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Sources:

Chapter XI of New Ideas from Dead Economists by Todd Buchholz

Chapters 12 (page 284) and 14 (page 312) of The Ordinary Business of Life by Roger Backhouse

http://www.econlib.org/library/Enc/PublicChoiceTheory.html
http://www.econlib.org/library/Enc/PoliticalBehavior.html
http://www.econlib.org/library/Enc/bios/Buchanan.html 
http://www.econlib.org/library/Enc/bios/Stigler.html 
James Buchanan (1919- )

Buchanan is regarded as one of the founders of public choice theory, which seeks to analyze politics with the methods of economics. The main idea is that governments consist of people who are motivated by their own interests and not by the national interest.

Politicians seek only to be elected and, if elected, re-elected. This makes them fight on behalf of the special interest groups that contribute to their campaign funds. Thus government policies—such as those that determine tax and expenditure policies—are the result of the tussle between various special interest groups. This is one more reason why we should not rely on the government to fix our problems and why we should strip the government of most of its power.

Why has the US had such a long stretch of budget deficits? First, the negative future effects of budget deficits—which are caused by tax cuts and/or spending increases—are, for most voters, hard to imagine, whereas the positive current effects are very easy to see. Politicians realize this and press for tax cuts and spending increases. Second, budget deficits shift the burden of government spending from current generations to future generations and future generations do not vote in today’s elections.

Mancur Olson, Jr. (1932 - 1998)
Why do governments use price supports, import tariffs, subsidies, etc. for various industries even though such policies can easily be shown to be against the national interest? To take another example, why do cities such as New York and Boston limit the number of taxi cabs even though those cities would be better off with greater competition among cabbies?

Olson argued that although the total losses from such harmful policies may be large, they tend to affect such large numbers of people that the losses per affected person are typically quite small. On the other hand, although the total benefits of such harmful policies are small, they tend to be enjoyed by such small numbers of beneficiaries that the benefits per beneficiary can be quite large. As a result, the harmed people have no incentive to put pressure on their elected representatives to repeal harmful policies, whereas the beneficiaries would very probably get together, form a special-interest pressure group, contribute to politicians’ re-election funds, and otherwise force them to support polices that, while good for those belonging to the pressure group, are bad for the country as a whole.

An extension of this type of analysis is the theory of regulatory capture due to George Stigler (1911-1991). Q: Why do governments regulate certain industries, such as utilities? A: Because government regulations make it expensive for new competitors to enter the industry, thereby making things easy and profitable for the existing firms who, after all, are funding the re-election campaigns of the incumbent politicians.
Olson extended his ideas about the power of special-interest groups into a theory of long-run economic development. Electorates in stable societies are more complacent than electorates in less stable societies. As a result, the former are more likely to be sucked dry by special-interest groups. Revolutions can be good for a country when they reduce the power of entrenched special-interest groups.
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