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Abstract

Some citizens place a high value on making decisions for themselves. Other citizens are
happy to delegate decisions to a government agency. Such differences in political attitudes
to paternalism can be explained in a strict rational-choice model with citizens’ heteroge-
neous tastes in the economic sphere. Citizens with more eccentric tastes and with high
decision-making abilities tend to favor a libertarian regime. If majority preferences matter,
heterogeneity in economic preferences and analytical abilities can also explain whether the
political regime is more paternalist or more libertarian. As decision-making skills are a
learnable capability, the strategic complementarity of individuals’ investments in analytical
skills in the context of political regime outcomes suggests a feedback mechanism that can
cause multiple expectations equilibria. Both a libertarian regime or a paternalist regime
can emerge.

Keywords Paternalism - Libertarianism - Autonomous decision-making - Majoritarian
decisions - Decision skills - Formation of decision capabilities

JEL Classification D18 - D78 - H11

1 Introduction

Some citizens place a high value on making decisions for themselves. Others are happy to
delegate decisions to a government agency.' Such delegation of decision-making is a com-
mon phenomenon. Indeed, governments intervene to a considerable extent and regulate the
approval and accessibility of medicines and drugs, regulate or prohibit dangerous behavior,
enact many types of safety regulations, intervene in the market for health products, regulate
the market for pension products, and regulate the trade in financial assets. The intensity and
depth of such interventions varies between countries. Indices such as the Heritage Founda-
tion’s Index of Economic Freedom, the Economic Freedom of the World Index (Cato Insti-
tute & Fraser Institute et al.) or the annual Freedom in the World report (Freedom House)

! Substantial preference differences have been documented. For survey evidence see, e.g., Pedersen et al.
(2014); Konrad and Simon (2021), and Sainz Villalba (2023).
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typically measure components of “freedom” that relate closely to freedom of personal/eco-
nomic choice, and identify major differences between countries.’

The analysis here offers a theory for why individuals differ in their desire to delegate
economic decisions on their private matters to the government, how this desire can form
political regimes on how paternalist the government is, and how expectations about the
future political regime can be self-fulfilling. Many choices in the economic sphere have
multiple payoff components: Some payoff components are highly correlated among all citi-
zens and some payoff components result from more idiosyncratic tastes.® As it turns out,
citizens with more eccentric economic tastes and with high decision-making abilities are
more in favor of a libertarian government regime. If majority preferences matter for the
policy regime outcome, the distribution of preferences on basic economic issues can there-
fore explain whether a country’s political regime is more paternalist or more libertarian.

The general decision-making ability is itself a capability that can be learned at some cost
at school and early in life (Heckmann & Corbin, 2016). Such analytical skills are more useful
in a society that gives more scope for individual choices, and less useful in a more paternal-
ist society. Expectations about the future political regime therefore affect citizens’ choices to
invest in such skills. Furthermore, in a society in which majorities form the regime on how
paternalist the government is, individuals’ capability-learning choices become strategic com-
plements. This causes a feedback mechanism that can cause multiple expectations equilibria
in the political regime choice between a more paternalist and a more libertarian regime.

The existing literature offers several explanations for citizens’ attitudes toward paternal-
ism. Mill (1859/2014) alludes to a possible information advantage of the citizen compared
to the government, and is closest to the approach in this paper. Benz et al. (2004) and Benz
and Frey (2008) suggest that citizens might intrinsically attribute value to the citizens’ pro-
cedural freedom to make their own decisions.* An even earlier discussion of the intrinsic
value of freedom of choice is by Sen (1988), who asks if, how, and to what extent such an
intrinsic value could be embedded in a consequentialist framework by making it a “free-
dom-to-choose commodity.” Buchanan (2005) suggests that individuals might genuinely
dislike taking responsibility as a reason for why some citizens would prefer to delegate
decision-making to the government.

The analysis here concentrates on one important governance aspect: the trade-off
between two types of information asymmetries. Individual differences in preference can be
given greater consideration in a libertarian world, as only the individuals know their spe-
cific preferences. The potential advantages of the government’s economies of scale in the
risk assessment of economic decision alternatives are more likely to be exploited through
state regulation. If these are the same for all citizens, the government must expend this

2 Berggren and Gutmann (2020) correlate personal freedom with measures of judicial independence, and
the institutional design of political decision-making. They find stronger correlations of freedom with judi-
cial independence and weaker correlations with “Democracy” as predictors of personal freedom.

3 A generic example that will be used in this paper is pension choices. Regarding their old-age savings
all citizens likely care about inflation, growth, and other return characteristics of savings instruments. But
based on their different lifetime planning and intertemporal consumption tastes, individuals might differ
in their choice of an optimal pension plan. Some citizens might have eccentric tastes, whereas others have
moderate tastes, closer to the median of the population. And how well citizens can solve their optimization
problems in old-age savings depends on more basic analytical skills developed earlier in life.

4 See also Bavetta et al. (2017) on how choosing oneself can, as a way of self-realization, contribute to hap-
piness.
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cost only once, whereas a fully decentralized decision framework will have duplication of
assessment costs and/or transaction costs of communication.

Many other aspects are disregarded here. One important assumption is that a paternalist
government is benevolent in the sense of the maximization of citizens’ utility. This assump-
tion deliberately excludes many reasons why the libertarian regime might have advantages
over a paternalistic government. Governments are notoriously susceptible to the influence
of interest groups and can be captured by special interest groups (Olson, 1965) or power
might be in the hands of elites (Engerman & Sokoloff, 2012). And individual politicians
themselves may pursue ideological goals, or they may inaccurately or incorrectly deter-
mine the systematic payoff effect for other reasons.’ All of this may lead to other than
purely benevolent decisions.

Paternalism is often confounded with the government’s agenda to address the problems
of externalities that economic choices might have for other citizens, or valuation differ-
ences between government agencies and private economic agents (see, for an analysis,
Hillman (1980), and Besley (1988)). The analysis here does not rely on externalities or
such motives. Also, an influential literature studies behavioral aspects, assuming that citi-
zens make “systematic mistakes.”® Disregarding these aspects, we consider a framework in
which man is a fully rational agent when making own choices on own private matters: an
agent who has complete or incomplete information, but correctly processes the available
information, who can obtain better information at a cost, who appropriately weighs the
costs and benefits of doing so, and who does not need to be protected from their own men-
tal defects or systematic cognitive malfunctions.

2 The formal analysis
2.1 Players and their tastes

Let there be an infinitely large set of players indexed by i. In the economic sphere citi-
zens assess their own economic payoffs from two economic choice outcomes denoted
A(lternative) and D(efault). These payoffs are determined by two payoff components that
add to the total payoff: one is systematic across citizens and gives all citizens the same ben-
efit of A over D. The second component captures an idiosyncratic benefit. For this compo-
nent A may be better than D for some citizens and worse for others. Formally, the two ben-
efits are described by two payoft-relevant variables x € [—1, 1] and y; € [—1, 1]: the citizen
i’s systematic benefit x from A compared to D (same for all i), and citizen i’s idiosyncratic
benefit y; from A compared to D (typically different between citizens). Note that benefits of
A over D can also be negative. If A is chosen, this gives i a payoff of x +y;, € [-2,+2]. If D
is chosen, i’s payoff is zero (where the zero payoff from D is a normalization).

For illustration, let us consider whether a citizen’s contributions to a funded retirement
system are annuitized or paid out at the time of retirement. The relative advantageousness
of the two alternatives depends, for example, on the inflation risk during the retirement

5 Hertwig and Ryall (2020) consider non-benevolent government in a framework of soft paternalism, and
Ambuehl et al. (2021) focus on citizens’ preferences for the decision regime that applies for others: whether
their fellow citizens should decide freely and individually or whether the state should decide for them.

® A prominent example is Thaler and Sunstein (2003). For a selection of recent surveys see, e.g., Congiu
and Moscati (2022); Cai (2020); Ledderer et al. (2020), and Blaga et al. (2018).
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period — a risk that is similar for everyone, as measured by the x component. And the gov-
ernment may be more aware of this risk than the individual citizen. But different individual
advantages and disadvantages y; of the two alternatives may result, for example, from citi-
zens’ idiosyncratic preferences for their lifetime consumption profiles.

It is useful to define two option values. First, nature draws a given frequency distri-
bution F(y) of citizens’ idiosyncratic tastes, measured by the benefit y; of A compared to
D.” For this benefit y,, nature’s choice sorts all citizens along the line of possible values
y; € [-1,1]. To make the analysis easily tractable, let F be continuously differentiable,
with F(—1) =0, F(1) = 1 and symmetric around y = 0, implying that F'(—y) = F’(y) and
E(y) = 0. Further, denote the expected value of all positive y; as

1
/ y;F' (y)dy; = V(F). ()
0

Second, the systematic payoff-relevant factor x is a draw from a given random distribu-
tion with the cumulative distribution function G(x) with support [—1, 1]. It describes the
systematic benefit x from outcome A compared to D. This G(x) is known by all citizens.
For tractability reasons G(x) is twice continuously differentiable, and is symmetric around
x =0, implying G’ (x) = G’(—x) and E(x) = 0. We define the option value

1
V(G) = / xG' (x)dx. 2)
0

The interval [—1, 1] is just a normalization in relation to information costs that will be
defined later. The setup is compatible with very different CDFs with very different disper-
sions. For instance, G(y) might have virtually no dispersion, with all mass around a small
interval around zero together with F(x) having a very high dispersion, or even with positive
mass only at intervals in the extreme ends of the distribution, or vice versa.

2.2 Sequence of actions and outcomes

Stage 1: Each citizen i decides whether to acquire decision capabilities for later in life. This
choice is denoted by w; € {0, 1}. The choice of w; = 0 means that i does not invest in such
skills. Choice w; = 1 implies a training cost e > 0 and endows i with decision capabilities.
The choice of w; determines the citizen’s later cost of learning the true value of x. Citizens
make the capability choice early on in life. The functions F and G are common knowledge
at that point of time, but neither the systematic x nor their own idiosyncratic values y; are
known to the citizens when choosing ;.

In a broader model, the cost e might be a governmental policy choice variable. For
instance, the amount of public provision of schooling will affect this cost. We might also
note that parents, social norms and their intergenerational transmission, etc., have some
impact on this cost and the education decision.® Individuals might also differ in their

" This frequency distribution has well-defined proportions of citizen types in any given intervally,, y;]. The
assumption of a given frequency distribution of types is a common bypass for the measure-theoretic prob-
lems that standardly arise if y; were the realization of an iid-distributed random variable for each citizen i.
For discussions see Judd (1985) and Uhlig (1996).

8 For overviews of the demand-side and the supply-side of education, see, for instance, Checchi (2006). A
review on the role/effectiveness of, for instance, youth financial education is by McCormick (2009).
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individual costs. We take the true cost of @ = 1 as a given here, because these other aspects
are not our main concern.

Stage 2: Citizens costlessly observe the value of their own idiosyncratic benefit y;; i.e.,
they learn about their own degree of eccentricity. Citizens then vote on the political regime.
Each citizen votes for either a libertarian regime or for a paternalist regime along the lines
of median voter theory. Voting is costless, all citizens vote, and they vote sincerely.’ Let
A denote the share of citizens who vote for the libertarian regime and (1 — A) be the share
of citizens who vote for the paternalist regime. The regime that reaches the larger share of
votes is implemented. For A = 1/2 a fair coin drop decides.

Simple majority voting (without logrolling, without abstention or strategic voting, with-
out parties, etc.) is adopted here as “the” alternative to purely individual choice because of
its analytical simplicity, and its role as a benchmark. Starting with the pioneering work by
Downs (1957) and Buchanan and Tullock (1962), the theory of Public Choice has developed
a great variety of models for decision-making by citizen voters and their aggregation. The
role of majorities has a prominent role in many well-known variants of voting models, such
that the theory developed here should be relevant also in these modifications, as long as polit-
ical governance rules are decided on the basis of the distribution of voter preferences.'%"!!

Stage 3 — paternalist regime: If voting in stage 2 led to the paternalist regime, then the
decision between A and D is made by ‘the state’: an automated decision mechanism. The
decision mechanism knows the true value of the systematic benefit component x, and the
frequency distribution F of idiosyncratic benefits y;, but not the individual idiosyncratic
benefit y; of each and every citizen.'?

Stage 3 — libertarian regime: If the majoritarian decision led to the libertarian regime,
the citizens individually choose between A and D. Before making this decision, the indi-
viduals might use their capabilities and expend some cost of learning the true value of x.
This cost depends on whether the citizen acquired decision capabilities in stage 1. This cost
will be ¢, for i if i did not develop decision capabilities (i.e., chose w; = 0) and ¢, otherwise
(i.e., for w; = 1), where ¢, > c,. The following Fig. 1 illustrates the game tree.

Payoffs are functions of the capability formation cost implied by choosing @;, and the
choice of whether to learn the true value of x, of the resulting information acquisition cost
of ¢; = c(w;) € {cy,c;), and of the final outcome A or D. Accordingly, the payoff of i with
idiosyncratic benefit y; is

° Given that each citizen has zero mass, strategic motives are not an issue here. Sherif (2022) shows in a
recent survey that a diversity of motivations exist for why non-pivotal voters vote.

10 While a defining element of "Democracy" is "political freedom", it has been pointed out by Zakaria
(1997) and Mukant and Rodrik (2020) that one needs to distinguish between democracy with personal and
economic freedom and non-liberal democracy. Democracies differ with respect to personal and economic
liberties (Berggren & Gutmann, 2020).

' The paper is silent about the paternalism dimension in autocracies. As the discussion on the Hayek thesis
by Knutsen (2016) suggests, the paternalism-libertarianism trade-off also emerges there, and similar mecha-
nisms may apply there: what a country’s population finds desirable should also matter for an autocrat whose
aim is to stay in power.

12 The assumption that the government knows x is based on a simple economies-of-scale argument. Let us
take a large community of n consumers. All of them face the problem of whether a certain product is dan-
gerous. Now everyone can find this out for themselves with a cost of ¢ to do so. If the state carries out these
tests, the costs are also ¢, but financed via a tax and distributed among the community, costs of ¢/n arise for
each citizen, and if n becomes very large, these costs are negligible for the payoffs of the individual citizens.
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Stage 3 : Government PayOff
chooses Aif x > 0 and D
otherwise
—w;e I
Stage 1: Choice Stage 2: anng et -0
whether to become a on the choice regime X =
capable decision maker regime s
S 0 X+ y; — w;e I
max{x + y;, 0}

(O] € {0,1}

—w;e — c(w;)

S 2 Libertarian
regime

Stage 3: Each citizen
chooses whether to learn x
and then chooses between
Aand D

x+y; —wie ify;>0
0 —w;e if y;< 0

Fig. 1 Game tree

3

= { y; +x — w;e — 6;c(w;) if the outcome is A

! —w;e — 0;c(w;)  if the outcome is D

where 6, € {0, 1} is an indicator variable for whether a citizen i acquires information on the
true value of x.

In the formal setup here, only one economic choice is made and the payoff conse-
quences of choice have only two components, of which the x-component is perfectly corre-
lated among citizens and the y-component is fully idiosyncratic, x is just a number between
-1 and 1, uniformly applying to all citizens. These assumptions are meant to reduce com-
plexity, but the single economic choice item represents a whole set of such choices, and
each choice might involve multiple payoff components, some of which are more idiosyn-
cratic than others in an empirical counterpart of the framework. It would be first best in our
framework if the government could make individual-specific decisions that take the true
values of y; into account, or if the government could costlessly inform citizens about the
value of x (basically driving ¢, down to zero) and then leave the decision to the individual.
However, such costs of informing citizens are significant in a more complex reality and
generate the trade-off between individual decisions and governmental decision-making.
This justifies the assumption that ¢, > 0. These considerations also highlight that the citi-
zens’ costs of inference in x are a policy variable, and the paper offers comparative static
results on this policy variable, with a broader discussion in Sect. 6.

3 Equilibrium
3.1 Equilibriumin stage 3

In the paternalist regime the state is not a player and acts as if it is a benevolent automaton
that maximizes expected welfare. Hence, the state chooses A if x > 0 and D if x < 0. Each

@ Springer
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of these outcomes occurs with ex-ante probability G(0) = 1 — G(0) = 1/2."* For a citizen
with taste y; the resulting expected payoff is

1
/ ; + G (x)dx — we = W' (y;) — wse, “)
0
where, using (2), the utility #”(y;) in the paternalist regime is
1
W) = 5yi+ V(G). (5)

Not seeking information on x is optimal for individual citizens in this case, because the
citizen’s information acquisition on x is costly but also useless in the paternalist regime.

Consider the libertarian regime. The citizen i knows y; at this stage. The citizen has
invested in decision capabilities (w; = 1) or not (w; = 0), resulting in information acquisi-
tion costs ¢; € {c;,cy}. The citizen decides whether to acquire information about x and
then chooses A or D. If the citizen acquires information, the citizen knows both x and y;
and optimally chooses A if x +y; > 0 and D if x +y; < 0. If the citizen i does not acquire
information about x, the citizen anticipates E(x) = 0 and chooses A if y; + E(x) =y; > 0
and D if y, + E(x) = y; < 0. The player could always decide on the basis of y; only. But
learning the true value of x has a cost of ¢; and allows the citizen to correct its choice if y;
and x are of opposite signs and the absolute value of x is larger than that of y,. As is easy
to verify, the player prefers to learn the true value of x if y; € (=y(c;), ¥(c;)) and prefers to
make a decision on y; only and save the cost ¢; if y; €[—1, =¥(c;)) U (3(c;), 1] where y(c;) is
defined by

1
/ G +x0)G x)dx -y =c;. (6)
-y

Intuitively, an individual who assesses the precise value of x has a cost ¢; and always makes
the optimal decision between A and D. Alternatively, i could base the decision only on y;
and save the cost. This implies that i sometimes makes “wrong” decisions: for instance,
when y; is negative, but x is positive and larger than y;, or y; is positive, but x is negative
and larger in absolute terms. If i knows x, i can avoid such wrong decisions. The left-hand
side sums up the expected payoff benefits from these better decisions. The range and size
of such improvements depend on how much y; differs from y = 0. For instance, for y; = —1
the choice D is always optimal for all x and the cost of information would be wasted. The
value y is the critical value of y; for which these expected benefits equal the cost ¢, Note
that the interval (—y(c,), ¥(c;)) is always non-empty if ¢; is sufficiently close to zero, and it
vanishes if ¢; is sufficiently high.

Put differently, if the idiosyncratic taste component shows no clear preference for
A or D (ie., if y; is close to zero), then learning about the level of x is particularly
worthwhile. If, with regard to the idiosyncratic preference component, one of the alter-
natives performs significantly better than the other (i.e., if y; is close to 1, or close to

13 The outcome x = 0 is a zero-probability event. We can make any assumption about the choice for this
event. In the game tree in Fig. 1, for instance, the assumption is that D is chosen in case of this zero-proba-
bility event.

14 The outcomes x + y; =0 or y; = 0 are zero probability events. We can make any assumption about the
choice for these events and assume that the citizen randomizes in this case.
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Expected payoff
without
information
acquisition

Expected payoff
with information
-1 / acquisition
e _
—y(ci) y(ci) 1
Hf_j\ ~~ IH_J
Citizen Citizen acquires Citizen
remains information about xand remains
uninformed chooses 4 or Dbased on uninformed
and chooses D the sign of y; +x and chooses 4

Fig.2 Dashed line: expected payoff if i does not acquire information. Solid line: expected payoff net of
information cost c; if 7 acquires information

—1), then it is unlikely that the decision for or against A would be influenced by the
knowledge of the actual value of x. For sufficiently extreme values of y; the expected
payoft benefit from information acquisition is then smaller than the information acquisi-
tion cost. Accounting for the optimal information acquisition choice, we find that citizen
i’s expected payoff is equal to u(y;;c;) — ;e where

0 ity <=¥(e)
1
u(yse) =9 —¢ +/ 0 + )G ()dx if y; € (=3(c)), (c;)) @)
Vi
Vi if ¥ > ¥(cp).

It is easily confirmed that u(y;;c;) in (7) is continuous and weakly monotonically increasing
in y; and weakly convex in y; and has u(—1;c;) = 0 and u(1l;c;) = L.

Figure 2 illustrates the payoffs of a citizen if she does not acquire information
and if she acquires information as functions of y; for the special parametric values
with G(x) uniformly distributed and ¢; = 0.1. The dashed line is i’s expected payoff
max{0,y;} + E(x) if i does not acquire information. The solid curve is the expected pay-
off if i acquires information. For a positive but sufficiently small cost ¢; € (0, V(G)) these
curves intersect precisely two times, where each intersection characterizes the critical
values (6) for which the citizen is indifferent about whether to acquire information.

The payoff u(y;;c;) that makes use of the optimal information acquisition behavior
consists of the upper envelope of the two curves: the dashed segment for y; € [—1, —y),
the solid segment for y; € (—¥,y) and the dashed segment for y; € [, 1).

The critical size y of the idiosyncratic benefit defined in (6) is a function of ¢;. A
lower c¢; shifts the solid curve in Fig. 2 up and makes information acquisition relatively
more attractive. The interval (—¥,y) increases monotonically in size from size zero for
¢; = V(G) to the full support (—1, 1) for ¢; = 0. The length of this interval (=¥, ¥) remains

@ Springer



Public Choice (2024) 201:61-81 69

Fig.3 Political preferences:
Citizens compare their expected
payoff in the paternalist regime
(blue linear curve) and their
optimized payoff (red convex
solid function) in the libertarian
regime

-1 -yn(ci) yr(c;) 1
J\ J\. J
% %

Low-y~type citizens  Moderate-y-type High-y~type citizens
who prefer the citizens who prefer who prefer the
libertarian regime the paternalist regime  libertarian regime

zero for ¢; > V(G), and not seeking costly information on x is the citizen’s strictly pre-
ferred choice for ¢; > V(G).

3.2 Political preferences and equilibrium in stage 2

A citizen with taste y; knows her own y; when she votes at stage 2. She compares the
expected payoffs she has for the two regimes as described in (5) for the paternalist regime
and in (7) for the libertarian regime.

Proposition 1 There is a critical level y,(c;) of the idiosyncratic payoff component such
that citizens with y; more distant from E(y;) than |yh(ci)| prefer the libertarian regime and
citizens closer to E(y;) prefer the paternalist regime. This critical level is a weakly increas-
ing function in the cost c; of information acquisition. The range of tastes for which citizens
prefer the libertarian regime is larger (or at least of equal size) if the cost of information
acquisition is lower.

The formal proof of these properties is relegated to an appendix. Intuitively, for a citizen
with an idiosyncratic taste benefit y; close to y = 0 the paternalist automaton almost always
makes the right decision. Hence, this citizen prefers to delegate the choice between A and
D to the government that knows the true x. Citizens who have more eccentric preferences
(i.e., for whom the absolute value of y; is larger) prefer to make their own decisions. Some
of them (those with very eccentric preferences and/or a high cost of learning x) do not
expend resources to learn x and decide solely on the basis of the sign of y,. For some oth-
ers, their y; is sufficiently important and their cost of learning x is sufficiently low, such that
they prefer not to leave the decision to the government, but they still collect the information
about the true x and base their decisions on the full knowledge of x + y,.

Figure 3 shows the partition of citizens between paternalists and libertarians as a func-
tion of their idiosyncratic taste component. The payoft as a function of y; in the paternalist
regime is depicted as the blue solid curve (the linear curve with slope 1/2) and the payoff
— accounting for an optimal information decision — in the libertarian regime is the upper
hull of the two red curves from Fig. 2.
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Proposition 1 describes how individual preferences for a libertarian or a paternalist
regime depend on the values of y; and c;. Together with the given frequency distribution
of idiosyncratic preferences described by F and the share of individuals who invested in
decision capabilities, this determines the share of citizens who prefer a libertarian regime
or who would like to delegate decision-making to the government. The majoritarian choice
then determines the regime.

The determinants of the critical value y, (and y, = —y,) also reveal the comparative stat-
ics of the political-economy logic. Under c¢; < ¢, and Proposition 1, y,(cy) = y,(c;). Hence,
the share of citizens who prefer a libertarian regime tends to be higher if the citizens’ cost
of information acquisition is lower. Let y, and y, = (1 — y,) denote the share of citizens
with a low (¢; = ¢;) and high (c; = 0) information acquisition costs.'” Then, a majority of
citizens vote libertarian in stage 2 if

271 F(=yy(c) +2(1 = yDF(=yy(c)) > 1/2 (8)

and votes paternalist if the reverse inequality holds. This can be summarized in three
observations:

e The majoritarian outcome depends on the frequency distribution F of idiosyncratic
preferences and on citizens’ decision costs (their “capabilities”).

e The condition for a libertarian majority is more easily fulfilled for a polarized prefer-
ence distribution, i.e., a frequency distribution that has a larger share of citizens with
eccentric preferences.

e The overall share of citizens voting libertarian should be higher (at least not lower) if a
larger share of citizens have low information acquisition costs (i.e., if the share of citi-
zens with decision capabilities is higher).

3.3 Pension plans: an example and casual empirical observations

One of the many important economic areas in which the choice of whether to give up deci-
sion autonomy and delegate decisions to the government is pension decisions. To make
good own financial decisions on the amount of savings and the structure of pension plans
depends on several things: knowledge and information that is relevant for all citizens, the
capability to collect relevant information and process it in a meaningful way, and knowl-
edge on their own individual characteristics in terms of their own state of health, their own
plans for retirement, and specific consumer preferences.

Piecemeal evidence is in support of a correlation between individuals’ knowledge status
and their preferences for making own choices. Van Dalen and Henkens (2018, p. 1390) report
that financial knowledge is a “statistical significant predictor of choice preferences with respect
to level of pension savings and the issue of pension fund choice: people with more financial
knowledge have a stronger preference for making their own decisions at the level of pension
savings and the pension fund.”'® Sainz Villalba and Konrad (2023), conduct an internet survey

15 Recall the sequencing of decision-making. Citizens decide on investing in their capabilities before their
y;—taste becomes known to them. This makes it natural to assume that the frequency distribution of y,—
tastes is the same among the capable and the less capable citizens.

16 For financial literacy as within and across multiple countries see Lusardi and Mitchell (2011) and Atkin-
son and Messy (2011) and for the role of financial capability education programs see Collins and Odders-
White (2015) and Lithrmann et al. (2015).
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and find further supportive evidence. They test several hypotheses. Two of these are important
in our context: one is on the correlation between a subject’s financial literacy and the sub-
ject’s preference for making own decisions. They find statistically significant evidence that
the group of respondents with the highest financial literacy are more likely to prefer to make
their own pension decisions. The second hypothesis is on whether individuals who think that
their preferences for pensions are much different from those of the majority are more likely to
have a preference for making own pension choices. They find that the self-assessed preference
distance from the majority opinion has significant explanatory power and it is more likely that
respondents with a large difference dislike being regulated by the government.

These findings are in line with the results of the theory model. Citizens with preferences
and tastes that much depart from the median/mean preferences can rightly fear that the choice
decisions of a utilitarian government would not appropriately account for these preferences
or tastes. The utilitarian government might make the wrong choices for them. Therefore, they
prefer individual decision-making. Furthermore, the positive empirical correlation between
financial literacy and a desire for own decision-making is in line with the prediction of the
formal model about the role of capabilities/information acquisition costs. We cannot offer a
full empirical assessment, but the theory findings suggest a research program to assess these
hypotheses more broadly and systematically for a multiplicity of areas of economic choice.

3.4 Stage 1 choices on capabilities

A young citizen i does not yet know her own idiosyncratic taste benefit y; nor the political
equilibrium outcome in the future society. This situation corresponds with the stage-1 problem
in the formal analysis. To acquire capabilities that lead to a low own cost ¢; of good decision-
making is advantageous for i only in a future libertarian society, and if the expected increase in
payoff from the information cost reduction exceeds the cost of skill acquisition.

The expected benefit of skill acquisition is highest if a citizen can firmly assume that the
equilibrium regime will be libertarian. Let us denote p; € [0, 1] citizen i’s belief in stage 1 that
the majoritarian outcome in stage 2 is libertarian and (1 — p;) the probability belief that the
regime will be paternalist. Also, recall that each citizen is non-atomistic, so the citizen’s voting
choice does not affect the voting outcome in stage 2. The citizen is better off if she decides to
invest in decision capability if

+1
Di- / [u(y;3¢1) — u(isc)IF (v)dy; > e. ©
-1

The right-hand side of (9) is a constant — the cost of acquisition of capabilities, the left-
hand side of (9) is a continuous, strictly monotonically increasing function of p; that takes
the value 0 < e for p; = 0. Let us assume that developing decision capabilities is individu-
ally worthwhile in a libertarian regime:

+1
[ wtvie) —utsieolF oy, > e (10)
Then, there is exactly one p for which equality holds in (9). For a smaller p; citizen i prefers
not to invest in own capability. For a larger p; citizen i prefers to make such an investment.
In equilibrium, citizens have correct beliefs: p; equals the true probability that a majority
will favor the libertarian regime. Denote the correct belief as p. If p < p each citizen is bet-
ter off if she does not acquire decision capabilities (i.e., chooses w; = 0). If p > p then all

@ Springer



72 Public Choice (2024) 201:61-81

Expected payoff
in the libertarian
regime

Expected payoff
in the paternalist
regime
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Fig.4 The cost of information acquisition depends on the previous choice of decision capabilities. A lower
information acquisition cost reduces the range of voter types that prefer paternalism from (—y,(c), y,(cy))
to (=y,(cy), y,(cy)), where in the figure ¢, > ¢; = 0 is assumed

citizens prefer to acquire skills in stage 1. For p = p all citizens are indifferent at this stage
about whether to acquire skills. Let us ignore unstable equilibrium voting outcomes that
are generated by this indifference.!” Then, two equilibria remain: p = 0 or with p = 1, i.e.,
situations in which almost all citizens make the same skill acquisition choice.

Proposition 2 (i) A perfect Bayesian equilibrium exists in which all citizens invest in deci-
sion capabilities in stage 1 and a majority votes for the libertarian regime in stage 2, if
2F(=y,(cy)) > 1/2. (i) If 2F(—y,,(cy)) < 1/2, then a perfect Bayesian equilibrium exists in
which all citizens do not invest in decision capabilities in stage 1 and a majority votes for
the paternalist regime. (iii) The range of admissible parameters (F,c, c|, e) in which both
equilibria exist is non-empty.

The proof is in the Appendix. Figure 4 illustrates Proposition 2 for ¢, > ¢; = 0.

The solid red line describes u(y;;c,), the payoff as a function of y; in the libertarian
regime if, as a consequence of capability acquisition, the information cost on x is very
low. The dashed red line describes u(y;;c,), the payoff if the information cost is very high,
as a consequence of no capability acquisition. The blue line describes the payoft of a citi-
zen 1 in the paternalist regime (5) as a function of i’s idiosyncratic benefit of y;. In stage
2, when citizens vote on the regime, if all citizens have invested in decision capabilities
such that ¢; = ¢, for all citizens, then all citizens with taste y; € [0, —y,(c|)) U (v,(c;), 1]
vote for the libertarian regime. When all citizens have not invested in decision capabilities,
they have high costs. Accordingly, only citizen types with y; € [0, —y,(co)) U (v,(cy), 1]

17 For a wide parameter range a multiplicity of equilibrium voting choices can exist that generate precisely
an equilibrium probability p = p & {0, 1}. However, these equilibria are unstable. All voters are indifferent
in this type of equilibrium as to whether to choose @w; = 0 or w; = 1. If only a tiny set of these indifferent
voters change their decisions toward the libertarian or the paternalist regime, all citizens are no longer indif-
ferent.
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vote for the libertarian regime. That is, the voting decisions of citizens with y; €
(=y(co)s =yu(c1), ) U (v(cy), yu(cy)) are a function of their skill-investment decision
in stage 1: they turn their voting decision from pro-paternalist to pro-libertarian if they
invested in stage 1. The vote share of citizens in these intervals is

F(y/(e)) = F(y(co)) + F(yu(co)) = F(yu(cy)) an

If this share of citizens is decisive for whether there is a majority of pro-libertarian citizens
or of pro-paternalist citizens, then the capability-acquisition choices in stage 1 determine
the political regime choice, and this choice becomes self-fulfilling.

Using y, = —y,,, the share (11) is

2F (=yy(c) = 2F(=y;,(cp)). (12)

Condition (12) also shows that the range of multiplicity of equilibrium widens if ¢,
becomes larger and if ¢; becomes smaller.

Multiplicity of equilibrium might explain whether countries with very similar funda-
mentals and taste distributions of the citizens choose different regimes. This might contrib-
ute toward explaining the heterogeneity in measures of the personal and economic freedom
found in the world, which was discussed in the introduction.

4 Welfare

We may consider the expected utility of citizens under the veil of ignorance about their
own y;. Do they prefer the paternalist equilibrium or the equilibrium with the libertarian
regime? This comparison depends on the specific parameters, as can be illustrated with a
simple example. Let ' and G be uniformly distributed on [—1, 1], let ¢; = oo and ¢; — 0.
The expected utility in the equilibrium with the paternalist regime can be calculated to
be Zly The expected utility in the equilibrium with the libertarian regime is —e + % In this
example the size of e determines whether the expected payoff (under the veil of ignorance
about own y;) is larger in the paternalist regime or in the libertarian regime. The libertarian
regime has the higher ex-ante expected utility if e € (0, 15—2), and the ex-ante welfare rank-

ing of political outcomes reverses for higher values of e. The example is in line with the
more general intuition that the libertarian regime is more attractive from an ex-ante point
of view if the cost e of investing in decision capability is low.

Proposition 1 illustrated how the interests of a citizen i depend on the citizen’s idiosyn-
cratic payoff component y; and whether the citizen acquired skills. Citizens who acquired
skills have low costs of learning the true x and citizens who have preferences that differ
more strongly from mean preferences are better off in the libertarian regime, and citizens
who have high costs ¢; and tastes y; closer to the mean taste benefit from a paternalist
regime. Skill acquisition is an individual choice. So some individuals might acquire these
skills and others do not. But in the equilibria in Proposition 2 all citizens choose individu-
ally and make the same decision on skill acquisition.
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5 Discussion

Sections 2, 3 and 4 make a number of assumptions that need to be discussed more closely
to bridge the gap between the formal analysis and its empirical counterpart.

5.1 Cost-of-information assumptions

The analysis assumes that the government’s cost of assessing the true value of x is negli-
gible. Economies of scope may justify this assumption. Suppose that the government can
assess the true value of x at some positive but finite cost. As x is common to a large set of
citizens, a decision by the government can avoid the duplication of information acquisition
effort. With a large set of citizens, this can drive the per-citizen cost of governmental effort
of information-acquisition to zero in the limit. In the empirical counterpart to the analytical
framework this cost need not be precisely zero, but zero cost per citizen can be seen as a
normalization, in comparison to the costs encountered by private individuals.

In the libertarian regime each citizen has to pay an information cost of ¢; to learn x. In
an empirical counterpart these information collection activities need not be independent of
each other. Citizens might communicate or information spillovers may be leveraged by the
emergence of private institutions. For instance, rating agencies might emerge, as well as
other private institutions that address the collective information problem. The cost savings
due to the existence of such institutions do not invalidate the model analysis, but they do
change the values of ¢, and c, that enter into the analysis. What is essential for the analy-
sis is a trade-off between libertarian decision-making and paternalism, and this trade-off
emerges if the private cost c¢(x) that eventually applies in the absence of government inter-
vention is higher than the governmental cost per citizen.

5.2 Information policy

One also has to consider a government policy that assesses the value of x and disseminates
this information among the citizens. This policy option might be seen and analyzed as a
possible third scenario, but closer inspection shows that it is very close to the libertarian
regime: if the government provides full information on the value of x, this might reduce
the individual citizen’s cost of information acquisition, but not to zero. For reasons dis-
cussed when ¢, and c¢; were introduced, one would expect that these costs do not vanish
completely, such that the basic trade-off survives. Where they vanish completely, and if
the government’s information is reliable and undistorted, such a policy would dominate the
alternatives.

5.3 Soft paternalism

We can also discuss governmental initiatives that are sometimes labeled as “soft paternal-
ism” or libertarian paternalism: the government might know x and make a non-binding
recommendation, suggesting a choice of A or suggesting a choice of D to the citizens. This
policy is sometimes called “nudging,” particularly if alongside the suggestion the citizen
has to pay a small transaction cost for deviating from the suggested choice. To illustrate
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the implications inside the analytical framework, let us assume that the transaction cost of
deviating from the government recommendation is close to zero. Suppose the government
knows x and suggests choosing A if x is positive and D if x is negative. In such a soft-pater-
nalism regime, the calculus of the citizens changes. Suppose, for instance, the government
suggests a choice of A. Then, each citizen can make inference and knows that x > 0, and
more precisely, that x is a number from (0, 1), with

1
Ex|x>0)= / G (x)dx.
0

Any citizen i who has y; > —E(x|x > 0) will then choose A. The remaining share of citi-
zens have y; < —E(x|x > 0). If they do not pay the cost and do not learn the true value of
x, they will choose D and have an expected payoff of zero, which is larger than the payoff
y; + E(x|x > 0) from following the government’s suggestion. In particular, for citizens i
with a strongly negative y; this will be the best choice. For a given cost ¢;, some citizen
types in an intermediate range y; € (¥, —E(x|x > 0)) for y properly defined might still find
it optimal to expend the information cost and make a fully informed choice. Hence, the
individual’s political preference on soft paternalism and libertarian choice follows a modi-
fied, but very similar logic to the choice between strong paternalism and libertarian choice.

5.4 Education policy

In their early years individuals might learn general skills that enable them to tackle all
kinds of specific problems: how to structure a problem, logic thinking abilities to solve it,
and other universal skills, including probability theory and calculus. Young citizens might
embrace the given public schooling opportunities and benefit from it after spending learn-
ing effort, become educated and trained, or be reluctant to expend such effort. The empiri-
cal relevance of this choice was discussed above when the cost of skill acquisition was
introduced. Whether it is an optimal choice for a young citizen to make extensive use of
schooling options and to acquire skills depends not only on the given quality and costs of
the education system, but also on the future social and economic environment: i.e., how
useful these skills are in later life. A future political system that leaves no scope for individ-
ual decision-making makes it less worthwhile to acquire such skills than a future political
system in which citizens must make their own decisions and have to bear the consequences
of these decisions. The analysis in this paper uncovers how the decisions on making use
of the public education offer interact and cause multiple equilibria as regards the political
regime outcome. The governmental education alternatives basically determine the private
costs of becoming skilled and may also shift both ¢, and c,. The analysis therefore allows
a comparative-static analysis of how the governmental education initiatives affect policy-
regime outcomes.

5.5 Generational dynamics and hysteresis

Capabilities are typically developed in early stages of life. The simple framework studied
considered a game in which all citizens choose simultaneously whether to develop their
decision capabilities. If populations consist of citizens of different ages, then younger
cohorts make decisions about the acquisition of capabilities when the capabilities of mem-
bers of the older generation are already molded. Such an overlapping-generations age
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structure can generate hysteresis of regime choice. It seems plausible that the distribution
of capabilities among the older citizens affect the anticipated distribution of capability
choices among the young cohort. This might happen through imitation or the transmission
of behavior, as is sometimes assumed for other tastes, attitudes or convictions.'® In the con-
text here, the transmission is not intentional or driven by parental preferences but emerges
from the impact of given majorities on the feasible policy options for the next generation.
Suppose, for instance, the current old generation did not invest in capabilities. Hence, a
smaller share of them will find a libertarian regime attractive. The current young genera-
tion might not have the critical population mass to shift a paternalist equilibrium toward a
libertarian equilibrium in this case, even if the whole young population develops capabili-
ties. Expectations will then be that the regime will be paternalist, and the young generation
will therefore abstain from developing decision capabilities. This situation then repeats in
the next generation, and this mechanism can generate inertia in how paternalism persists.
The same logic applies in a libertarian society with a capable older generation: It might
forward its regime also to the next generation. Hence, accounting for the age structure in a
population tends to stabilize the regime choice over time.

5.6 A truly dynamic and multi-dimensional framework?

The formal analysis is in the tradition of multistage, but static games, whereas the empiri-
cal counterpart typically has dynamic elements. Incomplete information in a framework
that accounts for such dynamics leads to interesting questions (e.g., should one pioneer
or wait and learn from others? Can one learn from government choices? What activities
and findings are observable and by whom?) — learning, signaling, and Bayesian updating
become relevant. These issues have been studied in other more abstract contexts but are
orthogonal to the basic trade-off studied here. The model should not be understood as one
in which there is a repeated choice of the same single issue, but a generalization would have
a whole vector of decision problems that might appear simultaneously and/or sequentially.
At a high cost of complexity increase one could work out this generalization analytically,
also allowing for the heterogeneity of citizens along several choice dimensions. There are
many different choices on different economic problems that have to be made. For some of
these choice problems the assessment needs very specialized knowledge, e.g., on medical,
biological or technical issues, such that a delegated choice is best for all individuals. There
are also issues in which the individual information costs are trivial.'> The framework here
is relevant for a presumably large intermediate range of choice problems in which there is
a real trade-off between the advantage of taking individual preferences on board and the
cost-saving advantage of a public assessment of common payoff components. Skill-acqui-
sition decisions will then shift the range of intermediate decision problems in which some,
but not all types of individuals prefer individual decision-making to paternalism.

18 A large literature in the social sciences considers intergenerational transmission of norms and culture.
See Hawkins et al. (2019) for a review.

19 Note that the formal framework covers such corner solutions, as F and G can be very different in their
dispersions and the actual mass of F or G need not be spread across the full supports of these distributions.
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6 Conclusions

The fundamental trade-off that shapes the political preferences of voters is an information
trade-off. The government might have the benefit of better and more cost-effective infor-
mation about the decision consequences that apply universally to all citizens, and citizens
might want to benefit from this information advantage. But citizens may also have an idio-
syncratic gain or loss from one or the other economic outcome. The paternalist state cannot
know these idiosyncratic tastes and cannot tailor its regulatory decisions to each individual
case. The government typically must choose a one-size-fits-all policy. These two aspects
generate a trade-off and are important for a partitioning of the population into paternalists
and libertarians, which, in turn, determines whether the majoritarian outcome is paternalist
or libertarian.

A channel that shapes this political equilibrium is the endogeneity of citizens’ decision
capabilities. Their quest for libertarianism is further strengthened if citizens can educate
themselves and develop skills that lower their cost of making good autonomous decisions.
If the costs for analyzing decision problems becomes low enough, then libertarianism will
prevail. Unfortunately, this outcome relies on there being a sufficient number of citizens
who invest in such capabilities. Examples of such investment are the willingness to invest
in financial literacy, in the knowledge about healthy food, or about desirable safety precau-
tions, etc. And in turn, the willingness to invest in such decision skills depends on citizens’
anticipations of what regime will prevail. There is a mutually reinforcing feedback loop
between the anticipation of a paternalist regime and the lack of skill investment, but there
is also a mutually reinforcing feedback loop between the anticipation of a libertarian soci-
ety and how citizens invest in increasing their own ability to make informed decisions.
This feedback loop suggests a multiplicity of equilibrium. Starting from the same ex-ante
homogeneous population, a libertarian society and a paternalist regime are both possible
outcomes of democratic regime choice among fully rational consequentialist voters.

The role of this feedback loop for equilibrium outcomes has been unveiled here in a
static model. Factors such as the formation of consumer organizations that make it easier
for the citizens to stay informed about the systematic payoff component shift the range in
which multiple equilibria exist and may make a libertarian regime with autonomous deci-
sions more likely. Accounting for the age distribution in a society is also relevant and can
explain hysteresis, essentially leading the younger citizens to make skill acquisition choices
that are similar to their parent generation.

Appendix

Proof of Proposition 1 The claim in Proposition 1 that citizens with y; € (—y,(c;),y,(c;))
prefer the paternalist regime and citizens with preferences outside this interval prefer the
libertarian regime follows from the following properties of the payoffs u(y;, ¢;) and u”(y;):
u(y;;c;) as in (7) and u”(y;) as in (5) intersect exactly twice. Denote the points of intersec-
tion by y,(c;) € (0,1] and y; € [-1,0]. It holds that y,(c;) = —y,(c;). We prove this prop-
erty as follows. Recall that u(y;;c;) as in (7) is a continuous function of y; that starts in
u(=1;c;) = 0, has u(0;c;) = max{0, V(G) — ¢;} < V(G) at y; =0 and ends in u(l;c;) = 1.
Recall the definition of the critical taste value y defined by (6). The function u(y;;c;) has
zero slope on y; € [0,—¥), is increasing and strictly convex on (—¥,¥), and u(y;;c;) = y;,
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i.e., is the identity, in the interval y; € (y, 1). The function #”(y;) as in (4) is linear, has
w(-1) = —% + V(G) <0, it has u”(0) = V(G) € (0, %) > max{0, V(G) —¢;}, and it has
u’(1) = % +V(G) e (%, 1). According to these values at {—1,0, 1} and the properties of

u(y;;c;) and u” the two curves must intersect (at least) once for y; in the interval (-1, 0) and
once for y; in the interval (0, 1). Uniqueness of the intersection in the interval y; € (-1, 0)
follows because u” has a constant positive slope of % and u(y;;c;) has a slope equal to zero
in the range (-1, —¥), is strictly convex in the range (—y,0) and has u(0;c;) < ©”(0). An
analogous argument applies for the uniqueness of the intersection in the range y; € (0, 1).
For a given c;, denote the intersections by y,(c;) and y,(c;). It follows from the above that "
intersects u(y;;c;) from the lower left to the upper right at y; = y,(c;) and that «” intersects
u(y;;c;) from the upper left to the lower right at y; = y,(c;). This implies that the voter with
a cost ¢; prefers the libertarian regime for tastes y; in the ranges [—1, y,(c;)) and (y,(c)), 1],
and prefers the paternalist regime for tastes y; in the range (y,(c;), y,(c;)).

Next, we note that y,(c;) = —y,,(c;) follows from structural symmetry of the choice prob-
lem between the two alternatives. A more detailed proof of this property uses that y, and
vy, are the only values y; for which #”(y;) = u(y;;c;), and that y, < 0 and y, > 0 and distin-
guishes between two cases, one in which 0 <y, <y < land one in which0 <y <y, < L.

Finally, consider the claim VH’;(L) > 0, which is equivalent to the claim d‘é(‘) <0. Two

cases need to be distinguished. If y,(c;) < ¥(c;), then a marginal increase in ¢; does not
change y,, as the citizen with y; = y, < — ¥ does not acquire information in equilibrium in
the libertarian regime. It y; € (=¥,0), then, recalling that
1 0
V(G) = / xG' (x)dx = — / xG'(x)dx, the intersection u”(y;) = u(y;;c;) determines y, as
0 —

1
the solution of

1 i
%y, +V(G)=—c; + y,/ G (x)dx + / xG' (x)dx
: -

-V Vi

which can be written as

- -

y,/ G (x)dx + / xG' (x)dx + c; = 0. (13)

0 0

Totally differentiating and simplifying yields

d
h___ 1 )
" / G/(x)dx (14
0

Proof of Proposition 2

(1) Let2F(—y,(c,)) > 1/2. Suppose citizen i believes that all other citizens j # i invest in
decision capabilities (i.e. choose w; = 1). They will expect that a libertarian majority
emerges from this with probability p = 1, leading to the libertarian regime. In this
regime all citizens solve an individual maximization problem as described in Propo-
sition 1, where they know their own cost c;, their own idiosyncratic taste component
y; and the distribution G(x) from which x is drawn.

@ Springer



Public Choice (2024) 201:61-81 79

(ii)

(iii)

In stage 1, not knowing her own y; yet, but given these beliefs and (10) and (9), citi-
zen i prefers to invest in decision capabilities. The same logic applies for all citizens,
such that all citizens have invested in decision capabilities when they enter the voting
stage 2. Now, as citizens vote and vote sincerely, they vote for the libertarian regime
if their type y; € [—1,y,(c;)) U (y,(c;), 1] and for the paternalist regime if their type
y; € v,(cy), yu(cy)). Accordingly, the share of citizens who vote for the libertarian
regime is F(y,(c;)) + (1 — F(y,(c;)) = 2F(—y,(c,)), where the equality sign follows
from y,(c;) = —y,(c;) and from the symmetry properties of the frequency distribution
F.

As 2F(—y,(c;)) > 1/2 the libertarian regime is the majoritarian outcome, and
this confirms the equilibrium belief p = 1. Note that a citizen could deviate from
this candidate equilibrium behavior in stages 1 or 2. First, she could make a differ-
ent voting decision. Given the large set of voters, this would not make a difference
for the majoritarian outcome. So she cannot increase her payoff by voting for any
other than the libertarian regime. Second, she could decide not to invest in decision
capabilities. This would also not change the majoritarian voting outcome, but given
(10) and (9) this choice would make her worse off in expectation.

Let 2F(—y,(cy)) < 1/2. Suppose citizen i believes that all other citizens do not
invest in decision capabilities such that they all have information costs ¢,,. Fur-
thermore, she will then believe that the voting outcome is paternalist with prob-
ability 1, i.e., p = 0. This then leads to the paternalist regime and an expected
payoff for her as described by (4). She prefers not to invest in decision capabili-
ties. The same logic applies for all citizens, such that all citizens have not invested
in decision capabilities when they enter the voting stage. She votes for the lib-
ertarian regime if y; € [—1,y,(cy)) U (v,(cy), 1] and for the paternalist regime if y;
€ (y,(cp),yu(cy)). Accordingly, the share of citizens who vote for the libertarian
regime is F(y,(cy)) + (1 = F(y,(cy)) = 2F(=y,(cy)), where the equality sign fol-
lows from y,(c;) = —y,(c;) and from the symmetry of the distribution function F. As
2F(—y,(cy)) < 1/2 the paternalist regime is the majoritarian outcome. This confirms
the equilibrium belief p = 0. Note that citizen i could deviate at stages 1 or 2. First,
she could make a different voting decision. Given the large set of voters, this would
not make a difference for the majoritarian outcome nor for her payoff. Second, she
could choose w; = 1, i.e., decide to invest in decision capabilities. This would not
change the paternalist majoritarian voting outcome, and this choice would make her
worse off by the amount of the cost e of this investment.

We note: y,(c,) > y,(c;) implies 2F(=y,(cy)) <2F(=y,(c,)), where strict inequality
applies if —y(c;) < —y,(c,). Hence, for a suitably chosen F, it holds that

2F(=yy(cy)) < 1/2 < 2F(=y,(cy)), (15)

such that both these equilibria exist: the equilibrium in which all citizens invest in
decision capabilities and where a majority of them vote for the libertarian regime,
and the equilibrium in which all citizens do not invest in decision capabilities and
where a majority of them vote for the paternalist regime. O
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