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-Abstract-

The substantial literature that links institutional quality with economic performance distinguishes economic institutions from political institutions.  While a close relationship has been established between the quality of economic institutions and prosperity, the literature shows a tenuous relationship, at best, between political institutions and prosperity.  In particular, despite universal praise for democratic political institutions, it appears there is little relationship between democracy and prosperity.  A critical examination of the nature of democratic institutions reveals why.  Government provides a means for those with political power to extract resources from productive individuals.  The essential difference between democracy and autocracy is who can use the force of government to extract resources from others.  This essential difference leads to other differences: Autocratic governments tend to distribute benefits to an elite group whereas democratic governments tend to distribute benefits more broadly to gain the support of the electorate.  The effect on prosperity is the same, however, as transfers from producers reduce the incentive to be productive and increase the incentive to be predatory.  The political institutions that enhance prosperity are those that limit the ability of government to extract transfers from economically productive individuals, and are not closely related to whether those institutions are democratic.  Western nations have been trying to sell the advantages of democracy to the rest of the world; for example, to Eastern Europe after the collapse of the Berlin Wall, to Africa, and to Latin America, as if democracy was the road to western levels of prosperity.  In fact, it is not democracy or political freedom that produces prosperity, but economic freedom.

Democracy and Prosperity
Much of the post-World War II twentieth century was dominated by the Cold War division between the Eastern bloc, led by the Soviet Union, a political dictatorship with a centrally-planned economy, and the Western bloc, including Western Europe and the United States, with democratic governments and market economies.  After the collapse of the Berlin Wall in 1989, followed by the break-up of the Soviet Union in 1991, Fukuyama (1992) declared that the triumph of capitalist economies and democratic governments was “the end of history.”  Indeed, the triumph of the West in the Cold War was a direct result of the citizens of the Eastern bloc looking across the Berlin Wall and deciding that they would prefer to live their lives as those in the West were living theirs, rather than being impoverished in centrally planned economies and dominated by political dictatorships.

Political and intellectual leaders in democratic nations were quick to push the virtues of democratic government on those who once lived behind the iron curtain, and citizens of those newly-freed countries were ready to accept democratic government as the vehicle through which they could transition toward the lifestyle of the West.  Two decades after the collapse of the Berlin Wall, that transition has not gone smoothly for many of those countries.  Despite the adoption of democratic political institutions, economic progress has been slow.  Meanwhile, two of the world’s fastest-growing economies in the first decade of the twenty-first century have been India and China.  India has been a democracy since its independence from Britain, but a socialist democracy until the 1990s, when along with the adoption of more market-friendly institutions came increased economic growth.  China has never been democratic, but like India, saw increasing prosperity as its economic system moved away from central planning and toward the market allocation of resources.

In Hayek’s (1944) classic argument that a centrally planned economy is the road to serfdom, he placed heavy emphasis on the institutions of economic freedom and discounted the importance of democratic government.  Hayek argued that market institutions led to prosperity, and that enduring democracy was not possible without a free-market economic system.  Like Schumpeter (1950), Hayek was concerned that under a democratic government people could vote their economic freedoms away, and lose their political freedoms in the process.  Similarly, Friedman (1962) argued that political freedom was possible only within the framework of a market economy.  Despite the intellectual arguments of Hayek, Schumpeter, Friedman, and others, democratic political leaders have consistently pushed the virtues of democratic government to transitioning economies, neglecting the significance of market institutions to the prosperity of the West.

The evidence linking democracy with prosperity is tenuous at best.  Barro (1996) finds little relationship between political freedom and economic growth, once economic institutions are taken into account.  Similarly, Gwartney, Lawson, and Holcombe (1999) find that when economic freedom is taken into account, political freedom makes no contribution to prosperity.  De Haan and Sierman (1998) and Sturm and de Haan (2005) present some evidence that political freedom increases economic growth, but Acemoglu et al. (2008) argue that once other factors are taken into account, democracy and political freedom do not affect prosperity.

This paper critically examines the nature of democratic political institutions to demonstrate that there is no reason why there should be any link between democracy and prosperity.  The crucial characteristics of government that foster prosperity are constitutional constraints on the size and scope of government.  Without such constraints, democracies have the potential to be as predatory as dictatorships, and predatory governments undermine the market institutions that generate prosperity.

Government and Coercion

The only reason governments exist is to coerce their citizens into doing things they would not freely choose to do if uncoerced.  Government forces people to conform to its regulations because without being forced they would not conform.  Government forces people to pay taxes because without the coercion they would choose not to pay.  Government forces people to obey its laws because without coercion they would act otherwise.  If people would do what the government demands without being coerced, there would be no reason to have a government, because people would freely choose those actions anyway.  Force underlies everything government does.

As Yeager (1985, 2001) insightfully notes, the threat of force is at the foundation of all government action, no matter how much one agrees with one’s government.  For example, many governments mandate that people fasten their seatbelts when riding in an automobile.  Fastening one’s seatbelt seems like a prudent action, and many people would fasten their seatbelts regardless of a law mandating that they do so.  But there are such laws and even those who would voluntarily choose to fasten their seatbelts are threatened with penalties should they choose not to.  Similarly, many people may support government spending programs sufficiently that they would voluntarily contribute their taxes to fund them, but government threatens even those who would voluntarily comply.  Regardless of how much people agree with their governments, government runs by force, and compliance with its policies is not voluntary.

A centuries-old line of reasoning argues that citizens somehow agree with each other to abide by the government’s mandates, but the obvious flaw in this line of reasoning is that, in fact, there are people who do not agree.  Rousseau was perhaps the strongest advocate of this argument that citizens are party to a social contract to follow the mandates of government.  Rousseau (1762, Book IV, Ch. 1, no. 2) says “The citizen gives his consent to all the laws, including those which are passed in spite of his opposition, and even those which punish him when he dares break any of them. … When in the popular assembly a law is proposed, what the people is asked is not exactly whether it approves or rejects the proposal, but whether it is in conformity with the general will, which is their will.  When therefore the opinion that is contrary to my own prevails, this proves neither more nor less than that I was mistaken, and that what I thought to be the general will was not so.”
  Thus, citizens are bound by a social contract and all have the same general will.  Democratic decision-making is a method of finding the general will, with which all agree.

Hobbes (1651) argued that without government life in anarchy would be nasty, brutish, and short, so obedience with the sovereign’s rules is necessary for a civilized society.  The social contract binds all members of a society, and everyone must agree to its provisions because order cannot exist if people can pick and choose which rules they want to follow.  This old idea remains current as contemporary contractarians argue that people agree to a social contract.  Rawls (1971) argues that if people would agree from behind a veil of ignorance, they are in agreement; Buchanan (1975) argues that if people would agree if a social contract were renegotiated from Hobbesian anarchy, they are in agreement.  Thus, the argument goes, people agree to be coerced, because they benefit from belonging to a society where everyone is forced to go along with the government’s rules.

Modern public expenditure theory makes similar arguments.  Because people have the incentive to be free riders, government forces people to pay taxes to produce public goods, improving everyone’s welfare in the process.  The argument has even been extended by Hochman and Rodgers (1969) to redistribution programs.  They argue that people are better off if government forces them to pay taxes so that their incomes can be transferred to others, even if they do not want to pay those taxes!  The transparent flaw in the argument, when applied to the real world, is that if there is even one stingy miser who would really rather keep his money than have it taxed away to be given to someone else, forced redistribution is not a Pareto improvement.  Even if it is, however, the argument remains that the government accomplishes its ends through force.  There would be no reason to force people to fund income transfer programs if they would voluntarily transfer the money themselves.  Similarly, there would be no reason to force people to pay taxes to fund public goods if people would voluntarily pay for those goods.

Coercion lies at the foundation of all government action, and without this foundation there would be no reason for government to exist.  Theories that purport to show that governments act through consent rather than coercion are fictions.  As Schumpeter (1950: 198) observed, “The theory which construes taxes on the analogy of club dues or of the purchase of the services of, say, a doctor only proves how far removed this part of the social sciences is from scientific habits of mind.”  Government is based on coercion, not agreement, and exists only to force people to do things they would not freely choose to do in the absence of the force of government.

Democracy and Autocracy

Viewed narrowly, the difference between representative democracy and autocracy is the way in which the government’s leaders are chosen.  In a democracy citizens choose their government’s leaders, whereas in autocracy the government is run by a self-appointed leader.  This fundamental difference can produce other differences as a result of how the political leadership in the two types of systems must act to retain power.  Those who control the government need the support of others to maintain their power.  In both democracies and autocracies those who control the government must keep potential challengers from taking their power away from them, but because of the differences in design, different strategies are likely to be used to wrest control from an autocrat versus democratically elected leaders.

In either system, those with political power do not willingly give it up, although in both systems they may choose to step down if they see that their replacement is inevitable.  The difference is that democracies have an institutionalized process for challenging those with government power in the form of elections, whereas autocrats remain in power unless they are forced out through a process not specified by formal institutions.

Autocrats can be replaced through revolution, where groups from outside the government unseat the autocrat and form a new government, or through coups, where someone within the existing governmental power structure ousts the autocrat and establishes a new government.  For obvious reasons, military leaders are likely suspects to initiate coups, because they control a substantial amount of physical force which could be used to seize political power.
  Thus, the autocrat who wants to maintain power must maintain a military service strong enough to deter revolutionaries from attempting a violent overthrow of the government, and loyal enough not to attempt such an overthrow themselves.  Similarly, others who hold powerful positions in government are potential rivals whose loyalty the autocrat needs to cultivate.

An autocrat will be surrounded by a nucleus of people who aid the autocrat in maintaining political power, and the autocrat cultivates their loyalty by making it more rewarding for them to remain a part of the existing power structure rather than trying to unseat the autocrat and try to become a part of a replacement power structure.  This is done by taxing citizens to provide benefits to those who help the autocrat maintain power.  The autocrat’s hold on power will be more secure if the citizens themselves are content with this situation, and citizen support can be cultivated by policies that increase economic productivity.  Thus, the autocrat may have an incentive to keep taxes low, to minimize regulatory barriers to productivity, and to maintain secure property rights.  In a bi-causal relationship, the longer the autocrat’s time horizon, as Levi (1988) notes, the greater the incentive for the autocrat to support an institutional structure that generates long-run growth, because the autocrat expects to be in power in the long run to tax that future productivity.  In the other direction, the more productive the institutional structure, the greater the popular support, which can help increase the autocrat's tenure.

In this sense, autocrats might view themselves as effectively the owners of a country and therefore residual claimants, in that the more productive the economy, the more there will be to tax for the benefit of the ruling class.  For a secure autocrat – say, a king who people believe serves at the will of God – the autocrat has every incentive to act as a benevolent despot who does what is best for the well-being of the country’s citizens.  Autocrats with shorter time horizons – those who fear being overthrown – have incentives to be more predatory, confiscating as much of a country’s wealth as they can before someone else overthrows them.  The predatory autocrat will enjoy a greater short-term gain, but at the expense of long-run gains that are uncertain in any event.

Herein lies the threat to the benevolent despot.  By limiting his take now for the sake of the long-run productivity of his country, he is giving up short-run benefits in exchange for long-run benefits that potential competitors might try to seize by force.  The autocrat can receive those long-run benefits only by remaining in power for the long run.  Thus, the autocrat must compensate those who support him sufficiently so that they would not view it as beneficial to join a movement to replace him.  Those who support the power of the autocrat are in a position to demand such compensation, which will produce autocracies that are less economically productive than potentially they could be, because as Bueno de Mesquita et al. (2003) and Niskanen (2003) note, the autocrat must plunder the citizens, to some degree anyway, to support his base of power.

Those who maintain political power in democratic government also must maintain support, but elections provide an institutionalized opportunity for challengers to attempt to take control of the apparatus of power.  Rather than investing in weapons and threatening physical force to oust the current leadership, opponents invest in political campaigns to elect themselves into positions of power.  This institutionalized channel for replacing the existing power structure reduces the threat of violent overthrow by opening up an alternate channel whereby power can be seized.  Democratic leaders, like autocratic ones, need support to maintain their power, but in a democracy that support must be more broadly based.  At the simplest level, the support of a majority of voters is required to gain and maintain power, and the classic analysis of Downs (1957) explains the basic strategy by which candidates appeal to the median voter to win elections.

The analysis becomes more complex when it recognizes that interest groups can strengthen the political power of some voters relative to others, but the essential element that retaining political power requires the support of a majority of the electorate remains.  Thus, whereas autocrats must cultivate the support of a relatively narrow power group to maintain their power, those who hold the reigns of democratic governments must cultivate the support of a majority.  This implies spreading out the benefits more widely.  In theory this suggests that democratic governments produce more public goods than autocratic governments, but in practice the bulk of what democratic governments produce is redistribution, not public goods, as Holcombe (2008) notes.  It appears that even in democracies, political support is more effectively generated through transfers than through public goods production.

The differences between the sources of political support in autocracies and democracies result in differences in their behaviors.  For example, as Niskanen (2003) notes, autocracies, with their limited base of support, can increase the take of the ruling coalition by conquering additional territory, which gives them additional subjects to tax.  This will not necessarily be true for democracies, which must maintain the support of a majority of the voters.  If a democratic country takes over a poorer territory, the median income of the aggregated territory falls, which will result in a reduction in the potential for redistribution to the median voter.  Thus, autocracies tend to be more aggressive in acquiring new territory, which unambiguously increases the potential income of the ruling coalition, than democracies, which could find their ruling coalition’s income fall if they acquire territories poorer than their current territory.

Despite the differences between autocracies and democracies, they share in common the need for those with political power to maintain the support of their power base in order to maintain their power.  They do so by using the force of government to transfer income and wealth from taxpayers in general to those whose support they need to remain in power.  In democracies, voters are the ultimate support group that must remain satisfied with the incumbents, but this does not alter the fact that government uses coercion to provide benefits to its supporters.  If coercion is approved by a majority, that does not make the coercion less coercive.

Maintaining Majority Support

Consistently maintaining the support of a majority in a democracy is a difficult undertaking, and as a result, in many nations the reigns of political power – both for individuals and for parties – frequently changes hands.  This may be because, as Downs (1957) suggests, all candidates are competing for the support of the median voter, so the median voter is nearly indifferent between the alternative choices.  It may be, however, that candidates target different groups for support, as Peltzman (1984) suggests, and McKelvey (1976) demonstrates that in a multidimensional issue space regardless of the platform adopted by the incumbent, a challenger’s platform could always dominate it and gain the support of a majority.  Enacting policies that will continue to maintain the support of a majority is a non-trivial task, because there always is a way for a challenger to craft a platform that a majority of the voters will prefer to the status quo.  A simple example can illustrate why.

Assume that three people will vote on how they will divide up a dollar among them.  One strategy could be Riker’s (1962) minimum winning coalition, where the division would be (1/2, 1/2, 0), a division that would be supported by two of the three voters.  Voter 3 could offer the alternative of (2/3, 0, 1/3), which would be supported by the first and third voters, and which would break up the minimum winning coalition.  This could prompt voter 2 to offer (0, 1/3, 2/3), which would gain a majority, and prompt voter 1 to offer (1/3, 2/3, 0).  Voter 3 could then re-offer his original proposal, setting up a cyclical majority that introduced Arrow’s (1951) analysis of collective decision-making.  The general point is that when democratic decision-making is used to engage in redistribution, there is always an alternative that can gain majority support to replace any given alternative.  The reason, illustrated in the simple example above, is that those in the current minority can always propose taking something from some recipients in the current majority to bribe some members of the current majority to switch coalitions and  form a new majority.

This suggests that democratic governments should be inherently unstable, yet as Tullock (1982) observes, democratic outcomes tend to be very stable.  Incumbents tend to get re-elected, and programs and expenditures tend to have even more staying power than individuals.  The reason, following along the lines of the previous section, is that those with political power use that power to maintain their support so they can continue in office.  Incumbents want to use their political power to provide benefits to their constituents, as described by Weingast, Shepsle, and Johnsen (1981) and Holcombe (1985), and engage in logrolling so that all incumbents are successful, buying political support to enhance their chances of re-election.  Weingast, Shepsle, and Johnsen refer to this as a system of universalism and reciprocity.  Universalism because all incumbents participate, and reciprocity because they support each others’ projects, enabling all of them to offer constituent benefits to gain electoral support.

In the context of the cyclical majority described above, all representatives recognize that they do better to break the cycle with a (1/3, 1/3, 1/3) division – universalism – and support each others’ efforts to buy voters with government-provided benefits.  If they could get even more money for the redistributive game, an outcome of (1/2, 1/2, 1/2) could be even more politically successful.  This will mean higher taxes, but constituents tend to credit their representatives for the benefits they get from government, but are less ready to blame them for the taxes they pay to finance those benefits.  Their assessment is, in fact, correct, in that the benefits to specific constituents would not have been forthcoming had their representatives not worked for them, but most of their taxes would remain, to pay for the benefits that go to others.
  The political process allows democratic governments to bribe constituents for their support, using the constituents’ own money to pay the bribes!

In a democracy, incumbents hold political power, and want to retain that power.  They use the power they have to buy the support of their constituents.  Unlike purchases in the market, they use the force of taxation to pay for their programs, and while some taxpayers may not like the outcome, they have no choice.  Incumbents must allocate the proceeds such that a majority believe they are better off allowing the incumbents to retain power than to replace them with challengers.  The system does not change if the challengers win, however.  The old challengers become the new incumbents, and have the same incentive to use the power of government to purchase the support of the majority.

Democracy Provides the Appearance of Legitimacy

One challenge that faces any government is maintaining the appearance of legitimacy in the eyes of the government’s citizens.  The appearance of legitimacy enhances the ability of those in charge to enforce compliance, as Edelman (1964) argues.  To the extent that citizens view those in government as a band of thieves, taking money from taxpayers in order to buy political support, their legitimacy will be eroded, meaning that taxpayers will work harder to avoid having the government appropriate their resources, and constituents will be less likely to repay any transfers with political support.  The earlier quotation from Rousseau (1762) illustrates the social contractarian argument that the actions of a democratic form of government represent the public will, and if citizens hold Rousseau’s ideology they have no basis for objecting to anything a democratic government does, even if they, personally, find themselves in disagreement.  Democracies are not alone in devising institutions that increase the appearance of legitimacy.  Historically, dictatorships and hereditary monarchies have presented their leaders as being chosen by the gods, or at least having the approval of the church; more weakly, hereditary monachy might be defended as a popularly-approved selection process, or even one required for an orderly society, as Hobbes (1651) suggested.

Indeed, the contrast between Hobbes and Locke (1690) is striking, because Hobbes argues the social contract requires that citizens obey the rules of the sovereign, whereas Locke, a few decades later, argues that if the sovereign acts against the public interest, citizens have a right to overthrow and replace the sovereign.  As Locke’s arguments gained acceptance, the legitimacy of all but the most benevolent dictators would come into question, and one possible reason for the displacement of autocrats by democrats among world governments in the last few centuries is that autocrats lost their appearance of legitimacy due to arguments just like Locke’s – and Rouseau’s – destabilizing autocratic government and paving the way for its replacement by democratic government.  Democracies, after all, are institutionalized to reflect the popular will.

The apparent legitimacy of democratic decision-making, in contrast to autocracy, enhances the ability of democratic governments to use the force of government to engage in transfers to politically-powerful groups.  Autocratic governments certainly undertake such transfers to those with political connections, but those transfers are recognized as the result of political favoritism, and increases in transfers reduce the government’s appearance of legitimacy, placing some constraints on the ability of autocracies to engage in transfer activities.  Yes, political insiders in autocracies can receive handsome rewards for their insider status, but as Niskanen (2003) notes, insiders are a relatively small group in autocracies.  In contrast, there are fewer constraints on transfers in democracies because of the apparent legitimacy of outcomes generated by a democratic process, so aggregate transfers can be much larger.

Rent Seeking in Democracy

Autocracies, with a limited and (almost) fixed ruling group, institutionally constrain rent-seeking, and with it, the welfare losses from rent-seeking.  The autocrat wants to pay off those in the ruling group to maintain their support, limiting the need for rent-seeking waste, while those outside the group have little hope of obtaining rents, except perhaps from finding a way to join the autocrat’s coalition, or by revolution.  Those in the autocrat’s favored group recognize their favored positions, and pushing too hard for more – that is, rent-seeking – could backfire, and the rent-seekers could be replaced by the autocrat.  Rent-seekers in democracies are exercising their constitutional rights.  They may not be successful, but the only penalty for unsuccessful rent-seeking in a democracy is the resources used up in the rent-seeking.

Autocracies are what North, Wallis, and Weingast (2009) refer to as limited access orders, where personal relationships are important, which limits the ability of outsiders to join the ruling coalition, and with it, the rent-seeking losses associated with trying.  Revolution, as Kurrild-Klitgaard (1997) notes, is potentially costly, but unlikely because of an extreme free-rider problem.  Not only do discontented citizens have an incentive to free ride on other discontented citizens who might overthrow the government, unsuccessful revolutionaries will pay a substantial cost at the hands of the incumbent government.  Thus, even if there is a sufficient mass of citizens to successfully overthrow the incumbent government, they are unlikely to make an attempt because of the free rider problem and the substantial cost in the event of failure.  The point is, autocratic governments have institutions in place that limit the amount of rent-seeking losses they will incur.

In democracies the potential for rent-seeking losses is nearly unlimited.  The political process provides a mechanism within which citizens can participate to try to generate private gains for themselves at public expense, and the democratic nature of the process gives it the appearance of legitimacy.  When rent seekers succeed in obtaining a rent in a democracy, the very process by which they succeed legitimizes their success.  Following along the lines of Rawls (1971) and Buchanan (1975), an outcome is legitimate if the process that produces it is legitimate.  Democratic governments establish legitimate institutions through which collective decisions are made, so when rent-seekers work though those processes and receive government-granted rents, the rents they receive appear legitimate.

In an autocracy one can fault the plunderers, who are political insiders, for taking from the general public for their own benefit.  In a democracy, the plunderers – the rent seekers – work through legitimate political channels and receive their plunder through government approval.  One might fault those in government for approving the rents, but one cannot fault the rent-seekers, because seeking private benefits at public expense is a legitimate practice in democratic government, whereas it is a questionable practice in autocracy.  Democratic institutions encourage interest groups to enter the political process and engage in rent-seeking.  Participation in the political process is not only accepted but is viewed as a patriotic activity on the part of citizens.  Political apathy – the refusal to participate – is viewed as unpatriotic.  Lobbying government is not only a generally-accepted practice in democracies, but is even painted as virtuous because people are involving themselves in political discourse and lobbying allows their voices to be heard.

The concept of rent-seeking, introduced by Tullock (1967), was named by Krueger (1974), who described the rent-seeking waste she observed in India, which had been democratic since its independence from Britain in 1947.  McChesney (1987, 1997) discusses the way that politicians can extract rents, with associated rent-seeking losses, from groups simply by threatening to pass legislation that would harm them.  The concept of rent-seeking and the associated rent-seeking losses was developed with reference to democratic decision-making because that is where the potential for these losses is most significant.  Observers at least as far back as Tocqueville (1835) have noted the potential inefficiencies that arise when people in democracies discover that they can vote themselves benefits at the expense of others.

Olson (1982) saw the potential for rent-seeking losses to grow over time in democracies as political coalitions become more firmly entrenched.  With limited government productive activity is more rewarding than predatory activity, but as government grows and interest groups become more firmly entrenched in public policy, forced transfers increase and predatory activity becomes relatively more attractive when compared to productive activity.  Over time, the rent-seeking losses in a democracy increase, sapping productivity and eroding prosperity.  This is the essential tension between democracy and prosperity.

The Ideologies of Capitalism and Democracy

The Cold War of the second half of the twentieth century pitted capitalist democracies like the United States and countries in Western Europe against the socialist dictatorships like the Soviet Union and China.  This taxonomy tended to separate economic and political systems, much as Fukuyama (1992) did when identifying the triumph of democratic governments and capitalist economies.  In this two-dimensional vision, countries sat between the extremes of democracy and dictatorship in the political dimension and between capitalism and socialism in the economic dimension.  It is easy to envision countries independently locating in various positions in either dimension.

The United States would be an example of a capitalist democracy and the Soviet Union an example of a socialist dictatorship.  But other combinations are possible.  Sweden and India could be cited as examples of socialist democracies, and fascism such as that of Hitler’s Germany has often been depicted as a capitalist dictatorship.
  Thus, any combination of political and economic systems would be possible in this two-dimensional framework, and the framework itself was reinforced by the Cold War tension between democracies and dictatorships, and between capitalist nations and socialist nations.

This framework has the liability that it does not take into account the scope of government.  Another way to envision political and economic order is to view a continuum with liberty and limited government at the extreme of one axis and coercion and big government at the other extreme.  In the extreme libertarian society people make their own choices about their lives and how they allocate their incomes; at the coercive extreme government tells them what they must do.  In the extreme libertarian society, as Holcombe (2002) notes, there is little room for either democracy or autocracy, because those are two systems for controlling the power of government and in the extreme libertarian society there is almost no government control.  Seen in this way democracy and autocracy fall at the government end of the liberty-government continuum, and are two ways of determining who does the coercing.  Under autocracy it is the autocrat; under democracy it is the majority.

In the libertarian extreme, there is little room for either democracy or autocracy, because people make their own decisions.  With a constitutionally-limited government of minimal size, whether the government is democratic or autocratic makes little difference to people’s lives.  The bigger factor is the constitutional limits on the power of government.  As the society moves from liberty to coercion, the type of government makes more difference, as the previous sections have described.  During the Cold War era the prosperity of Western nations was not due to the type of government they had – that they were democracies rather than dictatorships.  It was due to their economic systems – that they were capitalist rather than socialist.

The cold war ideology obscured the differences between capitalism and socialism, on the one hand, and democracy and dictatorship on the other, because on one side were capitalist democracies and on the other were socialist dictatorships.  As a result, the beneficial effects of capitalism tended to be ascribed excessively to those countries’ democratic politics.  Capitalist economies allocate resources based on individuals’ choices, not on government direction, so with reference to government, the key factor in this cold war division was not that capitalist nations were democratically governed but that the scope of their governments was constitutionally limited.  It was limited government, not democratic government, that led to the prosperity of capitalist democracies.

Institutions and Prosperity

Over the last few decades a considerable literature has developed that has identified those institutions that lead to prosperity.  Mokyr (1990) and Landes (1998) both offer compelling arguments that prosperity is the result of the adoption of capitalist economies with market institutions, limited government, and the protection of property rights.  Throughout history, and throughout the world, countries that have done so have prospered; those that have not have languished in poverty.  Perhaps the most compelling natural experiment was the division of Korea into two countries with different economic institutions following World War II.  Both countries started with the same people, the same culture, the same language, and the same level of economic development.  South Korea, with market institutions, has grown to be among the more prosperous countries in the world, while North Korea, with its centrally-planned economy, is among the world’s poorest countries.  A similar experiment was done with the division of Germany into East and West Germany, with similar results.

India and China, two of the world’s fastest-growing economies since the 1990s, offer interesting case studies.  For both countries, their economic growth accelerated when they allowed market institutions to substitute for government planning, but an interesting contrast between the countries is that India has been a democracy since its independence from Britain, whereas China has never had democratic government.  It appears that the adoption of market economies is the common element that has allowed both economies to grow, despite their very different political environments.  Economic institutions appear to make the difference, independent of political institutions.

Gwartney and Lawson (2004) have created an Economic Freedom Index to quantify those economic institutions that define a market economy, and Berggren (2003) reviews a substantial literature that has used Gwartney and Lawson’s index to demonstrate empirically the connection between economic freedom and prosperity.  The key features of a market economy, following Gwartney and Lawson, are protection of property rights, rule of law, low taxes and government spending, minimal regulatory restraints on economic activity, freedom of trade, and a stable monetary system.  As Gwartney, Lawson, and Holcombe (1999) note, when measures of economic freedom and political freedom are considered together, differences in economic freedom explain differences in levels of income and changes in economic freedom explain differences in economic growth.  Once economic institutions are accounted for, differences in political institutions have little impact on prosperity.

Constitutions and Democracy

Looking at Gwartney and Lawson’s list of institutions that lead to prosperity, they are all market institutions, but in contemporary societies all are overseen by some form of government.  The legal structure, protection of property rights, freedom of trade, the monetary system, and most obviously, taxes, government spending, and regulation are determined by political institutions.  Thus, while economic institutions are the key to prosperity, political institutions are the key to maintaining those economic institutions.  Prosperity requires that political institutions be designed to preserve economic freedom.  To use Hayek’s (1960) phrase, a constitution of liberty is required for prosperity.

In constitutional democracies, there has been a tendency – especially in the past few decades – to overemphasize the importance of democracy and underemphasize the importance of constitutional constraints on the power of government.  After the collapse of the Berlin Wall in 1989, followed by the demise of the Soviet Union in 1991, the leaders of Western nations were emphatic about the importance of establishing democratic governments in those nations in transition.  Market institutions – the key to prosperity – received relatively little emphasis.

The instrumental feature of constitutional democracy is constitutional constraints on government so that government protects the rights of individuals and is constrained from limiting their freedom.  Political freedoms, such as the right to free speech, are important in their own right, but economic freedoms are essential to the production of a prosperous society.  In constitutional democracy, constitutional constraints are the key feature of the political design.  Democracy is only a means to that end.

Government powerful enough to protect the rights of its citizens also is powerful enough to violate the rights of its citizens.  Constitutional constraints on government are designed to prevent government from violating citizens’ rights, but how is the power of government to be controlled?  Democracy is one way, and perhaps the best way.  But, as Polanyi (1944: 234) remarked, “Socialism is, essentially, the tendency inherent in an industrial civilization to transcend the self-regulating market by consciously subordinating it to a democratic society.”  In a constitutional democracy it is the constitution, not the democracy, that enables prosperity.

Democracy is a means to an end.  It is a method whereby citizens have the ability to determine who will hold the reigns of government power.  In a democracy, if citizens are dissatisfied with their political leaders, citizens can vote those leaders out of office.  In an autocracy, political leaders remain until they are forced out.  Elections provide not only a non-violent method of forcing leaders out of office, but also a periodic referendum on whether they should stay.  This is the advantage democracy offers over autocracy.  But, to emphasize, democracy is a means to an end – a means to maintain constitutional government – and not an end in itself.

Unconstrained Democracy

Unconstrained democracy suffers from the obvious problem that a majority can vote themselves benefits at the expense of a minority.  This provides such a clear argument against designing public policy to follow the will of the majority that it needs little support.  It is worth noting, however, that the democratic decision-making process will lend more legitimacy to predatory majorities than to a predatory autocrat.  Citizens recognize that the predatory autocrat’s plunder is an abuse of power, and will be ready to forcibly remove such autocrats from office at the first sign of the autocrat’s weakness on the grip of power.  Ferdinand Marcos, the Shah of Iran, and a host of Eastern European dictators after the fall of the Berlin Wall provide evidence.

The majority in a democracy can be just as predatory as an autocrat, but unlike with the autocrat, the predatory majority is only a symptom and the real problem lies mostly with the political system within which that majority operates.  Those leaders of the predatory majority can be voted out of office, but the political institutions within which they operated remain, and are filled with a new set of democratic leaders who are ready to use their offices for plunder.  The fault lies not with the individuals but with the system.  As noted earlier, political leaders in a democracy must win the support of a majority to remain in office, and as long as the institutions allow it, this support can most effectively be bought by using the coercive force of government to tax and regulate some for the benefit of others.  Applying the logic of competitive politics depicted by Downs (1957), if the incumbent leaders do not use all the power at their disposal to provide benefits for a majority, challengers can make a majority a better offer and unseat the incumbents.

Democracy requires constitutional constraints to keep it from turning into a system in which a majority plunders and oppresses a minority.  Alexis de Tocqueville (1835) described this as a “tyranny of the majority,” which he saw as an inherent tendency in democratic government.  Nobody explicitly advocates unconstrained democracy, which would give a majority the power to use government for whatever ends they saw fit.  However, public policy arguments are frequently implicitly supported with this argument.  Policies are advocated because of their popular support, independent of any constitutional foundation.  These are the types of policies that erode the constitutional foundations of government and create the conflict between democracy and prosperity.

Constitutional Design

In the most abstract framework, constitutional democracy consists of a set of constitutional rules that define the scope and powers of government.  The United States Constitution is drawn up according to this framework, because it enumerates the powers government has and explicitly states that its powers are limited only to those the Constitution enumerates.  Thus, the constitution specifies the government’s activities, and the role of democracy in this constitutional democracy is limited to determining who will exercise the government’s power to carry on those enumerated powers.  Buchanan and Tullock (1963) make a clear distinction between the design of constitutional rules and the postconstitutional decisions that are made within those rules.  The constitutional rules determine the government’s enumerated powers.

The constitutional rules required for prosperity have already been noted.  Getting those rules in place to begin with is not a trivial task.  In hypothetical settings, Rawls (1971) argues that optimal constitutional rules are those that would be agreed to from behind a veil of ignorance; Buchanan (1975) argues that optimal constitutional rules are those that would be agreed to in a renegotiation of the rules from a setting of anarchy.  One feature of the Rawls-Buchanan framework is that in their hypothetical settings, everyone agrees to the rules.  Another feature is that in both instances, the settings within which agreement takes place leaves citizens with substantial uncertainty as to their roles in society under the resulting constitutional rules.  If people do not know what roles they will occupy under constitutional rules they are considering, they will naturally want those constitutional rules to be impartial, and conducive to prosperity.

In reality constitutions are not designed by impartial observers; rather, those who hold power in preconstitutional society will have the ability to design the constitutional rules.  Even the United States Constitution was designed to further the interests of its authors, Beard (1913) argues.  The American Founders tended to be entrepreneurs and businesspeople, which is why the Constitution was slanted to favor productive activity over predation.  In other settings, those who design the rules are more predatory, and the constitutional rules are designed from the start to favor some people over others.  Designing a constitution that supports an institutional structure of prosperity is a difficult task.  Even if that task is accomplished, maintaining such a constitution is a challenge that democracy tends to undermine.

Democracy Erodes Liberty

In an ideal setting of constitutional design, the structure of constitutional rules remains separate from the postconstitutional decisions made under those rules.  In the real world, the division between constitutional and postconstitutional decision-making is not so clear-cut, and postconstitutional decisions effectively change the constitution.  Olson (1982) describes a process in which a political structure, derived de novo, sets a structure of impartial rules within which people can interact.  As the nation matures, interest groups form and gain strength, and with their growing strength comes an increasing ability to influence government policy to favor those interest groups at the expense of the general public.  This produces the rent-seeking losses described by Tullock (1967) and Krueger (1974).  Government grows as interest groups gain political power, which in turn encourages others to lobby government for benefits.

Baumol (1990) paints this contrast between institutional structures nicely.  When institutions protect property rights, treat everyone the same under the law, and prevent government from favoring some groups over others, entrepreneurial individuals will prosper by engaging in productive activities that add to the prosperity of everyone.  When institutions allow some people to use the political system to effect transfers from others to themselves, entrepreneurial individuals will engage in rent-seeking activities to try to use the force of government to enrich themselves.  Successful entrepreneurship in the first case is directed toward productive activity; in the second case it is directed toward predatory activity.

Herein lies the long-term problem with democracy.  Those with political power must be reelected to maintain that power.  To be reelected they must win the support of a majority, which means proposing a platform that a majority sees as preferable to competing platforms.  Thus, both incumbents and challengers propose using the political structure for the benefit of the majority.  Some votes can be won by using the force of government to design transfers from some citizens to those potential supporters.  With constitutionally constrained government, the ability to effect such transfers is limited, but because there is not a clear dividing line between constitutional and postconstitutional decisions, constitutional constraints erode over time as politicians push the limits to expand the power of government.  Those expanding limits give those in power the ability to increase the support they give to the majority that elects them.

This is especially clear when looking at the U.S. case, because the U.S. Constitution is so clearly a document that enumerates the powers of the federal government and nominally prevents the government from expanding beyond those enumerated powers.  In a literal reading of the U.S. Constitution one would be hard-pressed to find any constitutional authority for the government to run a compulsory retirement system, yet somehow the Supreme Court ruled the Social Security program constitutional in 1937.  Similarly, one would be hard-pressed to find any constitutional authority for the federal government to run a health care program, yet when Medicare and Medicaid were established in 1966 those constitutional limits had been eroded so far that the programs were not even challenged.

The issue is not whether Social Security and Medicare are desirable programs.  If they are, the Constitution has provisions for amendment to allow them.  The point is that the Constitution did not require amending, even though there is no authority for those programs in the Constitution’s enumerated powers, because the constitutional constraints on the scope of government have been eroded to such a degree that there are no effective constitutional limits remaining.  The principle of constitutional constraints to protect the liberty of its citizens has been eroded and replaced by the “principle” of democracy, which in effect says that if most people favor a certain policy the government should do it.  But democracy is not, in fact, a principle.  Unconstrained, it is a political system that allows a majority to use the force of government for their benefit, at the expense of a minority.  When this happens, predation, using the power of government to extract resources from some for the benefit of others, becomes a more effective method of generating income than production, and democracy erodes prosperity.

The Legitimization of Coercion

While Rousseau (1762) saw democracy as a way of revealing the public will, an analysis of the actual institutions of democracy shows that democratic decision-making opens the door to rent-seeking and provides an avenue for some to use the political process – that is, the force of government – to transfer resources from others to themselves.  While all government action is coercive at its foundation, one pernicious aspect of democratic government is that it legitimizes the use of the force of government to benefit some at the expense of others.  In autocratic government, it is apparent that the autocrat controls the coercive powers of the state, and the autocrat that abuses those powers runs the risk of being overthrown and replaced.  In a democracy, government actions are justified as being an expression of the popular will.

As Edelman (1964) notes, democracy has symbolic value that legitimizes the policies of democratic government.  Every citizen is given the opportunity to participate, through voting, contacting elected representatives, joining interest groups, and participating in lobbying.  The selection of representatives is the result of a process in which every citizen can participate, legitimizing their selection as, indeed, representative of all citizens.  Therefore, the decisions those representatives make are legitimized as the result of their democratic selection process.  After that, citizens can make their voices heard in varying ways, so unlike autocracy, where the autocrat determines policy, in a democracy public policy can be traced directly back to the citizenry.  Some individuals may not agree with some government policies, but because one set of policies must be implemented for everyone, policies implemented by democratic governments express – albeit indirectly – the will of the majority and are thus appear more legitimate than policies imposed by the will of an autocrat.

Are the policies of democratic governments really more legitimate?  The social contract theory of the state, running through Rousseau, Rawls, and Buchanan, makes democratic decision-making appear to be the result of agreement, but policies of democracies are just as coercive as those of autocracies.  Consider, for example, firms that lobby government to use the force of government to protect them from competitors, perhaps through tariffs to protect them from foreign competition, perhaps through regulation to exclude competitors from the market, perhaps through government contracts to buy their output, or perhaps through outright subsidies.  Rent-seeking activities that lead to this type of benefits to some who have political power at the expense of the general public can hardly be called the will of the majority.  As Olson (1965) notes, concentrated interests have an advantage in the political process because they can more effectively organize themselves, and the concentrated benefits they receive makes political action worthwhile, whereas when the costs are spread among a large group their incentive to oppose those special interest benefits is diluted, and in any event it will be difficult for large interests to organize.

The result is that concentrated special interests are able to use the institutions of representative democracy to create policies that forcibly transfer benefits from diluted interests to themselves.  This rent-seeking is nothing the majority agreed upon, nor is it anything the majority would favor.  Democratic political institutions have the appearance of legitimacy, but it is no more legitimate for politically connected interest groups to plunder the general public than it is for a robber to take someone’s property.  As Downs (1957) notes, most people are rationally ignorant of most of what government does.  This rent-seeking activity is simply a matter of some people using the force of government to effect transfers from others to themselves.  However, when the government is democratic there is the appearance of legitimacy simply because of the democratic form of government.  If an autocrat did the same thing, it would be more clearly seen for what it is: those with political power using the force of government for their own private benefit.  When the same thing happens in a democracy, the symbolism associated with democracy legitimizes what amounts to taking the property of some for the benefit of others.

Democracy does not enable prosperity, it legitimizes plunder – more benignly referred to as rent-seeking in the academic literature – which erodes prosperity.  Democratic election of a nation’s political leaders has much to recommend it, but the common notion of democracy at the beginning of the twenty-first century goes well beyond that, to the notion that if a policy is supported by a majority, the government should enact it.  This broader twenty-first notion of democracy stands at odds with the prosperity that has been produced by the market economy.

Democracy in a Historical Context

Unconstrained democracy allows a majority to use the force of government to transfer resources from productive members of society to themselves, undermining the incentive structure that is required for prosperity.  This thesis might appear alarmist considering the widespread and growing prosperity that the world has seen for as long as anyone alive today can remember.  However, one does not have to look too much further back in history to find a time when this was not the case.  The economic progress the world sees today began with the Industrial Revolution around 1750, so is only a few hundred years old.  It is a short time in human history indeed, begun only when the institutions allowing for economic progress solidified in eighteenth-century Britain and then spread around the world.  Meanwhile, the modern concept of democracy that threatens to undermine the institutions of prosperity is only about a century old and is still evolving.

Prior to the twentieth century democracy was not viewed as an end in itself, but rather as a means to an end.  Democracy was viewed as not as method of implementing the will of the majority, but rather as a method of selecting a government’s political leaders, and those leaders were viewed – and viewed themselves – as subject to constitutional constraints on their use of governmental power.  As Higgs (1987) describes, in the nineteenth century people viewed the role of government as the protection of individual rights.  In the late nineteenth century this ideology changed so that people came to view an expanded role of government, where government was not only responsible for protecting their rights but for also looking out for people’s economic well-being.

This ideological change transformed democracy from a method of selecting a nation’s political leaders into a method for determining the role of government in the economy.  That evolution of the concept of democracy, begun in the Progressive era around the beginning of the twentieth century continued through the New Deal and years of the Great Depression as the government became increasingly involved in not only direct transfers to support some people at the expense of others but also in regulating the market activities of individuals.  By the end of the twentieth century democracy meant the determination of public policy according to the will of the majority.  By some measures modern democracy might be viewed as having a history that dates back centuries, but democracy in the modern sense of the role of government being to implement the will of the majority really only dates back a few decades.

Higgs (1987) notes that government has ratcheted up its power during periods of crisis, like wars and depression.  Indeed, in the twentieth century this is apparent as effects of two world wars and the Great Depression of the 1930s.  Modern democracy finally emerged full-strength, Holcombe (2002) argues, in Lyndon Johnson’s Great Society, where a major expansion of the scope and power of government occurred not as a result of a crisis, but rather because a majority supported it.  In the United States, Medicare and Medicaid were created in 1966 not because health care was deteriorating – in fact, health care was improving – but because of the optimism of the majority behind Johnson’s Great Society.  Government programs were expanded to create a War on Poverty in the 1960s not because poverty was increasing – in fact, it was rapidly decreasing – but because a majority supported it.  During this same period the welfare state greatly expanded in Europe, again because of its popular appeal, not because welfare was deteriorating.  Constitutionally constrained government gave way to democratic government, which meant government directed by the will of the majority.

One might view this paper’s critique of twenty-first century democracy as alarmist, thinking, “Things have always worked this way.”  That may appear true to people who are only remembering what they have experienced in their lifetimes, but one does not have to go back too far in history to see that in fact, the contemporary concept of democracy is relatively new.  Modern institutions of democracy, in which people view the plunder of some for the benefit of others through democratic government as a legitimate exercise of government power, is a post-World War II phenomenon.

Conclusion

At the beginning of the twenty-first century democracy is held in such high regard that any criticism of it might even be taken as a stance against a basic human right.  Yet public policy designed by democracy is antithetical to prosperity and ultimately harmful to human rights.  Prosperity requires liberal economic institutions, and democracy should be seen as a means to an end, not an end in itself.  Government is at its foundation a coercive institution, and covering it with a veneer of democracy does not change the fundamentally coercive nature of government.

Markets work through voluntary agreement.  In market transactions people obtain things only from people who agree to an exchange.  Government works through force.  It obtains its revenues through compulsory taxation and requires obedience to its regulations.  The common notion that democratic government legitimizes this coercion is dangerous, because it conveys to the majority the appearance of a legitimate right to confer benefits to themselves at the expense of those who are taxed and regulated.

What would appear as plunder if done by an autocrat, or simple theft if done by a fellow citizen, appears as the will of the majority in a democracy.  If a poor and hungry person approaches a citizen on the street, pulls out a knife, and says, “Give me your money, and I will force you and harm you if you don’t comply,” that would be viewed as robbery.  If a democratic government says, “Pay your taxes to fund food stamps and other transfers to a subset of citizens, and we will harm you and extract those resources from you by force if you don’t comply,” that, in a democracy, is viewed as a part of the social contract.  Rothbard (1982, p. 163, emphasis in original) says, “It would be an instructive exercise for the skeptical reader to try to frame a definition of taxation which does not also include theft.”

Democracy and prosperity are at their foundations incompatible.  Prosperity requires the protection of property rights, equal protection under the law, and transfers of resources only through the voluntary consent of those who own them.  Democracy means imposition of the will of the majority, which allows the majority to violate property rights, favor some over others under the law, and to forcibly transfer resources from some to others.

The democratic legitimization of government coercion does not remove government’s coercive element, and when one looks at democratic institutions in detail, rather than at a distance with a romantic notion of democracy, one sees that democratic political institutions allow those with political power to use the force of government to benefit themselves by imposing costs on others.  Democratic government has the potential to be more pernicious precisely because it appears to be more legitimate.

Prosperity is produced by market institutions, and market institutions require the protection of property rights, rule of law, and low tax and regulatory barriers to exchange.  Those conditions require a certain set of economic institutions, and a constitutionally limited government can help implement and maintain those institutions.  In this framework, democracy can be used as a means to the end of prosperity, but if democracy is viewed as an end in itself, constitutional constraints will be eroded and democratic politics will find itself at odds with the economic institutions that create prosperity.  There is an inherent tension between market institutions and democratic government, a tension that can be controlled though constitutional constraints on the scope of government.  Without such constraints, democracy will undermine prosperity.
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� This is a translation from the original French, but it is still worth noting that in the translation “people” is treated in the singular twice; first when Rousseau says “…when the people is asked…” and then again saying “…whether it approves…”  Thus, Rousseau treats the people not as a group of individuals, but as a single entity with a single general will.


� Rawls (1971) and Buchanan (1975) do not argue that all government rules are a part of the social contract, and develop a conceptual framework for identifying those that are.  Their frameworks fall somewhat short in this regard, however, because (despite the attempt of Rawls to do so) it is unclear which specific provisions the social contract contains.


� Recognizing this potential, governments design institutions to make military coups less likely.  For example, in the United States military personnel are routinely shifted to new assignments every few years in which they will be relocated so they have a different peer group.  This prevents the formation of long-standing personal relationships among military leaders, reducing the possibility that a small group of close friends in control of the military can engineer coups.  The network of military leaders would have to be much larger to engineer a successful coup, because a group of people working together today will not have long-standing relationships with each other, but will have longer relationships with their former military colleagues who now have different assignments in different places.  In such an institutional setting, it is unlikely that a small group of military leaders could design and effect a coup without information spreading outside the group, to others who may be in a position to stop it.  Military people tend to move frequently, and be reassigned, as a method of protecting against a military take-over of the government.


� Deacon (2009) provides evidence that democracies produce higher levels of public goods than dictatorships, perhaps indicating preferences of dictators for plunder over production.


� This is not unlike the way people view the health care they receive when paid for by insurance.  They get benefits from their own health care providers, paid for by the premiums assessed on everybody, so even though people want lower health insurance premiums, they still ask their own providers for the highest-quality – and most expensive – care.


� Hayek (1944) argued that this depiction is incorrect.  In fact, fascist governments exercised considerable control over their economies, making them more centrally-planned than market based.  Nonetheless, fascism has commonly been depicted as capitalist and dictatorial.


� Higgs (1987) discusses this change in ideology with reference to American politics, but the same general thesis applies to European politics as well, although the transition came ahead of the American transition by a decade or two.





