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P L A N  F O R  T O D A Y

Fairness

Fixing collective action problems

Power and efficiency

Stags, hares, and prisoners

Creating economic policy



S TA G S ,  H A R E S ,  
A N D  P R I S O N E R S



P R I S O N E R ’ S  D I L E M M A

Bala
Magic bugs Poison

A
ni

l

Magic 
bugs 3, 3 1, 4

Poison 4, 1 2, 2



C O O P E R A T I O N  I N  P D  L A N D

Repetition + iteration
One-shot vs. repeated

People cooperate even though the 
dominant strategy is always defect

Infinitization
Defect at t - 1

PD games underpredict
voluntary cooperation





S T A G  H U N T

Bala
Hunt stag Hunt hare

A
ni

l

Hunt 
stag 10, 10 0, 2
Hunt 
hare 2, 0 2, 2

Non-zero-sum Two pure equilibria

Not socially optimal!Mixed strategy



C O O P E R A T I O N  I N  S T A G  H U N T  L A N D

The payoffs for cooperation 
are greater than the payoffs 

for defection

There’s still an 
incentive to defect



B E T T E R  M O D E L  
O F  S O C I A L  D I L E M M A S

Negative political campaigns

Points in soccer tournaments

Climate change Arriving on time

Real estate agents



F I X I N G  C O L L E C T I V E  
A C T I O N  P R O B L E M S



Perfectly rational 
individual behavior can 

create irrational and 
inferior social outcomes



W H A T  S T O P S  U S  F R O M  
C O O P E R A T I N G ?  

Uneven payoffs Lack of assurance

Dishonesty Selfishness
These are all rational things that 

utility-maximizing people do!



Altruism

Repetition and iteration

Infinitization Punishment

Norms Institutions

H O W  D O  W E  F I X  T H I S ?

Public policy





T R A G E D Y  O F  T H E  C O M M O N S

Farmer 2
Use water normally Double water use

Fa
rm

er
 1 Use 

water 
normally

6, 6 2, 8
Double 
water 
use

8, 2 3, 3



I N S T I T U T I O N A L  F I X E S

Change payoffs so that normal 
water use is more valuable

Make water common property

Privatize the water and let 
one person control it



P O W E R  &  
E F F I C I E N C Y



P OW E R

The ability to do what we want in 
opposition to the intentions of others



Bala
Left Right

A
ni

l Left Live, Live Die, Die

Right Die, Die Live, Live

W H O  S H O U L D  D E C I D E ?



P A R E T O  E F F I C I E N C Y

No alternative allocation where 
one person would be better off and 

nobody would be worse off

The most economic pie is consumed 
without taking pieces away from others
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Anil’s payoff

Ba
la
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ff
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I,I

I,T

1

T,I1

T,T

2

2

3
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I,I = Both use Integrated Pest Control (IPC)
I,T = Anil uses IPC, Bala uses Terminator

T,I =  Anil uses Terminator, Bala uses IPC
T,T = Both use Terminator

Bala

Magic bugs (I) Poison (T)

A
ni

l

Magic 
bugs (I) 3, 3 1, 4

Poison  
(T) 4, 1 2, 2



T R A G E D Y  O F  T H E  C O M M O N S

Farmer 2
Use water normally Double water use

Fa
rm

er
 1 Use 

water 
normally

6, 6 2, 8
Double 
water 
use

8, 2 3, 3



I S  P A R E T O  T H E  B E S T  S T A N D A R D ?

There can be more than one 
Pareto-efficient allocation (or none!)

There are no rankings

No consideration of power



C R E AT I N G
E C O N O M I C  P O L I C Y



Annual income Tax rate
$0–$10,000 0%
$10,001–$50,000 10%
$50,001–$100,000 20%
$100,001–$300,000 30%
$300,000–$∞ 50%

She pays 0% on first $10,000 $10,000 × 0% = $0
She pays 10% on the next $40,000 $40,000 × 10% = $4,000
She pays 20% on the last $30,000 $30,000 × 20% = $6,000
Total tax: $0 + $4,000 + $6,000 = $10,000

1: Progressive tax rate
Increasing marginal rates

Jody earns $80,000 a year.

2: Flat tax
15% regardless of income
$80,000 × 15% = $12,000



Veil of ignorance

Original position



FA I RNESS



I S  P A R E T O  T H E  B E S T  S T A N D A R D ?

There can be more than one 
Pareto-efficient allocation (or none!)

There are no rankings

No consideration of power

No consideration of fairness



Efficiency

Equity / Fairness / Justice

E F F I C I E N C Y  V S .  E Q U I T Y

The most economic 
pie is consumed

It matters who consumes 
how much of the pie



“Learn to do good; seek justice, rescue 
the oppressed, defend the orphan, plead 
for the widow.” (Isaiah 1:17, NRSV)

“This was the guilt of your sister Sodom: 
she and her daughters had pride, excess 
of food, and prosperous ease, but did not 
aid the poor and needy.” (Ezekiel 16:49, NRSV)

“But let judgment run down as waters, and 
righteousness as a mighty stream.” (Amos 5:24, KJV)



H O W D O W E D E C I D E W H A T ’ S  F A I R ?

Social norms



L U C K ,  N O R M S ,  A N D  T A X E S



L U C K ,  N O R M S ,  A N D  T A X E S



W H A T  C O U N T S  A S  F A I R ?

Procedural fairness

Substantive fairness

Veil of ignorance fairness

What the allocation looks like

How the allocation got there



Is international 
trade efficient?

Is international 
trade just/fair?


