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Abstract

Positive economic analysis brings to bear trade-offs, unintended consequences,
and the role of policy in shaping individual behavior in analyzing pandemic policy
responses. Welfare economics builds on these observations a set of normative
recommendations about how government ought to respond to a pandemic. But
there is often a divergence between what even a sophisticated version of welfare
economics recommends and what governments actually do: the ought-does gap.
Two sources for this gap are knowledge problems and misaligned political
incentives. We use the US government’s response to the COVID-19 pandemic as
a vehicle for explaining the ought-does gap and its implications.
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I. Introduction
David Hume ([1739] 2005) developed his “is-ought problem” by noting
the challenge of deriving normative stances (ought statements) from
positive observations (is statements). Ultimately, Hume concluded that
statements regarding how things should be cannot be logically derived
from observations about how the world is. The is-ought problem poses
a challenge for philosophers and economists hoping to determine how
to improve current circumstances through policy and other methods of
change.

Welfare economics bridges the gap between is and ought by assigning
preferences normative weight and determining an aggregation procedure

* We thank the participants in the Menard Family Institute for Economic Inquity
Mini Conference titled “Economics of Pandemics, Public Health Regulation,
Spillover Effects, and Government Bailouts” for helpful feedback.
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for weighing those preferences. From positive economic analysis and
imputed consumer and producer surpluses, a standard presentation of
welfare economics furnishes policy prescriptions. When circumstances
within markets prevent markets from maximizing social welfare,
governments can enact policies to improve welfare and correct market
shortcomings. Theoretically, these policies redirect resources in the
economy from a suboptimal allocation of resources toward more efficient
outcomes.

But the real-world relationship between welfare economics and
government policy is far more complicated. Rather than bridging the
gap between is and ought, governments frequently act in ways
unsupported by welfare economics. How, when, and for what reasons
governments deviate from implementing policies to improve welfare
are vital considerations for determining the appropriate role of
government in society, especially for those who defend policies using
the standard apparatus of welfare economics.

This article explores what we call the “ought-does gap,” which is
the difference between what governments ought to do according to
orthodox welfare economics and what government actually does. We
use the US government’s response to the COVID-19 pandemic as a
case study. Pandemics constitute many of the deadliest events in
history. Limiting their destruction often requires a large group of
individuals cooperating to avoid disease spread and to mitigate its
consequences. Given the difficulty and scale of the resulting
collective action problems, governments are often tasked with
developing responses and restrictive measures during pandemics.
How effectively governments address pandemics, including COVID-
19, depends heavily on the divergence in the ought-does gap.

This article uses COVID as a case study to illuminate a broader
point. We focus primarily on the case of the US policy response
because it is the most studied. Our contribution is not any novel
analysis of a specific pandemic response’s effectiveness. Instead, we
provide a framework for introducing students and nonspecialists to a
political economy perspective on pandemic policy making. This
framework can also be used as a template for teaching about other
policy domains.

Our discussion is organized as follows. First, we discuss what
government should do according to welfare economics. In this
discussion, we incorporate insights from Coasean analysis to present
a more nuanced view of government’s potential role in dealing with
pandemics than standard presentations do. We introduce key
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economic concepts that we posit should inform any normative policy
analysis.' Second, we discuss what government can do.” We introduce
the knowledge problem, which limits the set of effective policy tools
at government’s disposal. Third, we discuss what government does.
We introduce public choice theory, which treats government policy as
the product of political incentives rather than merely academic
economic analysis. Fourth, we discuss what government should not
do. We introduce the idea of institutional robustness, arguing that—
whatever policies government should pursue in response to a
pandemic—we must be wary of undermining the institutions that
generate both health and wealth in the long run. Finally, we conclude
by drawing out some implications of our general ought-does
framework.

I1. What Government Should Do
The key concept in analyzing pandemic policy is externalities.
Externalities are typically defined as third-party or spillover effects.
Spillover effects may be positive or negative. Individuals taking action
to prevent themselves from becoming ill often also indirectly lower
the chances of others becoming ill. Many actions that lower the
chances or severity of infection, such as getting vaccinated, repeatedly
washing hands, restricting travel, or wearing uncomfortable face
masks are also costly for the individual (Chen and Toxvaerd 2014;
Laxminarayan and Malani 2011). Individuals may not have sufficient
incentives to take these positive spillovers into account. On the flip
side, individuals who engage in risky behaviors may infect others who
are not involved in risky behaviors, imposing a negative spillover.
Externalities’ impact on spreading disease prompts welfare
economists who follow the standard approach to recommend various

1 As will become clear below, we do not actually take on the standard normative
criteria of welfare economics—that is, maximizing efficiency as defined by
preferences and wealth. Rather, we focus on more general lessons from economics
that could apply to any normative evaluation of policy effectiveness. While we use
the language of externalities, this does not itself commit us to a Pareto or Kaldor-
Hicks efficiency standard.

2 Horwitz (2009) approaches a similar set of issues from a different angle, arguing
that “ought implies can.” That is, if a policy response is not ultimately epistemically
workable, it should be ruled out as something that government ought to do. We
instead grant a nuanced version of welfare economics the ought status it can claim
(nuanced by incorporating the Coasean tradition) to argue that even a policy is in
principle desirable, it might not be achievable. These are two ways to get to a set of
similar conclusions about what real-world governments ought to do.
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measures to internalize their effects through various policy measures.
Negative spillovers should be discouraged, positive spillovers
encouraged. Governments should use a mix of regulations and
financial incentives—both penalties such as taxes and rewards such as
subsidies—to eliminate negative externalities and realize positive
externalities. For sufficiently important goods that are difficult to
exclude free riders from using, even direct government provision may
be appropriate.

Even at this level of generality, standard presentations of welfare
economics move too fast in advocating interventions. In particular,
they ignore the insights of Ronald Coase about how private
individuals already respond to positive and negative externalities.
Effective government responses to pandemics and other public
health concerns require carefully considering the consequences of
their responses. It also requires assessing what responses fare better
in preventing disease spread as well as what is the appropriate level
of governance to develop policy measures.” In what follows we offer
a somewhat more humble but still aspirational view of the good that
policy interventions might achieve.

A. Governments Should Acknowledge Bottom-Up Responses to Potential
Market Failures

One of most basic insights of economics is that when an action’s
expected costs and benefits change, so does individual behavior. But
oddly enough, economists often forget this when discussing
externalities. They implicitly assume that individuals will not respond
to externalities at all (Coase 1960). This assumption is unfounded.

It turns out that individuals do take steps to protect themselves
when confronted with a deadly new virus. Gupta et al. (2021) find “a
substantial portion of the response to the epidemic [COVID-19] was
not induced by specific government policies” (p. 1). Similarly, Powell
(2022) and Luther (2021) find that data on travel bookings,
OpenTable reservations, and individual mobility as measured by
Google confirm that social interactions decreased well before state
governments issued stay-at-home orders.

3 While it is vital to ask what health-related metric is most appropriate to gauge the
harm of a pandemic or to compare the effectiveness of policy responses, we do not
address this question in this paper. Our primary focus is to provide a framework
for analysis rather than a definitive prescriptive formula.
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Private action to internalize externalities is, as Coase (1960) points
out, limited by transaction costs. Pandemics affect large populations,
making potential externalities large. Large-scale efforts to prevent
outbreaks and disease spread require widespread cooperation and
coordination across groups with differing interests and with limited
ability to enforce and monitor behavior. Consequently, transaction
costs can be prohibitively high for private actors to effectively reduce
disease spread without outside corrective efforts.

But while they are limited, private efforts should not be
overlooked. Where a disease spreads and how many other parties are
infected are important factors in internalizing an externality
(Carson 2022). Leeson and Rouanet (2021) distinguish between on-
site and cross-site externalities. On-site externalities constitute
infecting others at a specified location.t Cross-site externalities
include the secondary effects of infecting others as individuals first
infected at the on-site location spread disease at other locations. The
authors note that cross-site externalities can be more easily contained
when these locations are privately owned since owners have a
stronger incentive to maintain cleanliness and keep customers from
becoming infected.

Several historical and contemporary examples support Leeson
and Rouanet’s (2021) insight. Carson (2016, 2020) argues that private
interests helped reduce the spread of malaria within Texas and North
Carolina from 1910 to 1920. Carson (2021) notes that the National
Basketball Association implemented a “bubble system” to house
professional athletes to finish their season and playoffs safely. Two
of 322 professional basketball players were infected with COVID-
19 during the approximately five-month period they were in the
bubble system (Zillgitt 2020). Walmart and other large retailers also
engaged in nationwide efforts to keep customers safe from infection
by requiring customers to wear facemasks, establishing social
distancing guidelines, and adjusting store hours to reduce congestion
(Carson 2021). Each organization found it profitable to support
worker safety and avoid disease spread—reducing the risk of on-site
externalities. As a secondary consequence, off-site externalities are
also likely reduced. These and other examples strongly indicate
private agencies have a strong incentive to provide safe and

*In the authors’ example, a person infected with COVID-19 rides the subway and
infects other riders.
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noncontaminated environments for their customers and employees
(Sutter 2020).

Individuals respond not only to pandemics themselves, but also
to government policy. Because of this, policies can have unintended
consequences. To prevent students and younger demographics from
contracting and spreading COVID-19, many states required schools
and universities to shut down and provide instruction to students
online. Rapidly closing schools and placing classes online made
detecting cheating and other forms of academic dishonesty difficult
to monitor. Consequently, cheating increased exponentially during the
pandemic (Bilen and Matros 2021).”

Many states also required patients to delay or cancel elective
surgeries to prevent hospitals from becoming overwhelmed. During
the first three months of the pandemic, approximately twenty-
eight million elective surgeries were postponed (Nodell 2020). Duclos
et al. (2023) and Garcia et al. (2020) find that delaying these
procedures harmed patients’ overall health. Fear of contracting
COVID-19 at physician’s offices and hospitals also motivated patients
not to receive treatment, leading to further health concerns and death
(Li 2022; Zhang 2021).

In addition to the direct harm from undesirable and unintended
consequences of pandemic policies, governments that enact them may
lose credibility. In some cases, distrust in government recommendations
and information can motivate hostility and disobedience (Latkin et al.
2021). For example, numerous stories of individuals hosting and attending
“COVID parties” to contract COVID-19 emerged as the public became
frustrated with governmental guidelines (Karimi and Lynch 2020;
Guitierez 2022). Choi and Fox (2022) find distrust in public health
institutions was the strongest predictor of vaccine hesitancy when
COVID-19 vaccines became available.’

B. Governments Should Recognize Trade-Offs

Health is not the only good that individuals value. Although taking
actions to avoiding becoming ill during a pandemic might become a
higher priority, deciding on what actions to take (or not take) still

5> Many were also unable to participate in online learning during the pandemic
because they lacked reliable internet services or did not have a computer at home
(Richards, Aspegren, and Mansfield 2021).

¢ The authors note consistent levels of trust in public health institutions previously,
indicating that the distrust examined in their research was the result of how these
institutions handled COVID-19.
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reflects individual subjective costs and benefits (Carson 2021). But
even someone that rejects the normative relevance of subjective
preferences should acknowledge important trade-offs between health
and other goods. Education, family, community, safety, nutrition,
artistic and cultural enrichment, and even leisure and enjoyment are
real goods. Different individuals—both within and across
countries—will, both rightly and wrongly, have different risk
tolerances for becoming ill depending on how they pursue those
other goods (Luther 2020). Even if one monomaniacally insists that
those other goods are only valuable because of their ultimate effect
on health (mental and physical), this does not evade the issue. All that
does is make health such a multidimensional good that we are still left
with the problem of navigating trade-offs among its different
components.

Trade-offs between health and other goods also differ among
population groups. In the case of COVID-19, the elderly and those
with comorbidities are far more vulnerable to severe infection and
death (Yanez et al. 2020). Similarly, the risk of transmission from
children to other children or adults is considerably lower than
transmission rates for older age groups (Gudbjartsson et al. 2020;
Ludvigsson et al. 2021). Children and young adults are also
considerably less likely to experience a severe COVID-19 infection
(Snape and Viner 2020).

There is no uniform trade-off for these differing groups. Boettke
and Powell (2021) dig into this point. The costs to the elderly and
infirm from contracting COVID are higher than those to the young
and healthy. But, again echoing Coase (1960), they point out that
externalities are reciprocal. Policies restricting mobility alleviate the
risk of infection but impose costs in the form of forgone commerce
and other forms of social interaction. Those latter costs fall
disproportionately on the young, who are more likely to be of
working age, to be dating, and the like. A prudent policy response
would take into account these different costs.’

7 We are not claiming that the lives of the elderly and vulnerable should be treated
as less valuable than those of the young. In fact, economists who work on value-of-
a-statistical-life measures recognize a complex set of trade-offs (Viscusi 2021).
Rather, we claim that a prudent policy takes into consideration that different
groups face different trade-offs between avoiding COVID and other worthwhile
pursuits.
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Fixating on health when developing pandemic policies can also
hamper health itself. Limiting traveling, restricting social gatherings,
and issuing stay-at-home measures can affect mental and physical
health (Abel et al. 2021). Khubchandani et al. (2021) and Sher (2020)
find steep increases in depression, anxiety, and other psychological
distress following lockdowns issued across the US. The health care
system uses goods produced in many sectors of the economy, so
shutting down an economy to prevent the spread of disease will
create bottlenecks in effective treatment.

Policy makers should carefully consider both the costs and
benefits of policies. Trade-offs matter regardless of how we think
different goods should be weighted. In the case of pandemics, this
problem is necessarily complex, given individual heterogeneity and
the dynamic nature of pandemics. The welfare economics approach
to cost-benefit analysis does not evade this difficulty, especially as it
ultimately relies on interpersonal comparisons of well-being
(Higgs 1994).

C. Governments Should Address Spillovers at the Appropriate 1 evel
Approaches to internalizing externalities vary partially because
externalities vary in size. A key principle of public economics is that
government jurisdictions should extend only as far as the externalities
they address. While pandemics can be global, efforts to internalize
spillover effects can occur at varying jurisdictional levels.

Lockdowns, mask mandates, limitations on public gatherings, and
similar measures to limit disease spread in the US were often passed
at the state level. States also varied considerably in the stringency of
these measures (Miozzi and Powell 2023, 2024). More stringent
pandemic responses at the state level may be appropriate for more
densely populated states (especially in the northeastern US).
However, less densely populated states experience negative spillovers
at a smaller level, suggesting policy responses should to be tailored to
the externality’s scope. Yonk and Janaskie (2022) find statistically
significant differences in death rates between rural and urban
counties with varying population sizes. Miller (2021) similarly finds
heterogeneous outbreak patterns across different regions of the US.
Messner and Payson (2020) analyze COVID-19 outbreak patterns
across the US and recommend that “measures should be
implemented at the smallest population subdivision possible” (p. 15).

When external effects affect larger populations in more
homogeneous ways, higher-level jurisdictions can play a role. Perhaps
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the clearest example is developing a COVID-19 vaccine. A vaccine
for a nationwide (and global) pandemic closely resembles a global
public good (Meijer, Verschuuren, and Weggen, 2021; Hunter et al,,
2022). Positive spillovers from vaccination suggest their provision
could be underprovided on the market, justifying higher-level
jurisdictional government provision.

ITI. What Government Can Do

The knowledge problem was formulated in response to the
difficulties of central planning. Hayek (1945) stresses that central
planners cannot utilize the fragmented and socially dispersed
knowledge required to allocate goods and services as effectively as
markets, which are bottom up and decentralized. None of us are as
smart as all of us. Lavoie (1985), who coined the term &nowledge
problem, pointed out that this problem likewise also afflicts partial
attempts at economic planning. It has since been extended to diverse
policy areas such as foreign aid, disaster recovery, poverty alleviation,
and public health crises (Lavoie 1985; Coyne 2007; Martin and
Petersen 2019; Storr et al. 2021). Government should recognize
trade-offs, but the knowledge problem implies that they will have a
difficult time assessing what those trade-offs are.

Kirzner ([1979] 2018) makes an important point about one epistemic
constraint that government regulation faces: When policy settles on a
particular way of accomplishing goals as the legally allowed way, it stymies
the future learning that would have taken place in the absence of the
regulation. Policy makers cannot know what innovations and other
solutions will not be discovered because they shut down the process of
entrepreneurial experimentation.

To the extent that knowledge problems matter, welfare
economics—even the more nuanced version of it that we discussed
in the last section—might ask too much of real-world governments.
This insight does not imply that centralized efforts have no role in
effective pandemic policy. As indicated above, governments can serve
an important role in combating pandemics when the scope of
externalities is sufficiently high. Governments can also help finance
and subsidize production of pandemic-related goods when markets
might fail to provide them effectively. But it does paint a more
circumscribed picture of government’s role than standard welfare
economics. In particular, the knowledge problem calls into question
the ability of policy makers to efficiently allocate resources among
competing ends. Where market prices are imperfect due to market
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failures, policy makers themselves must engage in a great deal of
guesswork to mitigate them.

A. Governments Can Increase Particular Outputs

Government policies that divert or dedicate resources to producing a
good can motivate greater supply. FEarly in the pandemic, the federal
government established Operation Warp Speed, a public-private
partnership of drug producers and federal agencies to expedite the
development, production, and distribution of COVID-19 vaccines.
Government directly subsidized vaccine clinical trials and production
by providing laboratory equipment and testing facilities, as well as
connecting manufacturing partners (Government Accountability
Office 2021; Escalante and Earle 2022). Operation Warp Speed also
produced three hundred million doses of the first COVID-19 vaccine
(Escalante and Earle 2022).

Government policy at its best can complement decentralized,
bottom-up responses to knowledge problems (Coyne 2013).
Individual governments cannot solve knowledge problems. The US
government relied heavily on innovation from the private sector to
develop vaccines, treatments, and other medical goods used to address
the pandemic (March 2021, 2022). Further, as the knowledge problem
suggests, the federal government inefficiently allocated vaccines and
remdesivir to storage facilities, hospitals, and clinics because it lacked
market prices to help guide resources (March 2020). Governmental
efforts to expand hospital capacity were similarly unsuccessful. Rose
(2020) finds that despite $660 million in funding from the US Army
Corp of Engineers, most field hospitals never treated patients because
“there wasn’t enough planning to make sure these field hospitals could
be put to use once they were finished” (p. 5).

Government promotion and restriction of certain goods during
pandemics also face a knowledge problem in determining which
goods or services are “essential” (Storr et al. 2021). As noted above,
many goods that are complementary to policy makers’ goals are
produced in markets for non-health-care goods and services. At their
most extensive, lockdown or stay-at-home orders affected
approximately 94 percent of the US population (Secon 2020). Highly
restrictive measures required the government to determine which
businesses and employers were indispensable for pandemic
conditions, allowing them to remain open. Storr et al. (2021)
document the relatively arbitrary differences based on which
businesses were considered essential by various states.
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The knowledge problem afflicts any attempt by government to
effectively navigate trade-offs. Boettke and Powell (2021) make this
point with regard to the differential risk faced by different
populations of catching COVID and the differential costs of
avoiding social interactions. They point out that the simple
dichotomy of high-risk, low-cost vs. low-risk, high-cost individuals
obscures the vast and multidimensional heterogeneity among the
population. Knowledge of these trade-offs—even if one denies that
they contain a subjective element of risk tolerance—is dispersed
throughout the population. The authors further point out that the
standard welfare economics response to this sort of situation would
be to tax social interaction rather than forbid it. Individuals could
then take into account their local and tacit knowledge while being
given some incentive to take transmission externalities into account.
No governments pursued this policy.

Government funding for certain COVID-19 pandemic-related
goods in the US demonstrated some successes. Efforts to distribute
goods and determine which goods (and businesses producing them)
were vital during the pandemic found numerous problems. These
examples strongly suggest that government policy can play
complementary roles in addressing pandemics but cannot effectively
displace markets and other forms of bottom-up organization in
allocating such goods.

B. Governments Can Observe Some Outcomes

While any data collection process is imperfect, governments
produced a mountain of public health data during the pandemic.
Atlas (2021) notes that academics, policy makers, governors, and
regulators relied considerably on state and federal data to gauge the
spread of disease and make policy recommendations. Government-
collected data on infections and deaths also helped states and cities
develop localized policy responses early in the pandemic (Messner
and Payson 2022).

Governments cannot infer counterfactuals without policy
variation. Counterfactuals are crucial to determine the causal effects
of policy. If a city locks down and continues to see cases go up, does
this mean that the lockdown failed to mitigate cases? Perhaps, but not
necessarily. Cities that see increasing cases may be more likely to lock
down. Economists call this problem endogeneity. It could be that
cases would be rising even faster without the lockdown. Similarly, if a
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city opens up and cases rise, is it due to increased interaction or a
new, more virulent strain of the virus?

The great difficulty is that counterfactual outcomes can never be
directly observed. Without the ability to travel the multiverse, we
cannot know whether the policy change was the deciding factor. So,
like supply and demand curves, counterfactuals must be inferred
from existing data. Where do these data come from? They must
come from other jurisdictions with different policies. If every
jurisdiction has the same policies, observers cannot hold all else equal
in making comparisons. But if policies do vary, counterfactuals can
(with great difficulty) be inferred. If it turns out that cities with
different policies experienced similar outcomes, then it is difficult to
attribute the change in outcome to policy. More variation allows for
more confident inferences.

Proponents of central government policy in response to
pandemics should face up to this problem. We cannot simply assume
that governments will know the best policies to pursue, especially
with regard to a novel virus. Our argument is not that this
manifestation of the knowledge problem decisively refutes action by
central governments. Rather, it creates a presumption in favor of
what social scientists call polycentric governance (Ostrom 2010).
Systems of polycentric governance are those in which authority is
dispersed. For these and other reasons, Paniagua and Rayamajhee
(2021) and Haeffele, Lofthouse, and Forzani (2022) argue that
polycentricity is especially important in a pandemic.

C. Governments Can Act on an Existing Scientific Consensus When One Exists
Tullock (2005, p. 5) refers to the scientific community as “perfect
laissez-faire,” as one in which scientific knowledge and discovery are
constantly tested, rejected, accepted, and adopted in other areas of
inquiry or industry according to feedback from other scientists. A
consensus from the scientific community only occurs after multiple
iterations of this process. Once established, governments can assist
with adopting scientific discoveries into uses to benefit the general
public.

COVID-19 vaccines provide the clearest example. Decades of
prior immunology research largely supported the use of mRNA
technology in quickly developing vaccines for novel viruses (Shalake
et al, 2012). Consequently, Operation Warp Speed selectively
supported drug developers using mRNA technology in their
development process. The use of remdesivir to treat COVID-
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19 provides a similar account. Before authorization, remdesivir
became known as the “standard of care” for COVID-19 treatment
from independently established clinical trials (March 2021,
Lovelace 2020). After the then-experimental drug received emergency
use authorization from the Food and Drug Administration (FDA),
the US government purchased large amounts of remdesivir to treat
patients and secure additional supplies from its producer
(March 2021).

But government cannot anticipate how science will develop
(Wagner 2021). Science itself is a rivalrous and polycentric process.
Today’s consensus may be tomorrow’s superstition. Much like markets
for goods and services, scientific inquiry evolves and redirects focus
according to the social needs of changing environments (Boettke and
Butos 2002). Consequently, current discoveries and applications of
science require constant reexamination and modification.

Because the COVID-19 pandemic stemmed from a novel virus
with no known preexisting immunity, scientists did not agree
regarding how it was transmitted. In late 2019 and early 2020, medical
researchers debated whether the virus spread primarily through
aerosols or droplets (Wilson, Corbett, and Tovey 2020; Anderson et
al. 2020; Rawlinson, Ciric, and Cloutman-Green 2020). After months
of scrutiny and peer-reviewed research, epidemiologists largely agreed
that COVID-19 is primarily transmitted through aerosols. However,
rejecting the theory that COVID-19 mainly spread through droplets
took years to be accepted by the World Health Organization, which
advised many countries on pandemic policy (Lewis 2022).

Biological sciences are of course indispensable tools in mitigating
the harms of a pandemic. But the possibility that an existing
consensus might be wrong or change again weighs against a
monocentric pandemic response. Gulker and Magness (2021) point
out the abysmal track record of the Imperial College London model
at predicting COVID-19 spread. This model underwrote a number
of public policy prescriptions, especially non-pharmaceutical
interventions such as mask mandates and lockdowns. Sometimes
scientists simply get things wrong. The appropriate approach is not to
abandon science but rather to support free scientific inquiry that can
challenge existing approaches and to allow for policy variation that
can at least offset the failures of particular predictive models.
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IV. What Government Does
Public choice studies how individuals respond to political incentives.
It begins from the wild assumption that people are people. The same
individuals that produce and consume goods and services do not take
on a new human nature when they step into the voting booth or
assume public office. They still try to pursue their own diverse goals
effectively and without sacrificing more than they have to. Individuals
engage in exchange-like behavior in politics just as they do in
markets. The difference is that the rules of the political game create
distinct patterns of behavior from the rules of the market game.®
Because governments often obtain more resources and expand
their scope of influence during crises, political exchanges become
more frequent and lucrative during pandemics and other public
health emergencies. Coyne, Duncan, and Hall (2021) note that
governments are expected to distribute considerable resources during
pandemics, increasing the scale and scope of political exchange
quickly. Rather than assuming that these additional resources will be
used to effectively serve public health and mitigate the negative
consequences of the pandemic, we should ask what government
actually will do.

A. Governments Engage in Moral 'Theater

A great deal of politics is driven by expressive behavior. Because
individual voters do not decide the outcome of elections, they vote in
the same way that sports fans cheer on their favorite teams: to
express their values and to affirm their group loyalties (Brennan and
Lomasky 1992; Martin and Swisher 2024). Politicians and other
public officials thus curry favor with voters not by careful appeals to
scientific evidence or cost-benefit analysis, but by appealing to their
moral sentiments. These fundamentally emotional appeals take both
positive and negative forms.

Public officials often provoke fear and a sense of urgency to
garner public support and extend their influence during a crisis. As
Higgs (2005) explains, “Over the ages, governments refined their
appeals to popular fears, fostering an ideology that emphasizes the
people’s vulnerability to a variety of internal and external dangers

8 It is possible that different institutional environments either select for or inculcate
different sorts of motives. Politics may ennoble or power may corrupt. But absent a
specific mechanism that explains why different motives win out in markets vs.
politics, one should start from the assumption of motivational symmetry.
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from which their governors ... are represented to be their
protectors” (p. 7). COVID-19 presented an external danger that
politicians responded to by engaging in moral theater and using
expressive rhetoric. Mandl and Reis (2022) analyze speeches given by
US politicians during the pandemic and find governors used more
“extreme” adjectives and stricter language to defend their actions
when issuing guidance and implementing policy.

While we argue that much of politics is expressive moral theater,
we do not mean that political actors are insincere. In some cases, they
clearly are. Patkin (2020) and Panetta (2021) document examples of
political figures holding parties, failing to wear face masks, and failing
to follow measures they implemented. But this is not true of all
policy makers. Public officials experience the same concerns and
unease as their constituents during pandemics and other crises. We
also do not contend that moral considerations should not be
considered when developing pandemic policies. Rather, we
emphasize that the use of moral theater and expressive actions taken
during crises can result in adopting ineffective policy responses and
waste scarce resources.

One example of moral theater resulting in ineffective pandemic
policies is closing bars to reduce disease spread but not closing
restaurants in many jurisdictions (Boettke and Powell 2021). This
effectively compelled many bars to increase their food offerings in
order to count as restaurants. It is not obvious how a bar serving
more food than before benefits public health. Similarly, Redford and
Dills (2021) find that many states considered alcohol retailers and
recreational marijuana dispensaries non-essential businesses, requiring
them to close. Why is shopping for recreational substances more or
less dangerous than shopping for food? It is hard to avoid the
conclusion that these bans went into effect for moralistic injunctions
against intoxication and drug use rather than based on cost-benefit
calculations.

Moral theater can also be at odds with scientific progress. When
“The Science” becomes a political rallying cry, actual scientific
progress is blocked (Kibbe and Waugh 2020). March (2022) argues
that the health care industry’s adaptation to pandemic conditions
requires rapid discovery of treatment, testing, and other goods in a
dynamic and uncertain environment. Political processes that distort
scientific advancement hinder the discovery and use of new
information and technology needed to address pandemics
(Tullock 2005; March and Geloso 2020). Atlas (2021) notes the
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COVID-19 task force was not amenable to changing federal testing
guidelines from broad testing to targeted testing despite evidence that
the latter strategy could help protect subpopulations more vulnerable
to severe infections.” As Atlas recognizes, “the entire pandemic was
political” (p. 96).

Even when well intentioned, framing pandemic policies under
emotional and moral appeals can reduce public health officials’
credibility. That the director of the National Institute of Allergy and
Infectious Diseases, Dr. Anthony Fauci, reversed his stance on
whether the public should wear facemasks to reduce disease spread
provides an example. Early in the pandemic, Dr. Fauci wrote, “The
typical mask you buy in the drug store is not really effective in
keeping out virus, which is small enough to pass through material”
(Roche 2021, p.5). Two months later, he publicly recommended
facemasks “for protecting each other” (Woodruff, Santhanam, and
Thoet 2020, p.1). During an interview in July 2020, Dr. Fauci
acknowledged “that mixed message in the beginning, even though it
was well meant to allow masks to be available for health workers, that
was detrimental in getting the message across” (p. 3).

Another danger of moral theater is that expressive activity is
typically tribalistic. We not only root for the home team, but also root
against the other team. Attitudes toward COVID, how to respond to
it, and the trustworthiness of public officials vary along predictably
partisan lines. In March and April 2020, Democrats were more likely
than Republicans to trust bureaucracies such as the World Health
Organization or the Centers for Disase Control and Prevention and
less likely than Republicans to distrust the politicians who were busy
following those bureaucracies’ advice (Kerr et al. 2021). Levin et al.
(2023) report that conservative physicians were more likely to distrust
a study showing the ineffectiveness of ivermectin when that
treatment was truthfully identified. Moral theater afflicts not only
laypeople but also experts.

B. Governments Prioritize the Seen Over the Unseen

Thinking in terms of opportunity cost and counterfactuals does not
come naturally (Bastiat [1850] 1995; Hazlitt 1946). When we observe
a good that has been produced, our first thought is rarely of the

9 The COVID-19 task force was assembled in 2020 to “coordinate and oversee the
[Trump] Administration’s efforts to monitor, prevent, contain, and mitigate the
spread of the virus [COVID-19]” (US Department of State, p. 1).
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good that could have been produced instead. Would the world be
better off with better health outcomes? It depends. What would we
have to give up to achieve them? The moral theater of politics tries to
focus our attention on realized gains and losses rather than what
could have been (Clark and Lee 2013). Policy makers will tend to
ignore hard-to-see costs and benefits.

Scientists distinguish between Type 1 errors (false positives) and
Type 1I errors (false negatives). In the study of regulation, a Type 1
error is when government approves a product that should not be
approved. A Type II error is when government fails to approve a
product that should be. Policy makers face strong incentives to avoid
Type I errors because negative effects visible to the public are more
likely to result in backlash (Higgs 1994). This carries the logically
necessary consequence of regulatory agencies being biased toward
committing Type II errors. This bias toward Type II errors is
widespread in the market for medical goods, which the FDA regulates
(Higgs 1995; Tabarrok 2000; Isakov, Lo, and Montazerhodjat 2019;
March 2021).

Tabarrok (2021) refers to the deaths from these errors made by
the FDA as “the invisible graveyard” (p. 1). There are many tragic
examples of the agency’s conservative approach in approving medical
goods resulting in patients dying while waiting for approval. Wardell
(1978) estimates that approximately one hundred thousand individuals
died from heart attacks while the FDA delayed approving beta
blockers. March, Martin, and Redford (2016) note that FDA
regulations designed for synthetic hormones delayed the use of
human insulin to treat diabetics in the US.

The FDA also made sluggish use of emergency use
authorizations—which allow medical goods to reach markets before
they receive formal approval—during the eatly stages of the COVID-
19 pandemic. March (2021) notes that the FDA actively prevented
laboratories from independently testing patients for COVID-
19 because their tests were not formally approved. Consequently,
only about 1,200 tests were performed nationwide during the first six
weeks of the pandemic (Patel 2020). By comparison, other countries
developed and administered millions of tests over largely the same
period. The FDA also established an additional advisory board to
reevaluate COVID-19 vaccine safety after two vaccines completed
preset standards set by Operation Warp Speed. March (2021) notes
the advisory board delayed distributing vaccines for two weeks when
an average of 2,200 US citizens were dying daily from infection.
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Governments also enacted numerous trade and migration
restrictions to prevent disease spread. The unseen effects of these
restrictions are considerable. Devi (2020) notes that limiting migration
during the pandemic severely limited physician access in Europe and
Africa during outbreak periods. Trade restrictions also created
extensive shortages of personal protective equipment across multiple
countries, including the US. Yan et al. (2021) examine seventy-
one countries and find trade restrictions from COVID-19 responses
resulted in considerable price fluctuations (and higher food prices) for
agricultural goods.

Overly restrictive policy responses to COVID-19 also extend to
domestic responses. Hebert and Curry (2022) argue that
governments are systematically prone to impose too severe
lockdowns. Similar to government’s incentive to avoid Type I errors,
the authors observe, “too lenient” a lockdown risked additional
lives—an observable negative. However, a “too strict” lockdown is
perceived as “making people’s lives slightly harder for a short period”
(p- 267). The unseen consequence of overly stringent lockdowns is an
unnecessary loss of economic activity and personal liberty.

C. Governments Respond to Special Interests

Economists use the term special interests to refer to groups that use
resources to lobby governments for beneficial legislation, funding, or
other favors. This process—called rent seeking—harms the interests
of other groups in society by concentrating the benefits of
government favors onto special interest groups while dispersing their
cost onto the broader public.

Rent seeking is very common in the US health care and public
health industry. In reviewing much of the public health literature,
Leeson and Thompson (2021) find that major components of the US
health care sector, including public health insurance provision,
allocation of wvaccines, and funding for medical research, operate
publicly but are distributed according to private interests. Political
exchanges between special interest groups and governments are vital
in determining how governments act during public health crises.
Coyne, Duncan, and Hall (2021) note that governments can allocate
more favors and resources as the government expands in scope and
size during public health emergencies.

The clearest example of special interests influencing pandemic policy
in their favor is widespread school closures. By late March 2020, all school
districts across the US shut down schools to avoid spreading COVID-19
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(Zviedrite et al. 2021). After evidence that children rarely become ill or
transmit COVID-19, the American Academy of Pediatrics recommended
reopening schools in June 2020 (American Academy of Pediatrics 2020).
However, prominent teachers’ unions, including the federal American
Federation of Teachers and local groups such as the Chicago Teachers
Union, Berkley Teachers Union, and Arizona Education Association,
lobbied strongly against reopening schools (Blanks 2022). As of
March 2021, five states still had partial school closings (Education Week
2021). Teachers union members benefited by having schools remain
closed while receiving total compensation and exemptions from federal
testing requirements.'’ The costs of these closures were exceptionally high
for low-income families (Agostinelli et al. 2022).

The fiscal policy changes in response to COVID-19 were also rife
with concentrated benefits and dispersed costs (Vogel 2020). In late
March 2020, the US government sighed the Coronavirus Aid, Relief, and
Economic Security Act (CARES Act), an approximately $2.2 trillion
stimulus response to the economic downturn. Forty lobbyists with
political connections to the Trump administration secured approximately
$10 billion of this sum (Tanglis and Lincoln 2020). Vogel (2020) finds
large chemical manufacturers with political connections were able to have
their firms listed as essential businesses and receive funding from the
CARES Act due to lobbying efforts. Cachanosky et al. (2021) note that
the CARES Act also granted the Federal Reserve authority to lend to
municipalities rather than bank entities. The authors also document six
new credit lending facilities enacted to address economic contractions
during the pandemic, each tasked with distributing millions or potentially
billions in business loans. As Cachanosky et al. observe, “To the extent
that these facilities are intended to allocate credit, it shifts the Fed’s focus
away from its primary objective of promoting monetary stability” (p.
1170). Rather, the focus redirected funds into avenues for additional
political exchange.

Operation Warp Speed, the federal government’s effort to quickly
develop and distribute a COVID-19 vaccine, was also subject to
special interests. Despite hundreds of global efforts to develop a
vaccine, the US government only selected six companies to receive
funding (approximately $10 billion in total), access to laboratory and
other testing materials to assist with development, and accelerated

10 Redford and Dills (2021) similarly find employees of state-owned alcohol
retailers still received paychecks in some states even though stores had been
ordered to close.
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approval consideration (Denkyirah and March 2024). By late 2020,
only two vaccines received approval—one developed by Pfizer and
another by Johnson & Johnson. Both companies are among the
largest lobbying firms in the pharmaceutical industry
(OpenSecrets 2025). Although the effort did succeed in bringing
novel vaccines to the market, as with many political exchanges,
COVID-19 vaccine developers selected by the federal government to
participate in Operation Warp Speed continued to receive federal
subsidies and other special treatments even after the pandemic
formally ended (Denkyirah and March 2024).

V. What Government Should Not Do

Up to this point, we have focused on lessons from political economy
that any consequence-sensitive normative view should take seriously.
In this section, we relax our neutral tone. There are two concerns that
should weigh heavily in any serious evaluation of pandemic policy:
economic growth and institutional robustness. Safeguarding public
health is of course an important policy goal, but not the only goal
that affects community well-being;

A. Governments Should Not Undermine the Institutional Foundations of
Economic Growth

Economic growth just is more important for human well-being than
economic efficiency. Economists love drawing diagrams with red
triangles to hypothesize various ways in which the world is imperfect
and could be made better. It is fun, and we are good at it. Sometimes
we even identify real problems that are worth our attention. But, to
paraphrase Deirdre McCloskey (2010), those red triangles are drops
in a bucket compared to the firechouse of economic growth."
Growth, in turn, is driven primarily by increases in productivity. We
can live with a lot of red triangles if it means that supply curves are
racing out to the right.

Economists also love discussing trade-offs. We just did, several
times. Do not expect us to stop. But there is another side of the
story, one that we know from empirics rather than theory: In the long
run the good variables move together.”” GDP per capita is in many

11 One exception to this appears to be immigration (Clemens 2011).

12 Tt is not completely true that economists do not know this from theory. Israel
Kirzner has long pointed out that entrepreneurial discoveries—which McCloskey
(2010) argues drive productivity gains and thus growth—are in fact a “free lunch.”
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ways a nonsensical variable and certainly not a direct measure of
human well-being, But it turns out that variables that people of good
will care about—Iife expectancy, child mortality, literacy, education,
political and civil rights, women’s rights, vaccination, and access to
good barbecue—all improve with higher GDP per capita.”” As
Cowen (2018) points out, economic growth also lessens the bite of
philosophically difficult problems of aggregation: How do you weigh
losses to one group against gains to another? If things are getting
better in general, conflicts over distribution are likely to be less
severe.

What causes growth? Lots of things, but one crucial component
is economic freedom. Growth comes from increasing productivity.
Increases in productivity come from innovations that lower the
opportunity cost of acquiring goods and services. Innovations come
from experimenting with new ways of doing things. Freedom gives
entrepreneurs room to experiment, to try out their new ideas without
asking permission. Prices, profits, and losses let us sort out the new
ideas that work from the new ideas that do not. Secure property
rights and the rule of law create incentives for those entrepreneurs to
figure out ways to get rich that serve others rather than harming
them. The literature examining the empirical relationships between
economic freedom and economic growth and development is vast
and speaks in a virtually unanimous voice (Hall and Lawson 2014;
Grier and Grier 2021). Free societies are wealthy societies.

But there is a downside to liberty and prosperity. Trade-offs strike
back. In the short run, free societies are more vulnerable to cetrtain
types of infectious disease. Werner Troesken (2015) makes this point
most forcefully in The Pox of Liberty: How the Constitution 1eft Americans
Rich, Free, and Prone to Infection. Troesken points out that while the
United States has often performed well in some public health
measures, such as the municipal provision of water, it eradicated
smallpox much more slowly than other countries. He shows that
there is U-shaped relationship between smallpox cases and GDP per
capita in 1900: high in poor countries, lowest in middle income
countries, and high in rich countries.

Geloso, Hyde, and Murtazashvili (2021) helpfully distinguish
between diseases of poverty and diseases of commerce. Diseases of
commerce are those that spread more quickly when individuals

13 One exception, depending on how one feels about religion, is that richer societies
tend to be less religious, the United States being a remarkable outlier.
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frequently interact, such as COVID and smallpox. They argue that
economic freedom reduces mortality for diseases of poverty but has
no effect on it for diseases of commerce, presenting evidence in line
with Troesken’s findings. In this and other work Geloso and
Murtazashvili (2020) argue that institutions are bundles: The very
liberty that makes us rich also exposes us to novel infectious diseases.
We cannot get one without the other.

B. Governments Shounld Not Undermine Institutional Robustness

But even here, there is a silver lining, In the long run, free societies
will have more wealth in order to deal with other diseases, including
the next disease of commerce. In a rich country, you are more likely
to come into contact with a novel disease, but you are also more
likely to have access to quality medical care. Rich countries also
obviously lead the way in developing treatments and vaccinations for
new diseases. Troesken (2015) refers to this as the “palliative” effects
of liberty and property rights. Geloso, Hyde, and Murtazashvili
(2021) point out that the ability to treat comorbidities such as heart
disease also contributes to these palliative effects.

Pandemics also carry negative consequences beyond disease
mortality itself. Their negative economic impacts put stress on
workers, households, and businesses, especially those that require
face-to-face interaction. Even without restrictive policies, pandemics
come with economic hardship. But again, freer societies suffer less in
this regard than do less free societies. Geloso and Pavlik (2021) find
that freer societies recovered more quickly from the 1918 flu
pandemic. Candela and Geloso (2021) find similar results for
influenza outbreaks throughout the twentieth century.

Candela and Geloso (2021) also introduce the important
consideration of institutional robustness into the discussion surrounding
pandemics. Robustness refers to the ability of institutions to perform
relatively well under pressure (Boettke and Leeson 2004; Leeson and
Subrick 2006; Pennington 2010). Robust political economy evaluates
institutions based not on their ability to achieve optimal outcomes under
favorable conditions, but on their ability to avoid disastrous outcomes in
unfavorable ones. A single center of authority may be able to outperform
a bottom-up, polycentric system if the right personnel confront the right
circumstances. But this sort of system is fragile in response to changing
and complex problem situations, creating much greater scope for
disastrous policies. By the standards of robustness, free societies perform
better in response to pandemics.
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Geloso and Murtazashvili (2020), following Troesken, mostly
approach institutions as bundles from an ex ante perspective. Freer
societies are less able to respond to novel infectious diseases. We do
not disagree with this approach, and it has empirical support
(McCannon and Hall 2021). However, we would caution against
taking robust institutions as fixed. There is also the possibility that in
order to more effectively respond to any given crisis—health related
or otherwise—we undermine the quality of our underlying
institutions.

Higgs (1987) offers the classic formulation of this worry.
Governments expand the scale and scope of their authority during
crises. Afterward, they relinquish some but not all of these new
powers, creating a ratchet ¢ffect. Expansions of governmental scope
during public health crises are well documented in US history before
the COVID-19 pandemic. Goodman, Coyne, and Devereaux (2021)
chronicle how, following infectious disease outbreaks, we observe
government expansion of power, increased zoning ordinances, and
implementation of compulsory vaccination. In raising this warning,
we are not claiming that a substantial amount of liberty was lost from
the response to COVID-19. Rather, we only wish to point out that
liberty is often lost gradually and in small degrees. These losses
should weigh as costs—perhaps substantial ones—when evaluating
the overall effects of pandemic policy.

VI. Conclusion: Implications for Pandemic Policy

Economic theory suggests that government has a central role to play
in dealing with pandemics. We do not dispute that theory. Rather, the
force of our argument is that the relevance of that theory is often
overstated. If governments could deploy health care resources with
only a small amount of waste, identify the most effective policy
interventions, and effectively adapt to changing scientific consensus,
the case for state intervention would be strong. If governments did
recognize trade-offs, acknowledge bottom-up responses to the
disease itself and to policies, and address spillovers at the appropriate
level, the case for state intervention would be virtually airtight.

But there is a wide gap between these arguments for what
government ought to do and what it does. Governments engage in
moral theater, systematically ignore the costs and unintended
consequences of policy, and cater to special interest groups. In doing
so, they may risk permanently damaging the institutions that
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underwrite economic growth and social resilience in the face of
crises.

We have acknowledged that some government policies saved lives
and helped return the world to relative normalcy after COVID. Most
notably, Operation Warp Speed helped expand the capacity to
manufacture vaccines more rapidly than markets would have likely
done. But even acknowledging this, the primary constraint on vaccine
availability was regulatory. Moderna’s vaccine took only days to
develop. Widespread, opt-in trials could have begun in late
spring 2020 for any individuals who would rather have risked the
negative effects of the vaccine than those of the virus.

Some market-oriented scholars may be wont to deny any claim
that government policy can improve market outcomes, which could
give the impression that these scholars are dogmatic and immune to
evidence. Part of our argument is that one need not take such a hard
line against the benefits of government intervention to reach similar
conclusions. Governments can and do enact beneficial policies. But
this does not rule out the desirability of laissez-faire.

We are not here offering full-blown advocacy for a laissez-faire
approach to pandemics. But we are arguing that such an approach
should be on the table for serious discussion in both this and other
policy areas. We also recognize that a laissez-faire approach is not
politically feasible. But maybe we would be better off if it was.
Government intervention into markets has theoretically and
empirically sound justifications, perhaps most of all during a
pandemic. But the yawning gap between the substance of those
justifications and what governments actually do necessarily limits
their relevance. Taking as a bundle the government’s responses to
COVID-19, did it make the overall situation better or worse? It is not
beyond reason to argue the latter.
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