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3 Please read the two paragraphs carefully on Niskanen's idea of
" bureaucratic behavior and answer {(in English) the following
three guestions:
a) What is Miskanen's assumption on bureaucrats’ {behavior)
motivation? (10 points)
) Whal ils Hiskanen's main arguments on bureaucrats’
behavior? What is the main difference between private
Lirms and public agencies, and why? (25 points)
) Any wommenl{s] on his arguments? (15 points)

The interaction bebtween budyel-maximizing bureaucrats wilh
monopoely power and fragmented sponsors characleristically
produces a radiecal oversupply of agency culpuls (Figure 1). The
horizental axis of the graph measures the level of the bureau’s
cutput, and the vertical axis the warginal costs (MC) and
marqginal social bhenefits (ME)of each unit of ocutput. For the sake
of convenience they are drawn as straight l1inea. The MC curve
rises with increased outpunts, perhaps because of lncreased factor
prices with rising demand. The MO curve falla aa output
increases, reflecting the gensaral presumption in economic
analysis of diminishing marginal utilities. Barly unita of output
are intensely valuable to society, much more so than their costs,
Lub as the MBE curve falls this differential is progressively
eliminated and al peint E the marginal costs and marginal value
of output are equal. If the agency produced ab this point, which
ims Aalso the welfare optimum and the point at which a profil-
maximizging firm would stop, then a net benefit to sccieby would
reawlt equivalent te the area GEH. The bureau’s total budgelb al
paint F is glven by the area HEQO, whereas Lthe gross benelits
acoruing to saclety would be GEQO, crealing the consumers’
aurplua araa ghown.

Howaver, ratlonal officials take advantage ol the sponsors’
weak position to push output up beyond poinl E. Indeed, they only
stop expanding output when constrained to de sv by Lhe sponsor,
which in Fig. 1 occurs at point F. Here the bureau has creabted an
area of 'waste' (EFR) which exactly offsets the consumer surplus
created by early unitas of output (area GCEH). 'Waste’ is used in
the technical sense of avoidable coata, sutput whose valuc to
society is less than the marginal coata of producing them. This
dues nub imply that the bureau is slack, inefficient or
necessarily has organizational ’fat’ puild into it. Waste areas=

simply because the bureau ie delivering far more output than b
soclety at large or the spunser body require, even if the bureau x
i= heing relative efficlent in doing so. At poinlt F Lhe Lulal |

henefits from the bureau’s activity are given by GRPO and ils |

total costs by HFFOD. When these twn arens are exactly equal the k.
bureau neither increases nor decrenses the social welfare.

Pushing up ontput beyond point F begina to actively reduce the 5
social welfare and can be resisted by even the mest pusillanimous

or poorly informed sponsor, so that polint F represents the t
ecqui librium cutput for budget-maximizing burcaucrats. Thus 1

Niskanen predicts that with weak aponaor contral agencles deliver W
up to twice as much cutput as a proflit-naximizing firm, and twice
the level which would be coptimal in social welfare term,
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