Theory of Public Choice
Development of public choice theory accelerated with the formation of the Public Choice Society in the United States in 1965. The loci of the Society became its journal Public Choice and its annual meetings. The journal and meetings mainly attracted economists and political scientists. The economists brought their choice-based, model-building skill. The political scientists brought their broad knowledge of different political systems and detailed knowledge of institutions and political interaction. Scholars in related fields, such as philosophy, public administration, and sociology, also contributed.
Political issues are considered multidimensional rather than single dimensional, an agenda setter could start at any point in the issue space and, by strategically selecting issues, end up at any other point in the issue space, so that there is no unique and stable majority rule outcome. Public choice theory Studies the behavior of actors in political systems using models of individual maximizing behavior. James Buchanan, (winner of the Nobel Prize in Economic Science, 1986, for work in Public Choice) and Gordon Tullock are credited with being the primary developers of Public Choice Theory. Their book, Calculus of Consent, published in 1962, is still considered the classic piece on this subject. Buchanan and Tullock broke with the assumption that politicians are driven primarily by ideological motivations or are concerned with the welfare of society as a whole.
Public Choice Theory is directed toward the study of politics based on economic principles. Since most universities already have a Political Science department. The problem is that until Public Choice Theory came along, universities did not teach the way politics actually functions but, instead, taught the way it should work ideally or the way they wished it would work. This practice of teaching what should be (normative theory) rather than what is (positive theory) is fairly common at universities and continues to this day at most universities, in politics as well as other disciplines. Fortunately, if we look carefully, we can find some universities that teach the facts about politics, to the best of our abilities to understand it, and that discipline is called Public Choice. I should point out that Public Choice is actually more general than just politics, but that is its main emphasis.
Well, not really Politicians do not devote their lives for your and my benefits anymore than McDonalds does. Strangely, however, many people think so -- including university professors that teach politics and philosophy. The most important contribution of Public Choice Theory is that it recognizes that politicians are motivated by self interest -- just like you and me. In fact, more so than you and me! If that is so, and it is, then our expectations of politicians changes dramatically. One point worth noting here is that the Founding Fathers of the U.S.A. understood that and they tried to organize government in such a way as to minimize the impact of self interest. They did a good job and the fact that we are having so much trouble with our government today results from our losing sight of the reality that politicians are self-interested. 
Public Choice is nothing more than common sense, as opposed to romance. To some extent, people then and now think about politics romantically. Our systematic way of looking at politics is nothing more than common sense. That is, the pursuit of self interest magically promotes the common interest when we are dealing with private goods, but it usually does not when we are dealing with public goods.

Consider the fisheries and the ocean and assume that the collection of fish in the ocean is a "public good". What is the economic motivation for each fisherman? To take all he can, right? For, if a consceintious fisherman says to himself, "This is no good, grabbing all we can. I will limit my fishing, which I hope others will do the same, so as to preserve the fishery for the long term.", he will just lose for the other fishermen will continue with the over-fishing. So, to maximize his own return, he grabs all he can and so do the others. The fishery collapses from over fishing. 
Special interests
Public choice theory is often used to explain how political decision-making results in outcomes that conflict with the preferences of the general public. For example, many advocacy group and pork barrel projects are not the desire of the overall democracy. However, it makes sense for politicians to support these projects. It may make them feel powerful and important. It can also benefit them financially by opening the door to future wealth as lobbyists. The project may be of interest to the politician's local constituency, increasing district votes or campaign contributions. The politician pays little or no cost to gain these benefits, as he is spending public money. Special-interest lobbyists are also behaving rationally. They can gain government favors worth millions or billions for relatively small investments. They face a risk of losing out to their competitors if they don't seek these favors. The taxpayer is also behaving rationally. The cost of defeating any one government give-away is very high, while the benefits to the individual taxpayer are very small. Each citizen pays only a few pennies or a few dollars for any given government favor, while the costs of ending that favor would be many times higher. Everyone involved has rational incentives to do exactly what they're doing, even though the desire of the general constituency is opposite. (It is notable that the political system considered here is very much that of the United States, with "pork" a main aim of individual legislators; in countries such as Britain with strong party systems the issues would differ somewhat.). Special interests of theory of public choice have been evaluated as follows:
· Bureaucracy
One major sub-field is the study of bureaucracy. The usual model depicts the top bureaucrats as being chosen by the chief executive and legislature, depending on whether the democratic system is presidential or parliamentary. The typical image of a bureau chief is a person on a fixed salary who is concerned with pleasing those who appointed him. The latter have the power to hire and fire him more or less at will. The bulk of the bureaucrats, however, are civil servants whose jobs and pay are protected by a civil service system against major changes by their appointed bureau chiefs. This image is often compared with that of a business owner whose profit varies with the success of production and sales, who aims to maximize profit, and who can hire and fire employees at will. While they are supposed to work in the public interest, putting into practice the policies of government as efficiently and effectively as possible, public choice theorists see bureaucrats as self- interested utility-maximizers, motivated by such factors as: "salary, prerequisites of the office, public reputation, power, patronage...and the ease of managing the bureau."
· Rent seeking
 A field that is closely related to public choice is "rent seeking”Public Choice has much to say about the use of rent-seeking, which is the act of obtaining special treatment by the government at the expense of the rest of us. A specific and major case of rent-seeking -- the transfer of land to private organizations -- is discussed by Fred E. Foldvary in "Ground Rent Seeking in U.S. Economic History". 

This field combines the study of a market economy with that of government. Thus, one might regard it as a "new political economy." Its basic thesis is that when both a market economy and government are present, government agents are a source of numerous special market privileges. Both the government agents and self-interested market participants seek these privileges in order to partake in the monopoly rent that they provide. When such privileges are granted, they reduce the efficiency of the economic system. In addition, the rent-seekers use resources that could otherwise be used to produce goods that are valued by consumers.

Rent seeking is broader than Public Choice in that it applies to autocracies as well as democracies and, therefore, is not directly concerned with collective decision-making. However, the obvious pressures it exerts on legislators, executives, bureaucrats, and even judges are factors that public choice theory must account for in its analysis collective decision-making rules and institutions. Moreover, the members of a collective who are planning a government would be wise to take prospective rent seeking into account.

· Political market failure: undemocratic governments
Public Choice Theory has been developed largely in the context of democratic political systems of the variety that exist in Europe and North America. A pioneering work—and, perhaps, the only work to-date of its kind—seeking to analyze collective decision-making based on rules and institutions that characterize the Less Developed Countries was undertaken by Muzaffar Ali Isani at Georgetown University in 1982. It focuses largely on the assumptions of a generation of development economists who have articulated the role of the state or political action as an efficient alternative to 'economic' market failures. Isani has suggested that once we introduce 'political' market imperfections as generally found in these countries, we may be confronted with the possibility that far from correcting market failures, political action may actually prove to be a source of further distortions in the economy. He then goes on to develop an essentially economic paradigm of politics appropriate to many developing countries and which is consistent with the axioms of economic theory. 
· Constitutional and Democratic Government

Public Choice theorists attempt to examine the system of government in which the people are governed through their government by means of a constitution. The successes and failures of this concept are examined in detail. 
· Voting

Much attention has been given in the Public Choice field to the problem of voting. The simple approaches currently used have been shown to be defective as they do not always achieve the desired results. Alternative voting methods are examined and evaluated. Unfortunately, it has been difficult to modify our voting methods to reflect this knowledge. 

One of the chief underpinnings of public choice theory is the lack of incentives for voters to monitor government effectively. Anthony Downs, in one of the earliest public choice books, An Economic Theory of Democracy, pointed out that the voter is largely ignorant of political issues and that this ignorance is rational. Even though the result of an election may be very important, an individual's vote rarely decides an election. Thus, the direct impact of casting a well-informed vote is almost nil; the voter has virtually no chance to determine the outcome of the election. So spending time following the issues is not personally worthwhile for the voter. 
· Political Manipulations
Public Choice scholars have looked at the ways politicians interact with each other, the voters, and their supporters to achieve their own goals. Vote-trading, "log-rolling", wealth transfers, etc. are a few of the methods they use to obtain their own selfish ends -- and, occasionally, the wants of the citizens 
· "Expressive interests" and democratic irrationality
Geoffrey Brennan and Loren Lomasky claim that democratic policy is biased to favor "expressive interests" and neglect practical and utilitarian considerations. Brennan and Lomasky differentiate between instrumental interests (any kind of practical benefit, both monetary and non-monetary) and expressive interests (forms of expression like applause). According to Brennan and Lomasky, the voting paradox can be resolved by differentiating between expressive and instrumental interests. While voters have virtually no instrumental incentive to vote, they do have an expressive interest in voting. Since voters vote for expressive reasons, politicians win by targeting the median expressive preferences. Bias in favor of expressive interests means that public policy often ignores important practical considerations. For example, there are instrumental costs to restricting international trade. Yet many people favor protectionism as an expression of nationalism, despite its economic costs.

This argument has led some public choice scholars to claim that politics is plagued by irrationality. In articles published in the Econ Journal Watch, economist Bryan Caplan contended that voter choices and government economic decisions are inherently irrational. Caplan‘s ideas are more fully developed in his book The Myth of the Rational Voter (Princeton University Press 2007). In opposition to the arguments put forward by economist Donald Wittman in his The Myth of Democratic Failure, Caplan claims that politics is biased in favor of irrational beliefs.

According to Caplan, democracy effectively subsidizes irrational beliefs. Anyone who derives utility from potentially irrational policies (such as protectionism) can receive private benefits while imposing the costs of such beliefs on the general public. Were people to bear the full costs of their “irrational beliefs”, they would lobby for them optimally, taking into account both their instrumental consequences and their expressive appeal. Instead, democracy oversupplies policies based on irrational beliefs. Caplan defines rationality mainly in terms of mainstream price theory, pointing out that mainstream economists tend to oppose protectionism and government regulation more than the general population, and that more educated people are closer to economists on this score, even after controlling for confounding factors such as income, wealth or political affiliation. One criticism is that many economists do not share Caplan's views on the nature of public choice. However, Caplan does have some data to support his position. Economists have, in fact, often been frustrated by public opposition to economic reasoning. As Sam Peltzman puts it "Economists know what steps would improve the efficiency of HSE [health, safety, and environmental] regulation, and they have not been bashful advocates of them. These steps include substituting markets in property rights, such as emission rights, for command and control. . . The real problem lies deeper than any lack of reform proposals or failure to press them. It is our inability to understand their lack of political appeal "George Stigler's Contribution to the Economic Analysis of Regulation" 101 J. Pol. Econ. 818, 830 (October 1993). 
· The Realities of Collectives

Finally, Public Choice scholars examine the options involved with solving the many social dilemmas resulting from living in groups or collectives. We know that private enterprise is not a good solution to the problem of the distribution of public goods. From that you cannot conclude that government can do the job better (in spite of the fact that many "scholars" do come to that conclusion!). Public Choice scholars address the challenge of determining what the best “of the imperfect solutions” is. 
Perspective of the theory
Prior to the emergence of public choice theory, many economists tended to consider the state as an agent outside the scope of economic theory, whose actions depend on different considerations than those driving economic agents. Public choice theory attempts to look at governments from the perspective of the bureaucrats and politicians who compose them, and makes the assumption that they act based on Budget-maximizing model in a self-interested way for the purpose of maximizing their own economic benefits (e.g. their personal wealth). The theory aims to apply economic analysis (usually decision theory and game theory) to the political decision-making process in order to reveal certain systematic trends towards inefficient government policies. There are also Austrian variants of public choice theory (suggested by Mises, Hayek, Kirzner, Lopez, and Boettke) in which it is assumed that bureaucrats and politicians may be benevolent but have access to limited information. The assumption that such benevolent political agents possess limited information for making decisions often results in conclusions similar to those generated separately by means of the rational self-interest assumptions. In another Austrian variant, developed by MacKenzie (2008a, 2008b), voters lack information on the opportunity costs of political choice, and expectation formation in politics is adaptive rather than rational. Randall Holcombe and Richard Wagner have also developed the notion of "Political Entrepreneurship".

Claim of the theory
One of the basic claims that results from public choice theory is that good government policies in a democracy are an underprovided public good, because of the rational ignorance of the voters. Each voter is faced with a tiny probability that his vote will change the result of the elections, while gathering the relevant information necessary for a well-informed voting decision requires substantial time and effort. Therefore, the rational decision for each voter is to be generally ignorant of politics and perhaps even abstain from voting. Rational choice theorists claim that this explains the gross ignorance of most citizens in modern democracies as well as low voter turnout. Rational abstention does, however, create the "Paradox of voting" whereby strict costs benefit analysis implies that nobody should vote.

Political stance of the theory
From such results it is sometimes asserted that public choice theory has an anti-state tilt. But there is ideological diversity among public choice theorists. Mancur Olson for example was an advocate of a strong state and instead opposed political interest group lobbying. More generally, James Buchanan has suggested that public choice theory be interpreted as "politics without romance," a critical approach to a pervasive earlier notion of idealized politics set against market failure. As such it is more a correction of the earlier scientific record, almost requiring a certain pragmatism in comparing alternative politicized institutional structures.

Criticism of the theory
Public Choice theorists have been criticized for failure to explain human actions motivated by non-rational or non-economic considerations. They respond, however, that the theory explains a broad variety of actions since humanitarian or even a madman's actions are also rational. This way, the argument goes, public choice allows to account for a much broader variety of actions than any other approach, and in the example above, Sen's rational actors may or may not act in a way he identified, since public choice approach does not mean the actors necessarily take advantage of one another; it only implies that the actions are 'rational'. Action to direct someone to a train station would thus be just as rational as the action to direct the stranger away for one's own reasons. Furthermore, only 'rationalism' helps to explain human motivation, whereas any other approaches such as humanitarian considerations or the willingness to get extra profit (which is in no way the same as 'rational action') would only explain a part of the developments and fails to present a comprehensive picture. Also, Bryan Caplan argues against rationality in politics, and Brennan and Lomasky account for expressive (non-economic) motives in politics.

Schram and Caterino (2006) contains a fundamental methodological criticism of public choice theory for promoting the view that the natural science model is the only appropriate methodology in social science and that political science should follow this model, with its emphasis on quantification and mathematization. Schram and Caterino argue instead for methodological pluralism.
 Broadly, any study of politics using the methods and characteristic assumptions of economics is some how difficult. The methods are deductive and rely heavily on differential calculus because they depend on the marginal principle. The marginal principle stresses that changes in one quantity (say, propensity to vote for the incumbent party) depend on changes in another (say, the level of unemployment last month). A fully-fledged public choice application to politics would form a theoretical model, deduce its consequences, and then test them on observed behavior. Most actual applications are less ambitious. The characteristic assumptions of economics are: that individuals, not groups or societies, are the appropriate unit of analysis; that tastes are taken as given; that people make choices under scarcity; that they would always rather have more than less, but that their preferences reflect diminishing marginal substitutability between any two goods. The last condition means that, faced with a fixed budget to split between goods A and B, the consumer will substitute more and more Bs in exchange for one A, the more As she already has. 
Market failure is a concept that is present in free market economy where there is no government intervention and everything is decided by the market forces of demand and supply. well as we all know an economy that is independent from government intervention and there are private producers only those goods will be produced which will give profit. a private producer won't produce something is it does not give him some personnel benefit. hence he will produce goods which will give the maximum profit and have the minimum costs. this objective leads to the production of demerit goods and goods that harm the society without even the people realizing that it is harmful for them also it causes pollution. such as drugs weapons and all consumer goods. All such good which are non-excludable and non-rival will not be produced as profits are very unlikely to be made with such goods. these goods have a lot of benefits for the society such as streetlights and medical care for everyone. in short we can say that those goods which have positive externalities or positive third party effects. these goods have a positive impact on an economy as a whole not on one individual will not be produced or in very minute quantity. and goods with negative externalities or negative third party effects will be produced more. So, we call this situation as market failure as the market has failed to benefit everyone. Hope it solves our problem.
