects the impact of shocks that affects the entire
economy. The paper concludes that labor market policies should contribute to correcting
mismatch in the labor market. And labor policy should be directed so as to encourage new
businesses that create new jobs.
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Keywords: Regional Labor Markets, Young Unemployment, Labor Policy,
Regional Unemployment Rates
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The Subcontracting Act (Shitauke-Hou) intervenes in private transactions; limits larger firms’
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