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Democracy

What leads to democratization? There are several types of theories

collective action by the disenfranchised/threat of revolution (Acemoglu
and Robinson, formalizing and extending long case study literature)
intra-elite competition (Lizzeri and Persico)
elites enfranchise people to make them stake-holders in society in the
context of inter-state wars (Ticchi and Vindigni)
more recent class of theories suggests that elections may actually be an
attractive way of otherwise authoritarian elites to manage power (I�m
sceptical... no good model)
Clearly a lot of di¤usion in democratization and spatial correlation -
mechanisms for this are not clear.

Cross national evidence has remarkably few robust �ndings (negative
economic shocks induce democratization is one of them: �Rain and
the Democratic Window of Opportunity,�Markus Brückner and
Antonio Ciccone, Econometrica, 79, No. 3 (May, 2011), 923�947.)
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The 1832 Reform Act

Aidt and Frank (2015) study the famous reform act which started
modern democracy rolling in England.

They exploit the fact that inbetween the general election of 1830 and
the following one in 1831 the so called �swing riots�broke out. They
started in Sevenoaks in Kent and according to historians seem to have
spread along roads. Hence they use travel time distance to Sevenoaks
along the road network as an instrument for the total number of
swing riots within a 10km radius of each constituency.

The 1831 election was something like a plebiscite on political reform,
Whigs and Radicals for, Tories against. They can condition on Whig
votes in 1830 and look at the change.

Quantitatively the IV estimates suggest that the swing riots can
explain all of the shift in voting for the Whigs, and thus reform.
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Some Consequences for Roads

Natural to believe that democratization implies a big shift in the
distribution of power in society which we�d expect to have a �rst
order impact on public policy.

I think the evidence is consistent with this, though not everyone
agrees and there are not that many well identi�ed studies.

One interesting one if the investigation of Kenyan roadbuilding by
Burgess et al. They show there is severe ethnic bias in roadbuilding
during authoritarian periods but that it goes away in democracy.

Very consistent with the �Regional Favoritism� results I brie�y
(though critically..) discussed last time.
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What else does Democracy do?

Last time we saw in the �Regional Favoritism�paper that there are
heterogeneous e¤ects from democracy - the more democratic a
country is, the less regional favoritism there is.

According to Jones and Olken�s paper democracy makes the impact
of leadership on economic growth insigni�cant as well.
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The Devil in the Details

There are many aspects of democratic institutions (and autocratic
institutions too, but these are much less studied..)

In my �Land and Power� (AER 2008) paper I investigated(with
Jean-Marie Baland) the impact of the introduction of the secret
ballot in Chile in 1958. (Until the early 1990s in Colombia the
political parties printed their own ballot papers which you had to
request when you voted, after that they introduced a uni�ed
�tarjeton�, many similar institutional reforms to examine....)

Fujiwara examines instead the introduction of electronic voting in
Brazil. His hypothesis is that this made it much easier for illiterate
people, who previously had to read instructions and write in the name
or number of the candidate they wanted to vote for, to vote correctly.

Previous to the reform there were many error ridden and blank ballots
that were discarded.
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The Impact

In the 1998 election only municipalities with more than 40,500 people
used the new technology. In 2002 all municipalities used it. He uses
regression discontinuity design on municipal population.

His results show that such a simple change seems to have a large
e¤ect on enfranchising uneducated voters which led to

election of more left-wing state legislators
increased public health care expenditure
increased health care utilization
led to improved infant health (birthweight)
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The Transition to Democracy

In these last several empirical examples it seems non-problematic that
a transition to democracy redistributes power which generates
di¤erent social choices and policies.

But even if non-democratic elites have to give away their �de jure�
power, don�t they still have a lot of de facto power (money, resources,
armed thugs...)?

Couldn�t this severely limit the transformative impact of democracy?

Yes, is the answer, Acemoglu and I developed a model to look at this
(though it is there in the form of the �coup constraint� in our
�Theory of Political Transitions�paper).
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A Baseline Model

Consider an in�nite-horizon society in discrete time with a �nite
number L of citizens/workers and M elites.

Assume that citizens are signi�cantly more numerous than the elite:

Assumption 1 L >> M.

Let h 2 fE ,Cg denote whether an individual is from the elite or a
citizen, and E and C to denote the the set of elites and citizens,
respectively.

All agents have the same risk-neutral preferences given by

∞

∑
j=0

βj
�
ch,it+j + G

h
t+j

�
(1)
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Public Goods

The elite and citizens enjoy di¤erent types of public goods.

Assume that in each period only one of two types of public goods can
be provided (and this is without any costs).

The �rst type of public good is only valued by the elite, while the
second is only valued by the citizens.

We use gt+j 2 fe, cg to denote the decision about which public good
to provide, with gt+j = e denoting that the public good valued by the
elite is provided, hence GEt+j = γE > 0 and GCt+j = 0, while if
gt+j = c , the public good valued by the citizens is provided so
GEt+j = 0 and G

C
t+j = γC > 0.
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Production and Distribution: Competitive Markets

Each citizen owns one unit of labor. Each member of the elite i 2 E
has access to a linear production function to produce the unique
private good with constant marginal productivity of A.

We consider production and distribution under two di¤erent sets of
(reduced-form) economic institutions.

In the �rst, labor markets are competitive and we index these
institutions by the subscript c . When there are competitive labor
markets, τt = c , the wage rate (and the wage earnings of each
citizen) is:

wc � A. (2)

The return to a member of the elite with competitive markets is
similarly

Rc � 0. (3)
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Production and Distribution: Distorted Markets

The alternative set of economic institutions favor the elite and are
labor repressive (τt = e).

We parameterize the distribution of resources under labor repression
as follows: λ < 1 denotes the share of national income accruing to
citizens and δ 2 [0, 1) is the fraction of potential national income,
AL, that is lost because of the ine¢ ciency of labor repression.

This implies that factor prices under these economic institutions can
be expressed as:

we � λ (1� δ)A, (4)

and

Re � (1� λ) (1� δ)
AL
M
. (5)
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Factor Prices

Factor prices can then be written as a function of economic
institutions as wt = w (τt = e) = we , Rt = R (τt = e) = Re ,
wt = w (τt = c) = wc and Rt = R (τt = c) = Rc . For future
reference, let us also de�ne

∆R � Re � Rc = (1� λ) (1� δ)
AL
M
> 0, (6)

and
∆w � wc � we = (1� λ (1� δ))A > 0 (7)

Since the citizens are signi�cantly more numerous, i.e., L >> M, (6)
and (7) imply that ∆R >> ∆w .
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Political Regimes and De Facto Political Power: The Elite

There are two possible political regimes, democracy and
nondemocracy, denoted respectively by D and N.

At time t, the �state�of this society will be represented by
st 2 fD,Ng.
Political power is determined by the interaction of de facto and de
jure political power. Both groups can invest to garner further de facto
political power. In particular, suppose that elite i 2 E spends an
amount θit � 0 as a contribution to activities increasing their group�s
de facto power. Then total elite spending on such activities will be
∑i2E θit , and we assume that their de facto political power is

PEt (s) = φE (s)∑
i2E

θit (s), (8)

where φE (s) > 0.
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Political Regimes and De Facto Political Power: The
Citizens

Citizens�power comes from three distinct sources. First, they can
invest in de facto political power.
Second, they may sometimes solve their collective action problem and
exercise additional de facto political power.
Finally, citizens will have greater power in democracy than in
nondemocracy.
Overall, the power of the citizens when citizen i 2 C spends an
amount θit � 0 is

PCt (s) = φC (s)∑
i2C

θit (s) +ωt + ηI (st = D) , (9)

where φC (s) > 0, ωt is a random variable drawn independently and
identically over time from a given distribution F (�),
I (s = D) 2 f0, 1g is an indicator function for s = D, and η is a
strictly positive parameter measuring citizens�de jure power in
democracy.
Equation (9) implies that in democracy the political power of the
citizens shifts to the right in the sense of �rst-order stochastic
dominance.
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Timing of Events

At each date t, society starts with a state variable st 2 fD,Ng. Then:
1 The group in power decides which public good to provide, gt 2 fe, cg.
2 Each elite agent i 2 E and each citizen i 2 C simultaneously chooses
how much to spend to acquire de facto political power for their
group, θit � 0, and PEt is determined according to (8).

3 The random variable ωt is drawn from the distribution F , and PCt is
determined according to (9).

4 If PEt � PCt (i.e., πt = e), a representative (e.g., randomly chosen)
elite agent chooses (τt , st+1), and if PEt < P

C
t (i.e., πt = c), a

representative citizen chooses (τt , st+1).
5 Given τt , Rt and wt are determined and paid to elites and citizens
respectively, and consumption takes place.
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Symmetric Markov Perfect Equilibria

Suppose that all other elite agents, except i 2 E , have chosen a level of
contribution to de facto power equal to θE (s) and all citizens have chosen
a contribution level θC (s). Consequently, when agent i 2 E chooses θi ,
the total power of the elite will be

PE
�

θi , θ (s) j s
�
= φE (s)

�
(M � 1) θE (s) + θi

�
.

The elite will have political power if

PE
�

θi , θ (s) j s
�
� φC (s)LθC (s) + ηI (s = D) +ωt . (10)

Expressed di¤erently, the probability that the elite have political power in
state s 2 fN,Dg is

p (s) = F
h
φE (s)

�
(M � 1) θE (s) + θi

�
� φC (s)LθC (s)� ηI (s = D)

i
.

(11)
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Value Function of Elite in Nondemocracy

We can write the payo¤ of an elite agent i recursively as follows:

V E (N j θ) = max
θi�0.

n
�θi + γE + p (N)

�
Re + βV E (N j θ)

�
+(1� p (N))

�
Rc + βV E (D j θ)

�o
. (12)

The �rst-order necessary condition for the optimal choice of θi by elite
agent i can be written as

φE f
h
φE
�
(M � 1) θE (N) + θi

�
� φCLθC (N)

i h
∆R + β∆V E

i
� 1,
(13)

and θi � 0, with complementary slackness, where
∆V E � V E (N j θ)� V E (D j θ)
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Value Function of Citizens in Nondemocracy

The value function for a citizen when the initial political state is
nondemocracy is

V C (N j θ) = max
θi�0.

n
�θi + p0 (N)

�
we + βV C (N j θ)

�
+(1� p0 (N))

�
wc + βV C (D j θ)

�o
, (14)

The probability that π = e is now given by the function

p0 (s) = F
h
φE (s)MθE (s)� φC (s)

�
(L� 1) θC (s) + θi

�
� ηI (s = D)

i
,

(15)
The �rst-order necessary condition is similar to (13) and can be written as

φC f
h
φEMθE (N)� φC

�
(L� 1)θC (N) + θi

�i h
∆w + β∆V C

i
� 1 (16)

and θi � 0 with complementary slackness.
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Value for Elite in Democracy

The value function for the elite in democracy is given by:

V E (D j θ) = max
θi�0

n
�θi + p (D)

�
Re + βV E (N j θ)

�
(17)

+(1� p(D)
�
Rc + βV E (D j θ)

�o
,

where p(D) is again given by (11).
The �rst-order necessary condition for the investment of an elite agent in
democracy then becomes:

φE f
h
φE
�
(M � 1) θE (D) + θi

�
� φCLθC (D)� η

i h
∆R + β∆V E

i
� 1,
(18)

and θi � 0.
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Value for Citizens in Democracy

Value for the citizens in democracy, we have

V C (D j θ) = max
θi�0

n
�θi + γC + p0 (D)

�
we + βV C (N j θ)

�
+ (1� p0 (D))

�
wc + βV C (D j θ)

�o
, (19)

which incorporates the utility from the public good γC since the regime is
democratic, and p0 (D) is given by (15).
The �rst-order necessary condition is now

φC f
h
φEMθE (D)� φC

�
(L� 1)θC (D) + θi

�
� η

i h
∆w + β∆V C

i
� 1,
(20)

and θi � 0.
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Equilibrium

Both (13) and (16) cannot generally hold as equalities. The
comparison of (18) and (20) also leads to the same conclusion.

��Generically�only one of the two groups will invest to increase their
de facto political power and this will be the one that has the highest
gains from doing so.

Recall that L >> M implies ∆R >> ∆w . Consequently, it will be the
elite that have more to gain from controlling politics and that will
invest to increase their de facto power.

Lemma

Suppose Assumptions 1 and 2 hold. Then any symmetric MPE involves
θC (D) = θC (N) = 0.
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First-order Conditions

Given Lemma 1, we can also write the equilibrium probabilities that
the elite will have more political power as:

p (N) � F
h
φE (N)MθE (N)

i
and p (D) � F

h
φE (D)MθE (D)� η

i
.

(21)

Next, incorporating symmetry and the fact that θC (D) = θC (N) = 0 into
the �rst-order conditions (13) and (18) and assuming the existence of an
interior solution (with θE (N) > 0 and θE (D) > 0), we obtain the
following two equations that characterize interior equilibria:

φE (N)f
h
φE (N)MθE (N)

i h
∆R + β∆V E

i
= 1, (22)

and
φE (D)f

h
φE (D)MθE (D)� η

i h
∆R + β∆V E

i
= 1. (23)
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State Dependence

Given this assumption, we have the following characterization result.

Proposition

(State Dependence) Suppose that Assumptions 1, 2 and 3 hold. Then
any symmetric MPE leads to a Markov regime switching structure where
the society �uctuates between democracy with associated competitive
economic institutions (τ = c) and nondemocracy with associated labor
repressive economic institutions (τ = e), with switching probabilities
p (N) 2 (0, 1) and 1� p (D) 2 (0, 1). Moreover, provided that
φE (N) > φE (D), p (D) < p (N).
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Equilibrium Invariance

The role of investments in de facto power in counteracting changes in
de jure power can be seen more starkly in the special case where
φE (N) = φE (D), so that elite investments in de facto power are
equally e¤ective in nondemocracy and in democracy. In this case, we
obtain the following important corollary to Proposition 2.

Corollary

(Invariance) Suppose Assumptions 1-3 hold and that φE (N) = φE (D).
Then there exists a unique symmetric MPE. This equilibrium involves
p (D) = p (N) 2 (0, 1), so that the probability distribution over economic
institutions is non-degenerate and independent of whether the society is
democratic or nondemocratic.
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Intuition for Result

This corollary shows a striking result; the e¤ects of changes in
political institutions are totally o¤set by changes in investments in de
facto power.

The intuition for this result is straightforward and can be obtained by
comparing (22) and (23) in the special case where
φE (N) = φE (D) = φE . These two conditions can hold as equality
only if

f
h
φEMθE (N)

i
= f

h
φEMθE (D)� η

i
. (24)

The fact that F is single peaked (cf. Assumption 2) combined with
the second-order conditions implies that MθE (N) = MθE (D)� η, or
in other words,

θE (D) = θE (N) +
η

φEM
. (25)

(21) then implies that p (D) = p (N), which is the invariance result
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Comparative Statics

Proposition

(Comparative Statics) Suppose that Assumptions 1-3 hold and that
φE (N) = φE (D) = φE . Then:

1
∂θ�(N )

∂∆R > 0, ∂θ�(D )
∂∆R > 0 and ∂p�

∂∆R > 0.

2
∂θ�(N )

∂β > 0, ∂θ�(D )
∂β > 0 and ∂p�

∂β > 0.

3
∂θ�(N )

∂M < 0, ∂θ�(D )
∂M < 0, and ∂p�

∂M < 0.

4
∂θ�(N )

∂η > 0, ∂θ�(D )
∂η > 0, and ∂p�

∂η > 0.

5 ∂p�

∂φE
> 0.
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E¤ective Reform

The comparative statics tell us about what types of reforms may lead
to better institutions.

First, if democracy creates a substantial advantage for the citizens in
the form of a large value of η, then as shown by Corollary ?? this will
end the cycle of institutional persistence and make the permanent
consolidation of democracy and non-repressive labor markets an
equilibrium.

Second, if one of the following reforms is undertaken simultaneously
with the switch to democracy, then the economy is less likely to
switch back to nondemocracy and labor repressive economic
institutions: (1) a reduction in φE (D), so that the elite are more
limited in their ability to control democratic politics; (2) an increase
in φC (D); (3) a reduction in ∆R, for example, by means of an
increase in λ, which will reduce the potential rents that the elite can
obtain and discourage further investments in de facto political power.

James A. Robinson (Chicago) PED April 19, 2019 28 / 31



A Bit of a Test

The model suggests that democracy may be captured by the de facto
power of elites to such an extent that the expected economic policy
would be the same as in dictatorship!

I�m not sure there is any evidence for that but the paper by
Martinez-Bravo, Mukherjee and Stegmann provides a little evidence
about the potential for the capture of democracy by elites.

The setting is the �unanticipated�collapse of the dictatorship of
Soeharto (does anyone know his last name?) in Indonesia in 1998.

Mayors who had been appointed were allowed to serve out their �ve
year term which meant that some districts got stuck much longer
with Soeharto appointees even after democracy was created.
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Results

They show that the longer you got stuck with a Soeharto mayor after
democratization

the lower public good provision is
the higher are illegal payments made to the police or military
the more likely it is that subsequent elected mayors are people who
were connected to Soeharto or part of his Golkar party
the power is political competition.

The data is consistent with Soeharto appointees using their position
to signi�cantly in�uence the democratic political system.
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Dictatorship and Democracy

We�ve seen some models and evidence that suggests that democracies
ought to provide more public goods than dictatorships.

But this is subject to a lot of caveats - is democracy captured?

What also seems to matter is the details of democracy - is there a
secret ballot and how does balloting take place?

Some evidence that democracy is created by the collective action of
the disenfranchised, like in Sudan and Algeria in the past couple of
weeks, but that pressure is hard to turn into real democracy.
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