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 1.) A society that would achieve efficiency through 

comprehensive bargaining is out of the question.

 Q. Why?

 Some groups (e.g. consumers, tax payers, unemployed, etc.) do 

not have the selective incentives or the small #s needed to 

organize.

 Implication 1:

 There will be no countries that attain symmetrical organization 

of all groups with a common interest and thereby attain optimal 

outcomes through comprehensive bargaining.



 2.) Collective action is difficult.  Thus, even groups in situations 

where they may be able to organize or collude (b/c member #s are 

small or a selective incentive is in place) may not be able to 

organize until favorable conditions emerge

 E.g., start up costs may be high

 E.g., difficulties in working out bargains for collective action

 Thus, some collective action may not occur until some time has passed

 Q. What does this imply for a society that is stable over long periods of 

time?

 Implication 2:

 Stable societies tend to accumulate more collusions and organizations 

for collective action over time.



 3.) Oligopolists and other small groups have a greater likelihood 

of being able to organize for collective action, and can usually 

organize with less delay than large groups.

 Implication 3:

 Members of “small” groups have disproportionate organizational 

power for collective action and this disproportion diminishes but 

does not disappear over time in stable societies.

b/c as discussed in 2.), it can take time to 

organize, but stable societies provide 

favorable conditions for doing so.



 4.) Generally, organizations have reason to want economic 
efficiency and growth

 Whatever the type of goods or labor the members of an organization 
sell, normally the demand for it will be greater the more prosperous 
the society

 Q. What are two ways in which members of an organization can make 
themselves better off?
 One possibility: organizations serve members’ interests by helping make society 

more productive (i.e. make the pie larger)

 Another possibility: try to obtain a larger share of society’s production  for their 
members (i.e. obtain a larger slice of the pie).

 Q. Why does the former rarely happen?
 Same collective action logic applies!

 Effort would come with significant costs the organization would have to bear

 Members of the organization would get only part of the benefits that would result 
if they made society as a whole more productive.



 Under the latter, the concern is more with the distribution of 

income than with the production of additional output

 Q. What are some examples Olson gives?

 Ex 1. lobby for legislation to raise some price or wage or to tax 

some types of income at lower rates than other types of income

 Ex. 2. Increase member income through cartelization or monopoly 

pricing (this will actually tend to decrease society’s output)

 Implication 4:

 On balance, special-interest organizations and collusions reduce 

efficiency and aggregate income in the societies in which they 

operate and make political life more divisive.



 5.) In some countries, there are special interest groups that 
encompass a large part of society.

 Ex. 1. a labor union that includes most manual workers in a country

 Ex. 2. a lobbying group that includes all the major firms in an 
industrialized country

 Q. Do incentives facing an “encompassing” special-interest group 
differ from those facing an organization that represents only a narrow 
segment of society?

 Ans. Yes, members of a highly encompassing group own so much of 
the society that they have an important incentive to be actively 
concerned with society’s production

 Q. Are there possible drawbacks?
 may cause degree of monopoly power to increase

 Less diversity of advocacy, opinion, and policy

 Fewer checks to erroneous ideas and policies



 Implication 5:

 Encompassing organizations have some incentive to make the society 

in which they operate more prosperous, and an incentive to 

redistribute income to their members with as little excess burden as 

possible, and to cease such redistribution unless the amount 

redistributed is substantial in relation to the social cost of the 

redistribution.



 6.) Decision making takes time. Groups trying to make a decision 

must do such that all members are made better off (Pareto 

optimal).

 Implication 6:

 Distributional coalitions and special interest groups make decisions 

more slowly than the individuals and firms of which they are 

comprised.



 7.) The slow decision making and crowded agendas and bargaining 
tables of distributional coalitions are important to understanding the 
delays in adapting to new technologies (endogenous technological 
progress!).

 Special interest groups also slow growth by decreasing rate at which 
resources are reallocated from one activity or industry to another in 
response to new technologies or conditions.

 Q. Can you think of an example from the recent economic recession?

 Ex. Lobbying for bail-outs of failing firms, thereby delaying or preventing 
the shift of resources to areas where they would have a greater productivity 
(sound familiar?)

 Implication 7:

 Distributional coalitions slow down a society’s capacity to adopt new 
technologies and to reallocate resources in response to changing 
conditions, and thereby reduce the rate of economic growth.
 Would this be an interesting variable to include in the Solow model?



 8.) Q. Why will collective action be easier if group is socially 

interactive?

 Ans. B/c social selective incentives will be more readily available

 Groups of similar incomes and values are more likely to agree

 Implication 8:

 Distributional coalitions, once big enough to succeed, are exclusive and 

seek to limit the diversity of incomes and values of their membership.

 Q. Does this implication extend to discrimination in labor markets?



 9.) To achieve goals, distributional coalitions must use their 

lobbying power to influence gov’t policy or their collusive power 

to influence the market.

 These influences effect:

 Efficiency

 Economic Growth

 Exclusion of entrants in a society

 Relative importance of different institutions and activities

 Lobbying increases the complexity of regulation and the scope of gov’t

 An increase in the payoffs from lobbying and cartel activity, as 

compared with the payoffs from production, means more resources 

are devoted to politics and cartel activity and fewer resources are 

devoted to production

 This influences the attitudes and culture that evolve in a society



 Implication 9:

 The accumulation of distributional coalitions increases the 

complexity of regulation, the role of government, and changes the 

direction of social evolution.



Ch. 4: Developed Democracies since WWII

 With Olson’s logic, we have developed the following story:

 Associations to provide collective goods are difficult to establish

 But, as time passes more groups will have enjoyed favorable 
circumstances and overcome difficulties of collective action

 In stable societies, special-interest groups and collusions accumulate 
over time (implication #2)

 If these groups are relatively small, they have little incentive to make 
society more productive.  Instead, they have a strong incentive to seek 
a larger “piece of the pie”…even if this decreases social output 
(implication #4)

 The barriers to entry established by these distributional coalitions and 
their slowness in making decisions decreases rates of growth 
(implication #7)

 Distributional coalitions increase regulation, increase bureaucracy, and 
increase political intervention in markets (implication #9)



 If argument is correct, then countries whose distributional coalitions 
have been abolished should grow relatively quickly after a free and 
stable legal order is established

 This can help explain postwar “economic miracles” in the nations defeated 
in WWII…particularly Japan and W. Germany

 The special interest organizations established in post-war Japan and W. 
Germany were highly encompassing
 Q. What was Olson’s implication here?

 Recall that capital accumulation was a key component of Solow model

 Q. From a ss perspective, how is Olson’s collective action model similar?

 Ans. Solow model: war and political instability can destroy capital stock 
and move a country out of its ss.  Then, rapid growth can occur as capital 
is re-accumulated

Olson model:  similar argument for war destroying and disrupting 
special interest organizations and collusions.



 The Logic also implies that countries with favorable conditions for 

organization w/o upheaval or invasion the longest will suffer the 

most from growth-repressing organizations.

 Q. Seems a little counter-intuitive?

 Ex. Great Britain has had a long immunity from invasion and has had a 

lower rate of growth than other large, developed democracies.

 Great number and power of its trade unions

 Many of the powerful special-interest organizations in Britain are narrow rather 

than encompassing



Explanations for postwar trends that 

Olson finds unsatisfactory

 1.) Knowledge of productive techniques was NOT destroyed by the 

war

 Allowing for rebuilding at above average growth rates

 Q. What was our assumption about human capital (e.g. knowledge) that 

allowed for increasing growth per capita in the LR?

 Ans. No diminishing marginal returns to capital!...constant marginal 

returns

 But, Olson argues this cannot explain why these economies grew more 

rapidly than others AFTER reaching their prewar level of income



 2.) Some try to explain growth rates in terms of alleged national 

economic ideologies and the extent of government involvement 

in economic life

 Easy to find examples of harmful economic intervention in postwar 

Britain

 Q. Why does Olson find this explanation unsatisfactory, especially for 

Great Britain?

 Ans. Their slow growth rate goes back about one hundred years, to a 

period when gov’t intervention was limited



 3.) Another ad hoc explanation of slow British growth focuses on a 

class consciousness that allegedly decreased social mobility, fosters 

exclusive and traditionalist attitudes that discourage innovation 

(and argued to be inherent traits)

 Olson finds this explanation poor because, at one point, Britain had 

the fastest rate of growth in the world for nearly a century...so, 

inherent traits cannot explain Britain’s current slow growth



 Olson argues there was extraordinary turmoil until a generation 

or two before the Industrial Revolution (began during 1700s), but 

since Britain has not suffered the 

 Institutional destruction

 Forcible replacement of elites

 Decimation of social classes

that its continental counterparts (e.g. France and W. Germany) have 

experienced

 The same stability and immunity from invasion have made it easier 

for the firms and families that advanced in the Industrial 

Revolution and the 19th C. to organize or collude to protect their 

interests



 Q. What are the policy implications?

 Seek a revolution or provoke a war where defeat is certain?

 Olson first suggests there is more evidence to consider

 Look at other developed democracies that have enjoyed relatively long 

periods of stability and security:

 Switzerland (one of the slowest growing democracies in the postwar period), 

Sweden, and U.S



Switzerland

 Stylized facts

 Slow postwar growth

 But, Switzerland for a long time has had higher per capita income 

than most European countries and therefore has enjoyed less “catch-

up” growth

 Olson argues we should probably make an honorary addition to Switzerland’s 

growth rate to obtain a fairer comparison

 Q. What do you guys think of this “honorary addition”?

 If we make this assumption than Switzerland has done well during 

postwar period

 Q. What is one possible reason for this as suggested by Olson?

 Why could this country that has been stable be growing?



 Ans. He suggests it is due to their exceptionally restrictive 

constitutional arrangements that make passing new legislation 

tough.

 Tough for lobbies to get their way and this greatly limits Switzerland’s 

losses from special-interest organizations.



Sweden
 Olson argues we should make a large honorary addition to 

Sweden’s growth rate to adjust for its relatively high income per 
capita

 Q. Are we ok with this?

 Stylized facts

 Has enjoyed freedom of organization and immunity from invasion for 
a long time

 Does not have the constitutional obstacles to the passage of special-
interest legislation that Switzerland has

 Q1. Why has Sweden achieved respectable growth even though it 
already has a high standard of living?

 Q2. Why has their performance been superior to Britain’s when 
its special-interest groups are also uncommonly strong?

 Q3. Does Sweden’s experience contradict his theory?



 Olson claims Sweden’s experience does not contradict his theory

 Q. Why?

 Ans. Sweden’s main special-interest organizations are highly 

encompassing.  

 During postwar period, most unionized manual workers have 

belonged to one great labor organization.

 Recall, large groups face different incentives



United States

 Stylized facts

 Since independence, U.S. has never been occupied by a foreign power

 Has lived under same democratic constitution for 200 years

 Its special-interest organizations are possibly less encompassing in relation 

to the economy as a whole than in any other country

 Since WWII, U.S. has been one of the slowest growing of the developed 

democracies

 Q. Should we immediately conclude this confirms Olson’s theory?

 There are complications that make it difficult to see how well the 

aggregate U.S. experience fits the theory

 Some parts of U.S. have enjoyed political stability, but others have not…South was 

devastated in the Civil War



 Benefit of studying U.S.

 Large federation composed of different states with different histories 

and policies

 Makes it possible to test the theory against the experience of separate states

 Previous explanations of growth have relied on the experience of one or two 

countries and suffer from sample size bias

 Q. What did Olson find for relationship b/w length of time a state 

has been settled and rate of growth?  Why?

 Ans. Negative relationship

 Longer the time a state has been settled, the more time it has had to 

accumulate special-interest groups

 Formerly Confederate states grew rapidly after Civil War destruction

 Also shows union membership is greatest in states that have had stable 

freedom of organization the longest.



 Q. Does his evidence necessarily imply causality?

 Ans. Not necessarily.  Omitted variables could be driving results.

 Omitted variables of potential importance

 Responses to climate – advances in air conditioning over time presumably induced 

migration toward some of the more rapidly growing states in the South

 Olson controls for mean temperature

 Rapidly growing states happened to contain the industries that have been growing 

most rapidly

 Accident of location could explain the results

 Olson considers rates of growth of the major industries and they confirm his 

results

 The 48 states may essentially be three homogeneous regions (South, 

West, and Northeast-Midwest)

 He considers each region separately

 The pattern shows up within each region


