Tools of Policy Analysis

Markets and Government 

	Sphere
	Co-ordination
	Co-operation
	Conflict

	Role of market
	Market price produces information
	Market exchange provides incentives and enables adaptability 
	Market deals allocate scarce resources

	Problem of market
	But: 

Externalities

Consumer and producer surpluses
	But:

Transaction risks (trust and contractual man)

Monopolies

Fairness concerns
	But:

Requires initial allocation of property rights

Common goods, public goods

Equity concerns (losers) 

	Role of government 
	Internalise externalities by rules, taxes or ownership

Transfer surpluses by rules or taxes+payments
	Provide framework of rules for market

Control monopolies by rules, taxes or ownership

Enforce rules against unfair practices. Compensate sufferers
	Writes laws and underwrites property rights

Ownership, funding or oversight of common and public goods

	Problem of government 
	But:
Lack of information


	But:
Judging optimal framework

Adaptation of other players to government’s actions and rules

Lobbying 
	But:
Public ownership of risk

Dependency and weakened incentives

Lobbying
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