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Y = effort + luck

W =a+ bY (b: incentive part, a: insurance part)
Incentive constraint vs participation constraint
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o Informed person / Less informed person
o Lemons problem
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o Condorcet =4k £ 1% (The Condorcet Voting Paradox)
o Arrow 77 ¥ i 232 (Arrow’s Impossibility Theorem)
o ¢ =i¥ X ¥IZ (The Median-Voter Theorem)

o p flenpc % (Self-interested Politicians)
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o Kenneth Arrow 3% b f B8 4

o “amathematical result which shows that, under certain conditions, there is no
scheme for aggregating individual preferences into a valid set of social
preferences”

s Voting System
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o

Harold Hotelling

o

“a mathematical result that shows that if voters are choosing a point along a
line and each voter wants the point closest to his most preferred point, then
majority rule will pick the most preferred point of the median voter”
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s Politicians Are People Too
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o Ex: Odysseus (Ulysses) and the Sirens (Bird women)

o Creditable commitment
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Ulysses and the Sirens (1910)
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