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Notes

1. Milton Friedman refers to these collaborating parties as the “iron
triangle” of public policy. See Friedman (1984). The same line of
argument underlies George Stigler’s theory of government regu-
lation (see Stigler, 1971).

2. Feldstein (1980, 6).

3 Universal Tealth Care Almanac (1992).
4. Ibid., p. 4.

5. See Downs (1965).
6. See Feldstein (1980).

7. 1992 data obtained from the Department of Health and Human
Services, and the Department of Agriculture. Veterans’ data com-
parable to the 1980 figures were not available for 1992.

8. Feldstein (1980).

9. See Coddington (1975, 151-163), cited in Kantor (1979, 1429).
10. Cf. Rothman and Lichter (1985).

11. See also Stigler, 1971.

12. Describing the point in its French manifestation, Peyrefitte
(1976, 319) makes the following comment: “Public administration
belongs to civil servants. But additionally, religion belongs to the
clergy, health to physicians, education to teachers, intelligence to
intellectuals, and chairmanships to Polytechniciens.”

13. A compelling testimonial to these dramatic changes is summa-
rized in the following assessment by a commentator who in the
past has not usually favored promarket positions, Robert Heilbron-
ner (1989): The Soviet Union [sic}, China, and Eastern Europe have
given us the clearest possible proof that capitalism organizes the
material affairs of humankind more satisfactorily than socialism;

v



that however inequitably or irresponsibly the marketplace may
distribute goods, it does so better than the queues of a planned
economy.

14. This is not inconsistent with the view that, even if Q; were
equal to zero, society might still be more concerned with (and
choose to devote more resources to) the outliers than with the
average value. A skewed social-loss function might well be applied
to a normal distribution of events or outcomes having a zero mean.
However, in this case, society would be proceeding on the basis
of accurate, instead of distorted, information: perceptions and re-
ality would be identical. With the previously described mecha-
nism, they would not be.

15. See “Odds against Medical-School Admission Exaggerated,”
New England Journal of Medicine, May 1, 1980.

16. The nuclear reactor accident at Three Mile Island in 1979
provides another example. As a result of the news media’s treat-
ment of the accident, the public’s perception of the chance of a
serious meltdown in the reactor’s core was probably as high as 10
percent, or at least 1 percent. In fact, the chance was probably never
greater than .001-.0001. If we denote the negative externalities
associated with an actual meltdown as X, and assume that
X.=.0001, then the perceived externalities, X, given these prob-
ability assumptions, would be X,(107%), and the transitory distor-
tion represented by X; would be 99 times the true value, X,.

17. As an indication that this premise may, in fact, be warranted,
see Rothman and Lichter (1985).

18. See appendix A for further discussion of the demand for non-
market activities and how demand is influenced by perceptions of
market failures.

19. Also, see appendix A for further discussion of the nonmarket
demand function and its interaction with nonmarket supply.

20. See appendix A for further discussion of the nonmarket supply
function.
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