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Abstract

Following the 1947 Town and Country Planning Act, a persistent policy of urban
containment has been pursued throughout rural areas of the United Kingdom. In
spite of growing evidence that the effects of containment are incompatible with key
aspects of public policy towards housing, agriculture and the environment, there is
little sign that government agencies are considering the possibility of a serious
policy re-think. This thesis represents the first attempt to analyse the continued
commitment to this core of the British land use planning system from the
perspective of public choice theory.

The thesis begins with an outline of the institutional focus of public choice analysis,
considering the fundamental questions of 'market failure', 'government failure' and
the theoretical case for state intervention in the market for land. Having examined
the evolving context of urban containment in the post-war period, the thesis
proceeds to apply key elements of public choice to decision-making incentives in the
planning system. The empirical analysis commences with an account of interest
group behaviour on the 'demand side' of the political system. A subsequent section
turns to the 'supply side', examining bureaucratic incentive structures and the role of
regulatory agencies in the management of land use change. A still further section
considers the role of legislative incentives on the 'supply side'. Finally, the empirical
analysis concludes with a case study of a major planning dispute.

The evidence presented suggests that a combination of institutional incentives on
both the ‘demand’ and 'supply’ sides of the 'political market' has led to the continual
growth of restrictive land use regulation at the expense of a diffuse and unorganized
mass of urban taxpayers and consumers. The thesis concludes by outlining a
possible institutional alternative based on private property rights, which might help
to avoid these undesirable elements of the British planning system.
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1 .
Property Rights, Public Choice & Land Use Planning

1.0 Introduction

The 1947 Town & Country Planning Act introduced in the United Kingdom what
remains one of the most comprehensive systems of land use planning anywhere in the
modern world. Throughout the post-war period the system has spawned a plethora of
statutory land use designations which have become a dominant feature of British
environmental policy. Green Belts, Areas of Outstanding Natural Beauty, Sites of
Special Scientific Interest and National Parks, to name but a few, all play a part in an
administrative system which regulates the pattern of land use throughout the country.

Control over property rights in land lies at the heart of the British planning system.
The 1947 Act nationalized development rights, replacing private planning
arrangements with a system of bureaucratic administration. The wholesale powers
granted under this legislation enabled policy-makers to pursue initiatives which have
fundamentally affected the character of both rural and urban environments. By far the
most significant of these has been a strategy of 'urban containment', pursued with
little deviation for almost half a century. Following prominent figures such as
Ebenezer Howard, Patrick Abercrombie and Duncan Sandys, the principles of
separating town and country, preventing 'urban sprawl' and the protection of open
countryside have lain at the very heart of planning policy (Hall et al 1973, Simmie
1993). So vigorously have these principles been enacted, that in the 1980s England &
Wales witnessed the lowest rate of rural land development since the implementation of
the 1947 Act (Cullingworth & Nadin 1994).

The adoption of containment policies within the planning system is most frequently
justified with reference to the various 'failures' of unfettered markets, but there is now
growing recognition of significant policy failures imposed by land use planning itself.
For example, it is well accepted that containment regulation in the United Kingdom
has so reduced the supply of land for development that both the price and density, in
particular of residential developments has increased significantly and that the
phenomena of over-development and traffic congestion in towns owe much to a
restrictive regulatory regime in the countryside (Hall et al 1973, Herington 1984,
1990, Evans 1988, 1991, Simmie 1993, Bramley et al 1995). In addition, the
increase in property values associated with containment has resulted in a negative
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redistribution of wealth. Wealth has been transferred to high income home owning
groups and the agricultural sector, at the expense of low income housing opportunities
in rural areas and an inner city population excluded from economic participation in the

suburban /rural fringe.

Likewise, the once sacred cow of Green Belt policy has come under attack. Analysis
suggests that if cities are not allowed to expand outwards because of a tight 'green
girdle', then development is forced out, beyond the designated zones, and ironically in
the context of the current environmental agenda, increasing the commuting distance to
work and hence the demand for more roads and long distance travel (Herington 1984,
1990, Simmie 1993).

Nor is it apparent that the planning system has succeeded in the goal of 'countryside
protection'. Many studies have demonstrated the disasterous consequences of farm
subsidies under the 1947 Agriculture Act and the Common Agricultural Policy of the
European Union, which have seen the conversion of the landscape (irrespective of
environmental designations) into an arable monoculture at the expense of the
traditional rural scene (Bowers & Cheshire 1983, Munton 1983, Lowe et al 1986).
Other studies have documented the failure of government policies targeted specifically
at landscape conservation (Pennington 1996). In short, it is far from clear whether the
benefits of the urban containment actually outweigh the costs imposed by the
regulatory regime (Evans 1988, Simmie 1993).

Given the presence of these policy failures, it is surprising that there has been no
attempt to examine the planning system from the one perspective which explicitly
seeks to explain examples of 'government failure'. Public choice theory provides a
compelling account of why people join pressure groups, how politicians respond to
electorates and how bureaucratic agencies deliver policy outputs. Following the
tradition of Buchanan & Tullock (1962), theorists in this tradition focus on
institutional incentives within representative democracy and have developed an
analytical framework to account for examples of 'government failure' and to question
the virtues of intervention by the state.

Set in this context, the following pages represent the first attempt to examine the
dynamics of urban containment policy from the perspective of public choice theory.
The central question is to what extent the costs imposed by urban containment are a

product of institutional incentives inherent in regimes of state-regulated property
rights? By exploring this question in depth, the thesis offers an opportunity to assess
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the theoretical and empirical contributions of public choice theory and to re-evaluate a
key aspect of British environmental policy.

This introductory chapter sets out a review of the public choice paradigm, beginning
with an outline of the key assumptions underlying the approach. The bulk of the
chapter sketches out the institutional focus of public choice, examining the central
questions of 'market failure' and 'government failure' and the theoretical case for state
intervention in the market for land. Given the centrality of the rational actor model in
public choice analysis, a separate section examines some of the theoretical, empirical
and methodological objections to the approach. Finally, the chapter concludes with an
outline of the thesis structure and methodology.

1.1 Individual Action and the Importance of Institutions

In recent years the public choice school has presented a detailed account of the
economic and environmental benefits to be derived from alternative institutional
arrangements. According to this school of thought, the appropriate unit of analysis in
the social sciences is the rational individual and her motivations and beliefs (Buchanan
& Tullock 1962, Elster 1985). Individuals, not large groups or societies make
decisions and they do so in such a way as to achieve their personal goals. Even where
individual action takes place in a collective setting such as an interest group or the
state, the individual actor must always be the focus of concern. As Buchanan &
Tullock (1962,p.13) put it, collective action is nothing more than, "the action of
individuals when they choose to accomplish purposes collectively rather than
individually." Institutions such as the state therefore are, "nothing more than the set of
processes, the machine, which allows such collective action to take place."

If individual agents form the core of the public choice paradigm the following set of

( assumptions gp out their behaviour provide the building blocks for a theory of

economic and political processes :

*Individuals are predominantly self-interested - they choose how to act on the basis of
achieving their personal goals.

*In pursuit of these goals agents act as ‘'maximizers’ who seek the biggest possible
benefits and the least costs in their decisions.

*Individuals have stable sets of preferences which they can compare and rank easily.
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*Individuals order their preferences transitively. The condition of rationality implies
that if an individual prefers a to b, and b to c, she will also prefer a to c.

*The chosen course of individual action will be affected by changes in the structure of
costs and benefits at 'the margin'. The marginal principle implies that ceteris paribus,
any increase in the cost of an action will decrease the likelihood of that action taking
place.

*Information is a 'cost' - the more time spent on information gathering the less will be
available for alternative courses of action. As the cost of information rises ,the more
likely it is that individuals will be less than perfectly informed about their decisions.

Building on these fars;lmptlons ‘the public choice paradigm analyses the ways in
which institutional structures 6f property rights affect the pattern of individual
incentives. In particular, what matters from this perspective is the importance of who
owns property rights and under what institutional conditions (Baden & Stroup 1979,
1983 Libecap 1989). Thus, the different incentives which individuals face under
different regimes will fundamentally affect the content of their behaviour and the
nature of the outcomes derived from the decision-making process. If efficiency entails
the co-ordination of people's actions to achieve mutually compatible goals, then
differing arrangements vary in their capacity to achieve this aim.! Ceteris paribus,
institutions which allow individuals to reap the rewards and to bear the costs of their
actions and which transmit information about these decisions, will be advantageous
from the viewpoint of the individual and society. Where institutional defects allow
costs to be passed on to others, where wealth is not dependent on the nature of
decisions made and where there is a lack of information, efficient resource allocation
is less likely to result (Buchanan & Tullock 1962, Libecap 1989, Eggertsson 1990,

North 1990).

The foregoing analysis provides the basis for an institutional account of how the
incentives which face individual decision-makers affect the pattern of economic and
environmental results. In particular, the public choice paradigm clarifies the ways in
which incentives differ between regimes of privately owned and transferable property
rights operating through the marketplace and state owned or state regulated property
operating through the institutions of representative government.

1 According to Israel Kirzner (1992), an economic process is efficient to the extent that it harmonizes
the plans of individuals in pursuit of their goals. This definition is particularly appropriate to a
‘comparative institutions' approach. It does not require that a process is 'perfect' as in many welfare
economics and equilibrium theories, but that it facilitates co-ordination in a superior way to
alternative institutional frameworks. The significance of this approach will become apparent when
comparing the ‘efficiency’ of government and market decision-making later in the chapter.
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Land use planning in the United Kingdom represents an example of state regulated
property rights and has often been justified on the grounds that market institutions
based on private property cannot be relied upon to ensure that individual actors bear
the full costs of their actions. According to this perspective examples of ‘market
failure' provide a prima facie case for government intervention. Public choice theorists
however, question this perspective arguing instead that institutional incentives within
governments may actually compound rather than ameliorate examples of market
failure. It has been one of the major achievements of public choice to provide a
theoretical framework which can be used to evaluate the relative merits of government
and market decision-making and it this framework which is necessary for any analysis
of policy such as land use planning designed to improve on the workings of the
market system.

1.2 Private Property Rights and the Merits of the Market

Adopting the rational choic@f individual utility maximization under
constraints, many public choice theorists and their colleagues in the property rights
school contend that a system of privately owned and transferable property rights
operating through the sphere of market exchange offers the most appropriate
framework for resource management. Because individuals are assumed to act
rationally and in accordance with their self interest, these authors argue that control
over property is most valuable to an individual when its ownership is outright and
easily transferable in exchange for other goods and services. Likewise, a system of
private property rights is considered to have a greater capacity to generate information
and an appropriate stucture of penalties and rewards to link individual incentives with
desireable social results (Buchanan 1975, 1986, Anderson & Leal 1991).

Private property rights are a fundamental requirement of a functioning market order,
for the simple reason that without clear rights of ownership people are unable to
engage in voluntary exchange (Furnbotn & Pejovich 1972, Baden & Stroup 1979).
So long as private property rights are clearly defined and enforced, the market system
is considered a prerequisite for successful resource management for the following
reasons;

First, markets provide an efficient mechanism for the discovery and disemmination of
information. Because the values individuals attach to resources are known only to the
individuals concerned, it is only through trade and the rejection of available
alternatives that the value of choices may be ascertained (Buchanan 1969, Coradato
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1992). By generating information in the form of prices, the market indicates the
relative scarcity of goods, the value of inputs used in producing goods and the
foregone opportunity costs of utilizing the inputs. This information is dependent on
the specialist individual knowledge of market participants, is dispersed in its very
nature and cannot be acquired by any central coordinating authority.When a clear set
of private property rights exist however, the decentralized interaction of buyers and
sellers in the market generates a spontaneous order, maximizing the subjective values
of all the individual participants through the medium of price (Hayek
1948,1982,1988).

Second, when property rights are held privately, individuals have a clear idea of what
actions they may take regarding the use of resources. Under private ownership all the
rewards and penalties resulting from resource use accrue to the individual owners.
Because the profitability of a project is determined by the price consumers are willing
to pay, private property rights ensure that individuals face the full opportunity costs of
their actions. Consumers pay directly for the resources they use, are informed by
prices of the relative value placed on resources by other individuals and have an
incentive to monitor alternative suppliers in order to make the best choice possible.
Similarly, the price system and the institution of private property allow entrepreneurs
who accurately acquire knowledge of consumer preferences to reap the rewards of
their actions. Profits reward those who display foresight and initiative, whilst losses
discipline those who divert resources away from consumer preferences (Alchian &
Demsetz 1973).

Finally, the transferability of resource rights under private ownership, provides the
opportunity for the individual to continually adjust the pattern of use to capture its
highest value. This flow of goods and services ensured by the market system is
essential for economic efficiency when relative scarcities are subject to constant
change (Kwong 1990).

1.3 Welfare Economics and the Case for Land Use Planning

The economic benefits which flow from the establishment of p’rivate property rights
are now widely appreciated.? Nonetheless, land use plannirig/ and environmental

policy in general, continue to be premised on the ‘amha@aﬂ@ﬁ.and_pﬁlati—\ \

property are responsible for resource(ﬁﬁéalidéatfo and environmental degradation.
e e e ATV TI e e BT T S et e o i e U g

2 See for example the views of the distinguished neo-Marxist Robert Heilbronner (1990).
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Drawing on neo-classical welfare economics, advocates of land use planning judge the
performance of markets by the Pareto standard (Harrison 1977) where according to
Musgrave & Musgrave (1976, p.67), "A given economic arrangement is efficient if

there can be 10 otheParrangement which will leave someone better off without
worsening the position of others." The conditions for the attainment of this standard
are perfect competition, perfect information, equalities between prices and marginal
costs and the internalization of all externalities. Judged by this standard, markets are
considered prone to institutional failure in the following ways ;

Monopoly

The problem of monopoly arises where conditions of 'perfect competition' break
down. Instead of a market consisting of numerous buyers and sellers, none of whom
have sufficient control over resources to affect the pattern of prices and outputs, an
individual firm or group of firms controls the entire market for a product and may
increase prices and reduce output to a level incompatible with the pareto standard.
Examples of industrial concentration in property development are often presented as
instances of monopoly power which must be subject to regulation by the state
(Nuffield Foundation 1986).

Externalities, Collective Goods and Public Goods

Following the tradition of A.C Pigou (1920), another oft cited cause of market failure
is the presence of externalities. An externality exists when the results of an action, be
they positive or negative, are not visited upon the decision-maker. The creation of an
attractive landscape through the adoption of traditional farming methods is a good
example of a positive externality. In this case, the farmer receives no payment for the
external benefits resulting from her action and so in the absence of government
intervention has little incentive to produce the good in quantities which accord with a
pareto optimal level. By contrast, the construction of urban developments on green-
field sites is often considered a negative externality. Consumers of new buildings and
construction companies do not take into account the loss of open spaces resulting from
their actions and in the absence of land use planning these developments are
‘overproduced’ with respect to the pareto standard.

Related to the concept of externalities are two qualities characteristic of many
environmental goods : non-excludability and nonrivalrous consumption. The former
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occurs when the producer of a good is unable to keep non payers from its
consumption, the latter, when the marginal cost to a seller of providing a good to an
additional consumer is zero.

Those goods which exhibit both non-excludability and non-rivalrous consumption are
known as collective goods and according to welfare theory will be underproduced L
unless there is a system of land use planning. Scenic views are often cited as an Avewt 1]

example - it is difficult to exclude non-payers from the benefits of a view and one St

person's consumption of the view does not detract from the consumption of others.

Public goods by contrast, exhibit nonrivalrous consumption but the exclusion of non;lf’ 7
payers is possible. From the perspective of welfare theory the operation of the free

market will result in an inefficient exclusion of potential consumers from these goods.
Thus, the owners of a country park may be able to exclude non payers from access,

even though the cost of admitting extra patrons is practically zero.

Information Asymmetry

A third instance of market failure stems from the presence of information
asymmetries. Paretian economics stipulates that for markets to allocate resources
efficiently all buyers and sellers must be perfectly informed about the consequences of
their actions. However, it is often suggested that lack of information on the part of
consumers results in a sub-optimal pattern of resource use (Harrison 1977,
Shucksmith 1990).

For example, because of the complexities of the housing market in terms of the size,
type and quality of units available, consumers may have insufficient information to
evaluate the consequences of exercising choice in different ways. In these
circumstances, producer interests with a monopoly of expert information are
structurally advantaged in the market process and may be able to charge prices which
do not fully reflect individual preferences. Thus, land use planning is required to
regulate the supply of housing in order to properly satisfy the interests of consumers.

Markets and Short-Termism
A fourth and final example of market failure is said to result from the incapacity of
market institutions to consider long-term over short-term interests. According to this

view, in the absence of government regulation, the dominance of the profit motive
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leads individuals to maximize the short term use of resources with insufficient
attention to longer term interests. For example, concerns that agricultural land will be
irrevocably lost to urban development to the detriment of future food production, stem
from a belief in the incapacity of the price system to allocate resources efficiently and
equitably between present and future generations (Shucksmith 1990).

1.4 Welfare Economics and the Nirvana Fallacy

The instances of market failure highlighted above result in a breach of the conditions
for pareto-optimality and according to welfare analysis provide adequate grounds for
the introduction of land use planning. By regulating monopolies, limiting externalities,
ensuring the provision of collective goods and so on, government regulation can bring
all the relevant costs and benefits into alignment.

How then have the public choice theorists responded to the prevailing orthodoxy ?

Drawing on important theoretical developments from the property rights school
(Coase 1960) and the works of Hayek (1988), many public choice authors and
especially those of the Virginia school, reject the standard interpretation of the pareto
principle as an appropriate benchmark to judge the performance of markets.3
According to Buchanan (1975) and other writers, welfare theorists confuse
statements about what the world would look like in the perfect equilibrium conditions

which characterise the abstract neo-classical system, with statements about how the
world should actually be. If the real world is in fact characterized by disequilibrium

then it is legitimate to argue that under pareto conditions there would be no
opportunities to improve the allocation of resources, but it is not acceptable to suggest
that public policy be formulated on the basis of such unattainable goals. It is to commit
the 'nirvana fallacy' to suggest that the alternative to markets is a government immune
from institutional failure (Demsetz 1969).

Consider first the case of monopoly. Under pareto conditions no individual firm could
attempt to set prices at a level which would yield a supernormal profit because

3 It should be noted that not all public choice theorists accept all the components of this critique. The
works referenced here are drawn from the 'Virginia school' following Buchanan & Tullock (1962) and
Buchanan (1986). The Chicago school following Stigler (1975) is somewhat closer to conventional
neo-classical analysis and though accepting much of the transactions costs analysis of institutional
failure within government as outlined pp.22-26 below, does not draw on the Hayekian critique of
central planning.
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consumers could simply choose from an unlimited supply of alternative
producers.The Austrian school following Hayek however, (1982) has long argued
that this model is devoid of behavioural content and abstracts away from the real
quality of markets which is their ability to generate information by providing
incentives for innovation in a world of imperfect knowledge.

The existence of supernormal profits, where price exceeds marginal cost is in fact the
product of entrepreneurial response to conditions of imperfect information. The
returns of entrepreneurs will be driven to normal levels by competitive profit seeking
as some earn supernormal profits which promote entry and others make losses which
cause exit. Because of the impossibility of perfect information in any real world
setting, markets will never attain a perfect equilibrium, but the signals of profit and
loss do provide informational incentives which encourage innovation and the
movement of resources in the direction of equilibrium and hence a degree of economic

co-ordination which would not be possible under a centrally planned alternative.

Judged by the standards of welfare economics virtually all markets fall short of the
perfectly competitive ideal. In real world markets however, supernormal profits are a
temporary but necessary spur to competition, innovation and the development of new
organizational forms. If governments intervene by way of regulation they may reduce
the attractiveness of new entry and thus paradoxically protect the position of
incumbents. Thus, examples of concentration should be viewed as a product of -
superior entrepreneurship by way of improving the goods and services supplied or a
reflection of underlying cost conditions. In short, it is one thing to complain about the
high price of a product due to 'monopoly power' if the alternative is more at a lower
price, but it is to commit the nirvana fallacy to talk of ‘market failure', if the alternative
means that no one has the incentive to discover or invent the product in the first place
(Littlechild 1986).

Turning to the question of externalities, information problems and the remaining
instances of market failure, land use planning is advocated on the grounds that
governments may regulate the market according to pareto criteria. From a public
choice perspective however, this approach begs the question how do we know what a
pareto optimal allocation of resources actually is (Buchanan 1969, Anderson & Leal
1991) ? Thus, if government planning is to correct for market failures due to
externality and information problems, then state officials must themselves possess the
necessary information to decide how the reallocation of resources is to occur.
However, theorists influenced by Hayek (1948), argue that it is precisely because this

20



information is diffuse and cannot be acquired by a central co-ordinating authority that
any form of government economic planning is impossible (Anderson & Leal 1991).

As Hayek (1948, p.519-520) has pointed out,

"The economic problem of society is ... not merely a problem of how to allocate
'given resources’ - if 'given' is taken to mean given to a single mind which
deliberately solves the problem set by these 'data’. It is rather a problem of how to
secure the best use of resources known to any of the members of society, for ends
whose relative importance only these individuals know. Or, to put it briefly, it is a

problem of utilization of knowledge not given to anyone in its totality."

Consequently, far from interfering with the market system the institution of private
property should be extended to encompass all resources, because it is only through the
actual process of exchange in the market that the relative value of resources can be
made known. To the extent that markets 'fail’, attention should focus on the reasons
why trading of these goods does not actually occur. The major contribution in this
regard is contained in the seminal work of Ronald Coase (1960).

In a famous article, The Problem of Social Cost , Coase (1960) produced a classic
rebuttal of Pigovian welfare theory. According to Pigovians, under equilibrium
conditions markets produce negative externalities and these should be dealt with by a
system of corrective taxation/regulation. It was the contribution of Coase to note, that
if the conditions of equilibrium do indeed apply there is no need for intervention. If
property rights are assigned, either to the 'damaging agent' or the 'affected party’, the
problem of externality will be resolved through bargaining until all opportunities for
trade are exhausted. Where the damaging agent owns the property rights, then the
affected agent can compensate her not to continue the activity in question. Meanwhile,
if the affected party owns the rights the damaging agent can pay compensation for the
damage. Under equilibrium conditions all externalities will be internalised and the
overall pattern of resource allocation will be the same irrespective of who owns the
relevant property rights.

Coase's followers argue that the presence of externalities means that general
equilibrium conditions do not actually exist in the real world (Dahlman 1979 ). The
relevance of externalities and collective/public goods problems is that they indicate the
presence of obstacles to market exchange, in particular the high cost of establishing
property rights in certain resources. It is these obstacles or transactions costs which
are the principal causes of market failure.
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Transactions costs prevent individuals in the market from making voluntary
agreements with one another and prevent the effective monitoring of individual
behaviour. However, it is to commit the ‘nirvana fallacy' to suggest that the alternative
to markets is a world where governmental actors are immune from these same costs.
If the effectiveness of markets is dependent on the reward structure facing consumers
and producers, so the effectiveness of government is dependent on the ability of
citizens to monitor the politicians and bureaucrats who supply goods and services.
What is needed is a comparative institutions framework to examine the extent to which
institutional provisions in the state sector encourage or inhibit the internalization of
external costs. This represents a modified version of the pareto principle, but it implies
a fundamentally different focus to the traditional concerns of welfare economics. In
particular, it suggests an examination of the institutional arrangements which are more
likely to facilitate the flow of information and the internalization of costs. If
transactions costs and incentive structures in the political process themselves lead to
institutional failure then the case for government intervention is far from clear.

1.5. Public Choice and the Economics of Government Failure

Welfare economists have long assumed that the axioms that define the rational actor in
neo-classical theory cease to apply behind the office doors of the bureaucrat or the
politician. As Tullock (1977, p.3) puts it,

"The conventional wisdom holds that the market is made up of private citizens trying
to benefit themselves but that government is concerned with something called the
public interest.”

The Hayekian analysis of dispersed information exposes the illusive nature of the
'public interest, but it is the principal contribution of the public choice school to note,

that even if these difficulties could be overcome (which they cannot) there is no reason
to believe that political actors within the state will ever act in order to achieve the
desired goals. On the contrary, political actors are not 'economic eunuchs' concerned
to maximize social welfare, but instead are rational actors pursuing individual self
interest in the same way as market participants. The ability of governments to correct
for 'market failures' therefore, is dependent not only on the informational
requirements of central planning, but on the institutional incentives provided by the
democratic polity.
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The starting assumption of public choice theory is that state actors maximize their own

interests and not the public interest. The concept of rational self interest need not infer

the specific motivations of individual actors, whether they are focused on expected

pecuniary income, power or status, but it does suggest that individuals respond to

changes in perceived net wealth (however conceived) at the margin and do so

irrespective of other arguments in their utility functions.

When markets 'fail' this is a product of high transactions and information costs which
prevent trade in environmental resources. To the public choice theorist, there is no
reason to believe that governments will correct for these failures because the political
process is characterized by its own set of information and transactions costs which
may replace 'market failure' with 'government failure'. The 'political market' contains

institutional incentives on both the 'demand' and 'supﬁly' sides, which allow voters,

members of interest groups, bureaucrats and politicians, to affect decisions without
bearing the full cost of their actions. The principal sources of government failure are

examined below;

Rational Ignorance

In public choice theory, politicians are viewed as suppliers of legislation to the
electorate in order secure votes for re-election and the associated benefits of
government office. If the effectiveness of markets is dependent on the information
available to consumers on the 'demand' side, so the ability to monitor politicians is
dependent on the information voters possess (Aranson 1990, Buchanan 1975,

1986, Tullock 1977, 1989, 1993). Because the gathering and processing of
information is a cost, individuals will seek detailed information only to the extent that
they can influence the relevant decisions. Consumers in the marketplace, even if not
‘perfectly’ informed, have an incentive to discover information, because payment is
direct and individuals are faced with the immediate consequence of any purchasing
errors. In representative politics however, voters 'underinvest' in political information
because the costs of acquiring accurate data are extremely high, compared to the
infinitesimal influence any individual has on the outcome of an election (Downs 1957,
Tullock 1989). Why should an individual seek to examine the effects of land use
regulation when her vote is unlikely to have any direct influence on that policy and she
will have to bear the cost of taxation irrespective of her support ?
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In short, it is rational for voters to remain 'ignorant’ of the political process, a
tendency which accounts for the failure of many individuals to know even the name of
their own MP, let alone the small print of legislation.

The Bundle Purchase Effect

In modern democracies the rational ignorance effect is magnified because the state
intervenes in so many areas of economic and social life that it is virtually impossible
for voters ever to be informed across the whole policy spectrum (Mitchell 1988,
Tullock 1989). Voters do not vote on individual issues but instead are presented with
a 'take it or leave it' set of policy bundles. One cannot choose which particular land
use regulations to support, but instead must elect a representative who will speak on
every single issue. Not only is the chance of each voter affecting the result of an
election reduced to almost zero, but there is equally little opportunity to influence the
content of the political agenda.

Rent Seeking and Collective Action - Concentrated Benefits and Dispersed Costs

A third source of government failure in the public choice model, stems from the
disproportionate ability of special interest groups, or 'rent seekers' on the 'demand’
side to obtain legislative privileges from the state. This power results from institutional
constraints and incentives which favour the mobilization of concentrated interests at
the expense of the dispersed, unorganized mass.

If a group of voters wishes to express demands through the state, it must first lobby
the political authorities. As Olson (1965) has observed however, there is a substantial
‘collective action problem' in mobilizing groups and in particular large interest groups.
Political lobbying is a costly affair and for individuals to mobilize into an effective
force the per capita gains derived from collective action must be very substantial. For
most individuals however, the per capita stake in each of the multitudinous policies
'supplied’' by modern government is so discounted by the irrelevance of an individual
contribution, that the optimal strategy is to 'free-ride' on the participation of others.
Because most rational individuals will act in the same way, collective action on behalf
of large groups is unlikely to occur.

The incentive structure is rather different for smaller subsets of voters in a particular
industry or with a special interest in a narrow area of policy. Here, the personal
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benefits from successful collective action are highly concentrated on a relatively small
set of individuals and the costs of mobilization are outweighed by the greater size of
the individual stake (Buchanan & Tullock 1982, Tullock 1989).

Combined with the effect of voter ignorance, these incentives allow political markets
to be dominated by concentrated interests. This explains the tendency for policy in
representative democracies to reflect the interests of business and labour lobbies, at the
expense of consumers, taxpayers and other diffuse interests, each of whom loses only
a little from the various regulations imposed by the state. It also explains the 'capture’
of regulatory agencies by the very interests they are supposed to regulate (Kolko
1963, 1965, MacAvoy 1965, Stigler 1975, Buchanan & Tullock 1982, Poole 1985,
Bartel & Thomas 1987, Benson 1990, Robinson 1993). In turn the possibility of
achieving state privileges encourages the diversion of resources towards rent seeking
and away from productive economic activity (Tullock 1967).

Politics and Short-Termism

A fourth case of government failure results from the short term perspective of political
actors on the 'supply’ side.

Under a market system, resources are owned privately and the individual owners have
an incentive to reduce current consumption in favour of the future in order to make a
larger profit by selling to speculators when a resource is becoming more scarce. In the
'political market' however, politicians do not possess property rights in resources and
as a consequence are unable to reap a financial return from successful management
(Baden & Stroup 1979). Politicians cannot 'sell shares' in the government of a
nation's resources to future political actors. On the contrary, benefits of decisions
taken in the present may well accrue when the originating administration is long gone
and when a different party is in power. As a result, the time horizon of the politician is
unlikely to extend significantly beyond the date of the next election and policy will be
based on short-term political gain rather than long-term sustainable management
(Baden & Stroup 1979, Anderson & Leal 1991).

Political Monopoly

The tendency towards government failure on the 'supply’ side is exacerbated by the
monopoly characteristics of the political market. In most representative democracies
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power is concentrated in the hands of a small group of political parties. Unlike private
markets, competition (actual or potential) is severely limited, because elections are
held over discrete periods of time and once elected, the party/parties in power may use
the coercive monopoly of the state in order to access a deep purse which consists of
other people's money. The limited scope of competition reduces the level of
information generated by the political process and further allows politicians to disguise
the extent to which the business of government is based on the short term demands of
special interests. Instead political markets are characterized by sloganizing, political
advertising and a reliance on crude identifictaion strategies similar to advertising
campaigns in oligopolistic and particularly duopolistic industries (Robinson 1993).

Bureaucratic Monopoly

A sixth and final aspect of government failure results from the monopoly power of the
administrative bureaucracy. Bureaucrats do not hold private property rights in the
resources they control and so cannot capture the benefits or bear the costs of their
decisions (Baden & Stroup 1979). Accordingly, they do not have the same incentives
as profit-making firms or private voluntary associations to allocate resources on the
basis of economic or environmental success. Rather, the success of the bureaucrat is
dependent on increasing control over discretionary resources which are often a
function of budget size (Niskanen 1971). Consequently bureaucrats have strong
incentives to support those policies and interest groups which will expand the size of
the agency irrespective of the economic and environmental externalities which result.

Nor do politicians have sufficient incentive to keep budget appropriations down,
because the benefits of growth are concentrated on organized bureaucrats and other
special interests, with the costs in terms of higher taxes, thinly dispersed across the
voting population, minimizing electoral rewards. Under these circumstances
government services are not so much 'demanded’ as 'supplied'.

1.6 Evidence of Government Failure

The theoretical framework outlined above has proved to have considerable explanatory
power in a range of applications, with many policies and regulations often justified on
‘public interest' grounds, shown to be operated at the behest of organized interests

working in a closed relationship with various arms of the state. From this perspective,
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public choice theorists have exposed numerous cases of maladministration, regulatory
capture and bureaucratic expansionism, where the benefits of government action have
been concentrated on organized interests and bureaucrats with the costs dispersed
across an unsuspecting and unorganized mass.

Early studies of the regulatory state showed that the regulation of airlines, transport,
electric utilities, telephones and pharmaceuticals had all increased costs to consumers
and taxpayers and that the principal beneficiaries had been the bureaucratic agencies
and the regulated industries themselves (Stigler 1975). More recent public choice
work has applied this analysis to the study of land use and environmental policy.
Anderson (1983) for example, examines the performance of the Bureau of
Reclamation, the US federal agency responsible for the prevention of desertification.
This agency has used billions of dollars to subsidize water provision to organized
farmers in California and Nevada, characterized by huge projects such as the building
of the Glen Canyon and Hoover Dams. These dams have contributed to the
dewatering of natural lakes and rivers with the resultant loss of wildlife such as geese
and wild ducks. In this case, farming interests supported by an expansionist
bureaucracy, rushed to fill the information vacuum created by the rational ignorance
effect, diffusing the economic and environmental costs across an unsuspecting
populace (see also Reisner 1986).

Baden & Stroup (1983) and Deacon & Johnston (1985) meanwhile, focus attention on
the US Forest Service, the largest natural resource agency in the United States. Here,
a combination of incentives towards bureaucratic growth has produced destructive
policies. With budgets and staffing positively related to the expansion of timber
logging the Forest Service has pursued appropriations to further the development of
road building, rather than comply with its conservation objectives which are less staff
intensive. Consequently, in areas such as Yellowstone National Park and the Tongass
National Forest in Alaska, logging has expanded into marginal lands, on steeper
slopes which has produced soil erosion and river sedimentation.

As a further example of 'government failure', Anderson & Leal (1991) cite Ackerman
& Hassler's (1981) classic study of US Clean Air legislation. In an effort to reduce
Sulphur Dioxide emissions, the US Congress introduced the 1977 Clean Air Act
which required the strict application of 'best available technology' standards for new
coal-fired generating plants. In the event, SO2 reductions could have been achieved at
much lower cost, but a 'clean air - dirty coal' coalition made up of eastern coal
producers and environmentalists lobbied for the high cost technological solution. The
reasons for this were straightforward. Eastern coal producers feared that electricity

27



utilities would buy increasing amounts of low-sulphur Western coal in comparison to
the high sulphur Appalachian alternative. However, requiring all new generating
plants to install high-tech sulphur scrubbers, irrespective of the sulphur content of the
coal burned, removed this competitive advantage. As a consequence, the Clean Air
Act became a mechanism for redistributing wealth from electricity consumers, who
paid higher rates, to eastern miners, who feared losing their jobs. Again, the
imperatives of special interest politics ensured an outcome with minimal benefits but a
high cost to the dispersed mass of the voting public.

These and other instances of 'government failure', lead public choice theorists to
question the ability of state institutions to correct for instances of market failure.
Critics of the market argue that problems of high transactions costs will always result
in an element of 'market failure', but from a public choice perspective the evidence of
'government failure' suggests that the transactions costs involved in the government
administration of property rights are an equal if not greater threat.

The transactions costs approach of public choice theory appears to offer a powerful
analytical framework to examine examples of 'government failure'. The central
question of this thesis is to what extent the external costs imposed by the British land
use planning system through its commitment to urban containment are a product of
institutional incentives inherent in regimes of state regulated property rights. If the
existence of policy failures can be attributed to an asymmetric distribution of costs and
benefits on both the ‘demand' and 'supply sides', through rational ignorance,
problems of collective action/ concentrated benefits and dispersed costs and
bureaucratic expansionism, then the theoretical case for land use planning in its
present institutional form must be subject to serious question.

1.7 Pathologies of Public Choice Theory ?*

Largely because of the theoretical elegance of public choice theory and its ability to
provide explanations for policy failures within the modern state, the

application of public choice analysis to the study of political institutions has become
increasingly popular within the discipline of political science. However, the

4Although entitled "Pathologies of Rational Choice Theory", most of the critiques summarized in the
recent volume by Green & Shapiro and addressed in this section, are in fact focussed against
specifically public choice models - rather than rational choice theory, which is the broader tradition
from which public choice (the political application of rational actor models) derives.
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assumptions, empirical claims and methodological devices of public choice are not
without their critics. These objections, crystallized in a recent volume by Green &
Shapiro (1995) must be examined, before proceeding to apply public choice theory to
the study of the British planning system in the subsequent chapters

The publication of "Pathologies of Rational Choice Theory," (1995) has prompted
vigorous debate within political science and at first sight appears to represent a
fundamental challenge to the public choice mode of analysis (Friedman 1995). The
basis of this critique is twofold, focusing on alleged empirical and methodological
‘pathologies’ of the rational actor model.

The first plank of Green & Shapiro's critique, questions the empirical worth of public
choice analysis. According to this perspective, the self interest/rational action
assumption has had relatively little success in explaining many of the empirical
realities which characterize the political economy and where there have been apparent
'successes’, these are largely the product of poorly specified hypotheses, which allow
public choice advocates to claim support for their theories without providing precise
statistical measures of observed phenomena which can be attributed directly to the
process of rational action. The response to Olson's (1965) theory of interest group
mobilization is instructive in this regard.

In the Logic of Collective Action, Olson (1965) argues that in the absence of selective,
personal incentives, self-seeking individuals are less likely to engage in political
activity on behalf of large interest groups, because there is always an incentive to 'free
ride' on the participation of others. The critics respond by pointing out that large scale
political mobilizations do occur on a regular basis and that the only way the public
choice theorist may account for observed behaviour is to import some aspect of
altruistic motivation into individual utility functions. Moreover, to the extent that
interest groups do mobilize because of selective incentives, public choice itself offers
no hard and fast statistical predictions of what the precise rate of mobilization will
actually be.

Writing in a similar vein, Green & Shapiro (1995) highlight the failure of pubhc

ree

choice to account for the paradox of voting. In areal world electlon it is formally

irrational for anyone to vote because each individual may have no more than an
infinitesimal chance of affecting the final result (Downs 1957). However the
experience of elections in most modern democracies shows that many millions of
people do vote and hence appear to exhibit irrational behaviour.

29



Public choice accounts of bureaucratic behaviour have received equally short shrift
from the critics. Lewin (1991) for example, argues that the growth of the public sector
cannot be convincingly attributed to 'budget maximizing' bureaucrats as public choice
theory suggests. On the contrary, bureaucrats may be motivated by altruistic motives
and to the extent that they are self interested, it is not always clear that budget
maximizing behaviour will result. Again, it could be argued that public choice offers
no precise predictions of the different magnitudes of bureaucratic growth which can be
attributed directly to rational choice processes.

A further group of critics focus their attention on the reliance on the fixed preference
assumption (exogenous preferences) within some public choice models. According to
these authors, individuals do not exhibit fixed preferences, but rather preferences are
often shaped endogenously within institutions rather than given as exogenous
variables. Thus, the presence of political advertising by both interest groups and
political parties and the reliance of parties on crude identification strategies suggests
that individual preferences are in fact malleable (Plamenatz 1973, Linblom 1977,
Kuran 1991).

Green & Shapiro (1995) extend their critique, moving on from the alleged empirical
difficulties of public choice, to focus specifically on the methodological response of its
advocates when confronted with disconfirming evidence. According to this view,
public choice scholarship is characterized by a tendency towards post hoc theorizing in
which, faced with evidence which contradicts the assumptions of theory, the author
simply designs a new model to fit the existing data.

The attempt by Downs (1957) to save his account of voting is cited as the classic
example in this regard. Faced with the reality that voters do actually go to the polls and
therefore appear to act irrationally, Downs responded by arguing that rational
individuals participated in elections because of a 'desire to preserve the democratic
system.' But, the critics argue, what exactly is left of a distinctive public choice
approach if any conceivable form of motivation may be included in the cost calculus of
the individual actors? If the public choice account cannot be confined to such 'hard
edged' assumptions as the maximization of pecuniary gain then it assumes the status
of an irrefutable tautology and is devoid of all explanatory power.

Related to the methodological critique advanced by Green & Shapiro is a still further
charge directed at public choice analysis - that in its focus on the workings of
representative government and in particular examples of 'government failure', the
approach is ideologically driven with a pronounced bias towards the support of market
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mechanisms over collective forms of decision (Self 1989, Lane 1990). According to
this perspective, the preponderance of 'right wing' ideology is sufficient to disqualify
the approach in terms of legitimate social science, given the propensity of public
choice theorists to examine only that evidence which is supportive of their wider
political convictions.

The apparent empirical and methodological defects of public choice lead the critics to
the conclusion that this approach offers limited scope for explaining the complexities
of political economy and that scholars should consider the role of alternative, non-
economic or sociological approaches to the study of political institutions.

At first sight, the above critiques may appear to mount a fundamental challenge to the
foundations of public choice analysis. However, on closer reflection it should be
apparent that their focus is based on a serious misunderstanding of what public choice
attempts to achieve and a very narrow view of successful empirical contribution within
the social sciences (Chong 1995, Fiorina 1995, Ferejohn & Satz 1995, Shepsle

1995). In so doing, these critiques neglect the capacity of public choice to generate
key insights to the understanding of representative democracies.

Consider again Olson's theory of interest groups. Most public choice theorists,
including Olson, do not purport to explain all human behaviour in terms of individual
self interest, but they do contend that this assumption allows the development of
generalized predictions which may usefully account for observable realities in the
political economy. Thus, Olson's theory of groups does not predict that no large
interest groups will organize to achieve collective goods; nor does it predict that no
individual would join such a group in the absence of selective incentives. Rather,
Olson suggests that ceteris paribus, it will be more difficult to mobilize larger than
smaller groups, but the absolute level of mobilization will be determined by a host of
other factors, which may include altruistic motivations (Fiorina 1995).

Green & Shapiro object that the empirical power of the public choice approach is
minimal, given the inability of scholars to specify with quantitative precision what the
rate of mobilization will be in the absence of selective incentives and other
countervailing forces. However in so doing, they imply that no social scientific
research which does not utilize 'state of the art' statistical methods to quantify the
effect of specific variables may legitimately be considered as a useful empirical
contribution. This is a rather odd position, given the notorious difficulty within social
science of controlling for the multitudinous and often unobservable variables affecting
the nature of social outcomes, which simply cannot be controlled for without the
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