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"Just as the regimen of the healthy is not suited to the sick, one must not try 
to govern a corrupt people by the same Laws as those that suit a good people.  
Nothing proves these maxims better than the long life of the Republic of Venice, which still 
retains a simulacrum of existence, solely because its laws are suited only to wicked men." 
Rousseau (1997/1755, p. 135). 

 
Abstract 

Most modern analyses of democracy assume that democratic government is 
always feasible. However, this assumption neglects the fact that democratic 
governance has been a common institutional arrangement for considerably 
less than a century.  One possible explanation for the historical dearth of de-
mocratic regimes is that majority decision making is not always feasible nor 
automatically successful. This paper argues that democratic polities have to 
overcome several problems with majority rule if they are to succeed.  If those 
problems are not overcome, democratic governments tend to be characterized 
by indecisiveness, poverty, and, in the end, may be captured by autocrats.  The 
analysis suggests that some cultural and economic conditions make it easier 
for democracies to avoid these inherent problems with majority rule.  
 

I. Introduction: Implicit Assumptions in Democratic Analysis 

 Modern scholars may disagree about the merits of alternative forms of democracy, 

but generally agree that democracy is self-sustaining in the sense that once in place it contin-

ues uninterrupted. Donald Wittman's (1995) book, The Myth of Democratic Failure, makes this 



2 

presumption explicit with its title, but essentially all rational-choice-based analyses of democ-

racy use this assumption as an "uncontroversial" point of departure. That is to say, modern 

analysis of democracy generally presumes that democratic governance is always a feasible 

method of making policy decisions.  The question addressed in this paper is whether this 

presumption is defensible.  Are there implicit assumptions about the cultural or economic 

environment that are implicitly being made when the feasibility of democracy is taken for 

granted? 

 To get some sense of the problem that I am interested in here, recall the optimistic 

forecasts that were widely made by economists in the early 1990's as the Iron Curtain disap-

peared overnight. Economists evidently believed their models, which seemed to imply that a 

"market" only requires unimpeded trade to achieve competitive results. Under the Coase 

theorem, any form of privatization would be as good as any other, and, so, the specifics of 

privatization could be neglected.  As long as control of the individual resources of a particu-

lar society is clear and tradable, the specific distribution of control would not affect the 

process of economic development. Given the relatively large apparent stocks of human and 

nonhuman capital available in Eastern Europe, it was widely believed that within 5-10 years 

the former communist economies would be entirely transformed, and for the most part 

would have income and markets comparable to Western ones. Fixed physical capital assets 

play a role in short-run neoclassical analysis, but not in the long run 

 However, economic models had widely neglected the role of cultural, political, and 

legal institutions for markets.  As it turned out, the stock of human and physical capital was 

not simply homogenous "K" that could readily be (re)optimized for whatever institutional 

environment production takes place in, nor were all distributions of ownership rights equally 

effective at generating value-increasing transactions.  It was not always, or perhaps even of-

ten, possible to take human capital accumulated for the purposes of succeeding in a non-

market (political-bureaucratic) modes of production and use it to succeed in a cost-

minimizing market-oriented mode of production.   The particulars of property rights also 
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affected prospects for growth. Getting the law right was a major concern of all reformers, 

but legal reform was also a potential source of rents that rent seekers used to advance their 

own narrow interests. The neglected cultural and political assumptions underlying most neo-

classical analysis of long-standing market-based societies turned out to be critical in explain-

ing market success.  In the end, few Soviet-East European enterprises fully made the transi-

tion from command-and-control to market-based economies.  

 Similar optimism seems to be present in the assessments of the many new democratic 

governments launched in Eastern Europe and elsewhere during the 1990s.  The question 

addressed in this paper is whether the same sort of neglected assumptions underlie the wide-

spread optimism about the viability and appeal of democratic constitutional reform.  Are 

analytical models of democracy abstracting from important cultural, legal, and constitutional 

preconditions that make it possible for majority rule to serve as a foundation for govern-

ance?  The answer suggested in this paper is yes.  Economic and cultural conditions do con-

tribute to the success of democratic governance in both the short and long run.   

 Before proceeding with the analysis, it bears noting that I do not mean this paper to 

be a direct attack on all the fine work that has been done in public choice or rational politics 

traditions. Substantial value added is produced by abstraction— that is to say, by focusing  

attention on a subset of larger phenomena that can be analyzed holding other things con-

stant. I will certainly employ that methodology in the analysis developed below.  The ne-

glected cultural and economic prerequisites for democracy can often be safely neglected for 

short-term analyses, and especially for analyses of long-standing and well-functioning de-

mocracies and market systems.  However, no presumption can be made that every society 

will have an easy time establishing a well-functioning majoritarian government.  Within 

Europe, it is clear that many countries, for example, France and Germany, struggled for dec-

ades to develop democratic regimes that worked tolerably well, and that success was not en-

tirely a matter of constitutional design. Democratic governance has only very recently been 

the rule rather than the exception in large scale political organization.   
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 Historical experience, thus, suggests that democracies are far more frail than most 

modern analytical analyses presume.  The present paper demonstrates how fortuitous eco-

nomic and cultural conditions can make them less so. 

  To advance citizen interests, the governments constituted have to select rules, tax 

methods, and regulations that will be enforced.  A society that prospers may be said to have 

made good choices on such matters.  A society that prospers, thus, may be said to have a 

good government.  However, if public choice theorists are correct about the properties of 

simple majority rule, theory implies that all these tasks can be problematic for majoritarian 

governments. (1) The majority cycling problems suggests that democratic governments may 

not be able to make decisions. (2) The majoritarian demand for redistribution may cause 

democracies to adopt overly-generous transfer schemes that impoverish democratic societies 

in the long run.  And, (3) elected government officials may use their powers to subvert the 

electoral process through which they are selected.  

 The fact that these results are not features of long-standing democracies may lead 

some to conclude that public choice theories of democracy and democratic failure should be 

rejected.  Perhaps models of rational choice do not properly explain political life because it is 

a domain where narrow self-interest is never the dominant concern.  Alternatively, perhaps 

self-interest has lead individuals within government to construct institutional arrangements 

that solve many of the problems that theorists have discovered. This paper explores a third 

possibility. Perhaps the problems identified by public choice theorists are significant ones 

that undermine the viability of democratic governance.  Many democratic polities have failed 

over the years, and the problems identified by public choice theorists often appear evident in 

those that fail. Institutional solutions exist for most of these problems, but effective reforms 

may be difficult to put in place for reasons discussed below.1 

                                                           
1 The tradeoff between good rules (constitutions) and good men (culture) has long been recog-
nized.  Consider, for example, Rousseau (1997/1755, p. 135): "Just as the regimen of the healthy 
is not suited to the sick, one must not try to govern a corrupt people by the same Laws as those 
that suit a good people.  Nothing proves these maxims better than the long life of the Republic of 
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II. Avoiding Majority Indeterminacy 

 A. Indecisiveness and Majority Rule 

 The first problem that has to be overcome by a democratic government is indecisive-

ness.  A very large literature suggests that majority rule will not be able to consistently rank 

policy alternatives, nor make policy decisions that are stable through time. In unconstrained 

collective choice settings, every policy can be beaten by another, Arrow (1963).  Theory, 

thus, suggests that unconstrained democracy will be unable to make policy decisions. 

 To illustrate this fundamental problem, consider a medieval city whose citizens have 

agreed to build a defensive wall around their city.  (In the setting of this conference, this will 

be easy to imagine as Italy is filled with the remains of walled cities inconveniently placed on 

defensible hill tops.) Suppose that all relevant parties within the city (voters) have agreed on 

the design of the wall and its placement, and now confront the problem of paying for it.2  

Suppose, further that there are three equal-sized groups of persons entitled to participate in 

the majoritarian decision making process used by the community: shepherds, masons, and 

merchants.  

 A broad range of methods for financing the wall can be proposed and justified by 

those participating in the decision. The first proposal for financing the wall might require all 

citizens to make equal contributions toward building the wall.  Such an apportionment may 

be plausibly justified from the public-good nature of the wall.  The benefits of the wall are 

more or less uniformly distributed within the city. The distribution of the tax burden can be 

                                                                                                                                                                                           

Venice, which still retains a simulacrum of existence, solely because its laws are suited only to 
wicked men."  Similarly Tocqueville (1972/1835, p. 319) notes that "the maintenance of democ-
ratic institutions in the United States is attributable to the circumstances , the laws, and the cus-
toms of that country" while emphasizing that the latter two causes are more important than the 
former. Ostrom (1998) provides a very complete overview of the role of norms in making collec-
tive action both feasible and productive. 
2 It bears noting that in this circumstance essentially any financial method sufficient to assure the 
wall's construction would be Pareto efficient.  (That is, the result satisfies the familiar Samual-
sonian (1954) conditions for production of a pure public good.) 
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written as (Tshepherd, Tmason, Tmerchant) which in this case is (4, 4, 4).  A second proposal for 

funding the wall's construction might be based on comparative advantage. Perhaps, the wall 

should be provided by those best able to provide the needed services, which in this case 

would be those already skilled at wall construction.  Some might argue that "clearly" the 

middle class masons should be public spirited and construct the wall for the city, ( 2, 8, 2).  

 Another proposal might be developed based on differences in the ability of the 

townspeople to pay for the public services.  Proponents of that view might reason that the 

community should take account of physical or wealth differences among citizens.  After all, 

some persons can more readily shoulder the burden than others ( 1, 5, 6).   A fourth pro-

posal might attempt to account for the fact that poor persons could benefit from learning 

the craft of masonry, and, moreover, have more free time available for undertaking the re-

quired work.  The shepherds have the most to gain, or the least to lose by undertaking most 

of the work.  Indeed, it could be claimed that the others groups were already busy carrying 

the burden of expanding the town's cathedral ( 6, 4, 2).   Since all four tax systems are suffi-

cient to finance the public good of interest here, any will serve, but a decision has to be 

made.  

 Consider that choice under majority rule. As rational voters, it is natural to assume 

that the members of each group will favor the tax regime that minimizes their tax burden. 

However, if votes are based only on anticipated tax burdens and the range of tax instruments 

is unconstrained, there is no stable majoritarian equilibrium.  There is, for example, a majori-

tarian cycle among the first three proposals. In each case, two of the three groups benefit 

from lower taxes as the distribution of tax schedule used to fund the wall changes. Conse-

quently, the second proposal can defeat the first,  the third the second, and the first the 

third. As long as the previously defeated proposals can be reintroduced,  majority rule will 

never reach a final decision, and the wall remains unfinanced and unbuilt. Our democratic 
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city seems likely to disappear as the next roving military force conquers it, or an expansion-

ary neighbor annexes it, while the town deliberates.3 

 Arrow (1963) points out that this problem is surprisingly general and extends to other 

collective decision making rules as well as to majority rule. The theory of cycling problems 

have been  analyzed by modern public choice and social choice theorists for half a century, 

although most attention has been directed at the extent to which cycling limits majority rule's 

appeal as a social welfare function, and the extent to which Arrow's assumptions regarding 

ideal methods of ranking social alternatives might be changed to escape from cycling.  Few 

have noted that the cycling problem implies that majoritarian democracy may not be a feasible 

method of governance.   

 Any policy issue that affects the distribution of income or wealth, tends to exhibit the 

cyclic majority problem.  In such policy areas, unconstrained majority rule can not make 

conclusive policy decisions in such policy areas, and clearly, governments can not govern 

unless they can make and enforce policy choices. 

 

 

 B. Institutionally-Induced Stability 

 The fact that the possibility of majoritarian cycling has only recently been puzzled out 

by political theorists suggests that such problems have not often been observed.  There are 

at least three possible explanations for this. First, majoritarian cycles may be so critical for 

democracy that decision failures of this sort lead democracies to be rapidly replaced by other 
                                                           
3 It is, of course, not every series of tax alternatives generate cycles.  For example, the fourth op-
tion, is weakly dominant among the four proposals listed.  None of the alternatives makes a ma-
jority strictly better off than the proposal four. Thus, in this case, majority rule might be able to 
choose a method of finance if only these four alternatives can be considered.  

However, it is clear that other proposals may dominate the fourth alternative as well.  For exam-
ple, the masons may be "asked" to do essentially all of the work since this is the fastest method 
of establishing the defensive wall (2, 8, 2). 
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forms of government.  This might explain the dearth of democratic regimes in recorded his-

tory.  An obvious solution to majority indecision would be to let a prominent leader make 

the policy decisions for community of interest.   

 Second, majoritarian procedures might be modified or constrained in a manner that 

allows decisions to be reached. An ongoing cycling problem would be obvious to the par-

ticipants of any democratic forum, and, once recognized, most participants would agree to 

adopt procedures that avoid cycles. Shepsle and Weingast (1991), and Bernholz (1986) have 

shown that restrictions on the order and range of alternatives can assure stable majoritarian 

outcomes in a broad range of issue spaces.  For example, majoritarian decisiveness can be 

assured in our medieval town if procedural rule are adopted that limit financing options to 

whole numbers and forbids reconsideration of defeated proposals. A variety of procedural 

and domain constraints would assure an eventual decision, although the tax structure se-

lected would be affected by the order in which proposals are considered.4  Alternatively, ma-

joritarian decisiveness can also be assured if an agenda setter is selected, although the out-

comes may not look very democratic.   

 Unfortunately, institutional solutions may be difficult to adopt, because the same cy-

cling problems that are present in the funding of public good projects also tend to be associ-

ated with majority decisions over procedural rules and constraints that avoid the cycling 

problem. There are many possible institutional designs, and while a city or nation's constitu-

tional committee ponders the best constitutional arrangements, the polity might well be at 

risk. It seems likely that the institutional arrangements that help solve cycling problems have 

been adopted for other reasons. 

 C. Culturally Induced Stability 

                                                           
4 In addition to constraints on the order or range of issues that may be voted on, groups could 
rely upon other voting rules that are less cycle prone.  However for the purposes of this paper, a 
majoritarian focus seems most appropriate. 
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 A third possibility is that voter preferences or policy agendas may be such that the 

conditions for cyclic majorities rarely occur.  Widely held norms may generate broad agree-

ment about the "proper" way to fund public works or to organize the agenda of town meet-

ings.  For example, Buchanan and Congleton (1998) demonstrate that the use of a generality 

norm—the norm that all citizens be treated equally by government—tends to increase the 

efficiency of governance, in part by avoiding cycling problems. In the wall illustration, 

agreement to equally divide the burden of the collective enterprise implies a single unique 

distribution of tax burden (4, 4, 4), and the wall gets built. Similar results also hold for the 

other normative theories in the example as well.  If only one tax system is supported by a 

community’s dominant normative theory, the others would be rejected because they yield 

burdens that are "improper" or "unfair."  Insofar as the wall is a true public good, there is no 

conflict in this case between the use of widely accepted norms as a guide for policy devel-

opment and narrow self interest. 

 In case where norms do not lead directly to particular policy outcomes, norms may 

limit the domain of policy alternatives in a manner that helps assure stability.  For example, a 

consensus that taxes should be based on ability to pay tends to limit tax systems to a rela-

tively small subset of those which can fund the desired public goods, although it does not  

imply a unique distribution of tax burdens.5  Cycles may also be curtailed by procedural 

norms. For example, it may be widely regarded as improper or unsportsmanlike to reintro-

duce tax schemes that have already been defeated.  

 Ideally, stability enhancing norms reduce the range of potentially acceptable policies 

to ones with a single peaked distribution of voter preferences, and limit acceptable proce-

dures to ones that curtail cycling in cases in which cycling would otherwise occur.  

 The same logic also implies that the existence of widely-shared norms can also en-

hance prospects for constitutional building. Within a democracy, all formal constitutional 

                                                           
5 Usher (1981) demonstrates that tax systems that preserve the pretax rank order of income tend 
to be more stable under majority rule than those which do not. 
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constraints have to be voted on at some point, and to the extent that majoritarian proce-

dures are used to make constitutional law, constitution deliberations are also prone to ma-

joritarian cycling problems.  In contrast, norm-based agenda and procedural restrictions are 

exogenous to political deliberations.  That is to say, widely-held norms are not matters voted 

on, but rather part of the existing culture in which policy alternatives are proposed and 

evaluated.  Consequently, culture can serve as a super-constitutional foundation for decisive 

majoritarian decision making at the constitutional as well as for day-to-day democratic poli-

tics. 

 It bears noting that in order for norms to bind, normative theories have be widely in-

ternalized by many individuals or broadly supported within the community of interest.  That 

is to say, norms themselves have to influence day-to-day decision making as well as political 

deliberations, although such norms do not have to constrain everyone in the community. In 

the wall example, the normative arguments used by proponents of particular assignments of 

the cost of the wall might have been self-serving in the sense that each proponent appealed 

to the normative theory that minimizes their tax burden.6   However, clearly, there is no rea-

son to employ norm-based rhetoric unless normative arguments are convincing in a manner 

not directly tied to personal wealth or income. The widespread use of normative rhetoric by 

policy proponents suggests that some widely held norms do not always encourage wealth 

maximizing behavior. Otherwise, norm-based arguments would be no more effective than 

arguments based on wealth. If only wealth or income matters when selecting norms, then only arguments 

based on wealth can be persuasive.7 

                                                           
6 See Congleton (1991) for an illustration of how self-serving efforts at persuasion can be mod-
eled in an environment where normative theories (ideology) are widely used by voters. 
7 Normative theories may still emerge as a consequence of self interest.   For example, Buchanan 
(1994, ch. 3) argues that norms may emerge as rhetorical devices that get other persons to adopt 
the behavior that advances the interest of those using the rhetoric.  In the present analysis, the 
shepherds would promote norms that support "ability to pay" policies.  The merchants would 
promote norms that justify proportional or regressive taxation--as a work or self-improvement 
ethic does in the illustrating example.  For this method of rhetoric to work, it is clear that those 
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III. Avoiding the Redistributive Poverty Trap 

 Once institutions or culture allow policy decisions be made, the next problem con-

fronted by a democratic polity is making the "right" policy decisions, namely those which 

advance the shared interests of community members. There is no guarantee that such poli-

cies will be forthcoming from majority rule decision making. After all, the pivotal member of 

the majority coalition is not normally the smartest, best informed, or most experienced per-

son in his community.  For example, the median voter's policy analysis will naturally reflect 

his or her limitations, although the Condorcet's jury theorem suggests that the democratic 

policy choices tend to be better informed than the median's capabilities immediately suggest.  

However, if relatively few policy mistakes are made, the median voter's policy interests may 

not be those which lead to prosperous societies. One policy area in which median voter in-

terests can easily lead to disaster is redistribution.8   

                                                                                                                                                                                           

whose behavior is affected by mere rhetoric are likely to have internalized a particular normative 
theory. î 

Vanberg and Congleton (1992, 2001) provide a self-interest based explanation for the emergence 
and widespread use of norms in the long run.  In a setting where players can choose their part-
ners in joint enterprises, sorting into more or less homogeneous normative communities is possi-
ble.  The least helpful (uncooperative) partners would be avoided and the most productive (coop-
erative) partners would be sought out.  In such settings,  those who apply normative theories that 
enhance joint production can avoid many PD type problems and increase their own personal 
wealth and income.   

Here the application of personal norms systematically improves the personal welfare of those 
using the norms through time, although not necessarily at every instant in time.  In the end, the 
normative theories that come to be most broadly used are those that have best served those using 
them in a variety of circumstances.  (Of course, neither explanation rules out the other.)  For this 
method to work, those whose behavior is changed by mere rhetoric have to be inculcated with a 
particular norm.   

Either case implies that "paying the preacher"may be a method by which those who can benefit 
from particular kinds of norm-driven behavior can realize those benefits.  
8 There have been cases where those fears were realized.   Aristotle (330BC/1969) was among 
the earliest political theorists to note instances of this problem.  For example, he recounts (pg. 
200) an instance in Megara where "the popular politicians in order to have money for doling out 
to the people, banished many of the notable citizens; this went on until the number of those thus 
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 A. The Meltzer-Richard Model And the Majoritarian Poverty Trap 

 A very influential paper by Meltzer and Richard (MR, 1981) characterizes incentives 

for a decisive democracy to redistribute income.  The MR model assures decisiveness by re-

stricting the domain of permissible tax and transfer mechanisms.  All tax revenues are  gen-

erated by a proportional tax on income, and the tax revenue generated is entirely used to 

fund a demogrant program. Each voter pays the same flat-tax rate on his or her income, and 

each receives the same lump sum transfer payment. The restricted domain of  fiscal policy 

together with the assumption that voters behave as income or wealth maximizers imply that 

the policy choice is effectively single dimensional, and consequently, majority rule tends to 

yield the redistributive program preferred by the median voter. 

 MS demonstrates that the policy preferences of a wealth-maximizing median voter 

depend upon the magnitude his or her income level relative to the average income in the 

community of interest.  If the median voter has above average income, he or she will prefer 

no redistribution.  In that case, the median voter always pays more in tax than is received 

from the demogrant program. If the median voter has below average income, he or she may 

prefer substantial redistribution.  In that case, the demogrant exceeds the tax paid by the 

median voter. In the case emphasized in MR's work, the tax rates will be set so that marginal 

increases in the demogrant equal the marginal reduction in personal income generated by the 

tax's deadweight loss. Conditions for such an equilibrium is depicted in figure 1. (People are 

presumed to work and save less as the tax rate is increased.)  For median voters with nearly 

                                                                                                                                                                                           

exiled became so large that they returned, won a battle against the people and set up the oligar-
chy.  The same thing happened also at Cyme ..." 

Montesquieu (1748/1966, p. 110) noted similar problems for democracies.  "Democracy has, 
therefore, two excesses to avoid--the spirit of inequality, which leads to aristocracy or monarchy, 
and the spirit of excess equality, which leads to despotic power as the latter is completed by con-
quest." Similar concerns were often voiced in policy debates in the nineteenth century European 
democracies when expansions of suffrage (voting rights) were being contemplated.  See for ex-
ample: Verney (1957, p. 68), or Conacher (1971, p.24-33). 
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average income levels, optimal redistribution will be fairly moderate. This is the case stressed 

in MR's work, and in most of the subsequent research built upon the MR foundation. 

 There is, however, another possibility associated with settings in which the median  

income is below average income. In cases where the median voter's income is well below av-

erage, the median voter's preferred level of  redistribution may be very large.  In the limit, the 

tax rate could be set at 100% and all of the polity's wealth would be redistributed via the de-

mogrant program.  In this case the majoritarian state would be all embracing, and financial 

incentives to work and save beyond that required for personal subsistence would disappear.  

Any person who earned above average income will have their above average income taxed 

away.   The geometry of this case is characterized in Figure 1 by the dashed lines.   

 The high tax rates associated with such confiscatory regimes generally imply very low 

future demogrants relative to current ones, but may, none the less, yield a time path of de-

mogrants that has a higher present discounted value than one generated by more moderate 

taxes.  That is to say, the present value of increased future demogrants generated by the 

greater work and saving efforts associated with lower tax rates can be smaller than that asso-

ciated with immediate and complete redistribution of existing wealth. 

 The maximal redistributive democracy would be permanently poor, and democratic 

institutions might rationally be rejected as a suboptimal form of government by those who 

find themselves in such societies or observe them.  

 B. Economic Escape From the Majoritarian Poverty Trap: A Broad Mid-
dle Class 

 The Meltzer and Richard model, besides indirectly pointing to a potential failing of 

majority decisionmaking in societies with substantial income inequality, provides a possible 

solution for that problem. An implication of their analysis is that democracy will avoid the 

poverty trap whenever economic development reaches a stage where there is a large middle 

class—e.g. where median income is sufficiently close to average income that radical redistri-

bution is not undertaken. In such cases, material welfare will not be directly undermined by 
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majoritarian policy decisions because the gains to the median voter from such policies are 

more than offset by the combination of their own tax costs and reductions in the aggregate 

tax base. 

 From this perspective, democracy may have been more viable in the United States 

than in Europe in 1800 because the US had an advantageous distribution of income. Al-

though there were many wealthy men in America, as evidenced by the founding fathers, the 

open frontier allowed the bulk of Americans to have sufficient holdings of fertile land to 

maintain a comfortable "middle class" existence as independent farmers or shop keepers.  

There were no famines in America.  Democracy may have worked in 19th century America 

because  economic conditions were sufficient to avoid the majoritarian poverty trap by pro-

viding the "right" median voter.    

 The same logic also provides a possible defense of the wealth requirements for suf-

frage that were used throughout democratic Europe during the 19th century.  Such require-

ments generated a median voter whose income exceeded the average of an electorate com-

posed of all adults citizens. Perhaps Europe had to await sufficient industrialization to pro-

duce a median voter who would be less disposed to redistribution before universal suffrage 

could be adopted.  In this sense at least, there can be economic prerequisites for democracy. 

 C. Constitutional and Cultural Escapes from the Majoritarian Poverty 
Trap 

 In addition to favorable economic conditions, there are also constitutional and cul-

tural solutions to the redistributive poverty trap.  For example, a polity's constitutional law 

may require the government to compensate owners for any resources taken over for public 

purposes. Since, a good deal of wealth consists of tangible assets and non-transferable hu-

man capital, such a constraint implicitly removes a good deal of the potential tax base from 

the tax roles.9  Income tax rates, budget size, and state borrowing can also be constrained 

                                                           
9 Some assets require no such protection.  For example, human capital is very difficult to take or 
tax, as is leisure. 
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procedurally or limited constitutionally.10  Alternatively, as noted above, the electorate could 

be limited to those with the least propensities for redistribution.  The problem with such 

constitutional restrictions is that it is difficult to motivate their adoption via broad majori-

tarian procedures.  That is to say, a majority of the adult electorate would normally oppose 

such limitations in the circumstances of interest here, because those restrictions would re-

duce the present discounted value of transfers received by the median voter. The trouble-

some policies of interest here are actually in the interest of a majority of current voters.11   

 Fortunately, broadly held norms can also reduce the desired scope and the undesired 

effects of redistribution.12  Any internal norm that raises the marginal cost of redistribution 

tends to reduce the level of redistribution that will be favored by the median voter.13 Figure 

2 illustrates the effect of such a norm on the Meltzer and Richard demogrant program.  In 
                                                           
10 See Buchanan and Brennan (1999) for an analysis of constitutional rules and tax regimes that 
would limit state revenues to levels far below national income.† 
11 It is possible that constitutional restrictions on redistribution would be favored by a majority if 
there is considerable uncertainty about each voter's own place in the future distribution of in-
come (or perhaps that of their children).  If constitutional issues generate a sufficient "veil of un-
certainty" it is possible that in that long term implications for the average person would be deci-
sive.  In that case, each voter's expected future income would approach that of the average voter, 
and voters would favor rules that increase long run average income over alternative policies. 
12 Other norms such as the work ethic may also reduce the dead weight loss of redistribution by 
changing the leisure-labor tradeoff or by increasing the propensity for individuals to engage in 
entrepreneurship. For example, a society with a strong work ethic will be less likely to be impov-
erished by a given tax and transfer scheme because the labor supply curve is less elastic and the 
deadweight loss of taxation is smaller within such societies.  For those with a strong work ethic, 
gainful employment is partly an end in itself, and both net transfer payers and net transfer receiv-
ers who have internalized a work ethic will continue to engage in productive activity even as tax 
and transfer rates become relatively high.  Conversely, a leisure or income oriented culture tends 
to be more sensitive to marginal tax rates and more interested in receiving transfers, and thus 
more susceptible to the redistributive poverty trap. 
13 Mathematically, violations of such norms reduce the utility of the transgressor in a manner 
which increases with the size of the transgression, as with U =  u( |G-G*|, G, C) with G* being 
the norm of interest, and U|G-G*|   < 0.   Many internalized norms appear to have this property, 
and clearly can constrain policy development by raising the subjective marginal cost of deviating 
from G*. 
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the case illustrated, the median voter has internalized a norm that calls for some “ideal” pro-

gram of social insurance/demogrant program, perhaps subsistence demogrants, perhaps 

somewhat more. Such a norm implies that taxes below that required to fund the ideal would 

be more desirable than that based on narrow self interest alone and taxes above that ideal 

would be less desirable.  The result illustrated avoids the poverty trap.  Taxes and redistribu-

tion are higher than justified by the norms because economic interests in redistribution re-

main, but not impoverishing. 

 Of course, norms do not have to be directly concerned with optimal redistribution to 

solve the redistributive problem.  Any norm that inhibits "taking" from current owners 

whether for public or private purposes tends to reduce redistribution in a manner that makes 

the redistributive poverty trap less likely.   For example, the modern Western characteriza-

tion of ownership is often regarded as a legitimate and important personal right.  Taking 

property from legitimate owners violates that norm regardless of the purpose advanced.   

Rules regarding what Richard Epstein (1985) calls "takings" are not always part of written 

constitutional documents, but are generally part of the public law in successful polities.   

 Ideology and political philosophy may also constrain economic self interest. For ex-

ample, if a minimal level of prosperity is a prerequisite for the democracy in question to be 

viable, those interested in democratic governance would accept constitutional rules that im-

ply lower tax rates and accept smaller demogrants rather than risk its demise. In this manner, 

a widespread preference for democratic over other forms of government may be sufficient 

to defend a government against policies that would be in the interest of particular voters, but 

undermine support for democracy.14 Utilitarian norms and various forms of altruism also 

have this property over a significant range of transfers insofar as the interests of future citi-
                                                           
14 Gordon (1999) notes that a strong preference for democracy is often associated with democ-
ratic governance.  For example, he notes that such a preference was present in Athens (p.66) and 
in the Roman Republic (p. xxx).  Such a preference was strong enough that democracy reestab-
lished itself in Athens shortly after Sparta conquest, and also partly responsible for intense ef-
forts by many leading romans to preserve the republic.  Cicero (Grant, 1993, p. 11) was executed 
in part for his efforts to encourage restablishment of the republic.  
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zens are taken account of. Libertarian and liberal norms also discourage large scale redistri-

bution insofar as they believe in private property as a natural right or oppose the develop-

ment of an intrusive state. (It bears noting that such theories were widely accepted in the 

19th century, the period in which democracy became more widely used to decide national 

policies throughout Europe.)  

 Of course, it is also clear that broadly held norms can also reduce prospects for de-

mocratic success.  A community with strong egalitarian norms will redistribute more than  

required to advance the material interests of the median voter. Similarly, a community that 

encourages envy and jealousy is also inclined to redistribute more than an electorate moti-

vated by narrow self interest. Philosophical and ideological views that undermine the legiti-

macy of the current pattern of ownership, similarly tend to reduce inhibitions about such 

redistributive policies.  By making redistributive policies more desirable or less costly, such 

theories and norms clearly make the majoritarian poverty trap more likely to arise for a given 

distribution of income.  

IV. Can Winner Take All Elections Be Avoided? 

 Suppose that a democratic polity has successfully overcome the problem of decisive-

ness and also successfully avoided the poverty trap through some combination of institu-

tional and cultural devices.  At this point, the resulting democratic society may be regarded 

as successful in that policy decisions are routinely made, and the policies adopted, if not per-

fect, at least avoid disaster.  The economy thrives and citizens lead pleasant lives.  We now 

turn to problems that can arise when democracy is sufficiently successful that those in power 

have an interest in holding on to power.   

 Once the political process is decisive and policies have generated a  moderately pros-

perous and pleasant society, holding political power becomes a valuable asset. A stable ma-

jority coalition with control over policy making will naturally wish to retain that control in 

order to put in place policies which it favors and protect those already in place, whether con-

strained by a generality rule or not.   The power, prestige and wealth associated with holding 
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governmental office, give elective representatives a clear interest in remaining in power ad 

infinitum.  That is to say, neither the majority coalition nor its elected representatives have a 

direct interest in subjecting themselves to the next round of electoral competition if there is 

any chance that they might lose control over policy making.   

 This problem clearly differs from the previous ones. Cycling can undermine support 

for democratic institutions insofar as policy decisions are in a constant state of flux,  gov-

ernment services are poor or nonexistent, and laws are only temporary measures that are 

weakly enforced. The redistributive poverty trap implies that a policy choice is made, but 

that tax rates may be at such high levels that economic development is discouraged. Exces-

sive redistribution may also clearly undermine support for democracy insofar as it leads to 

widespread poverty. Both these problems imply that democracy may not work very well or 

lead to attractive societies.  Yet these problems only indirectly threaten the majoritarian deci-

sion making process itself by reducing public support for democracy and making a polity less 

resistant to conquest.  The possibility of majoritarian takeovers explored in this section im-

plies that democracies may not be sustainable, even if they are decisive and prosperous, be-

cause majoritarian governments may adopt policies that undermine the ongoing electoral process 

that makes a polity democratic.15   

 A. Avoiding Majoritarian Takeovers -- Binding Electoral Winners 

 In the previous cases, the majority was presumed to get what it desired by voting for  

policies or parties that advanced its interests, whether broadly or narrowly construed. Such 

policies may fail to be implemented or adopted if there are political agency problems.  The 

agency problem of interest for the purposes of this section of the paper are not the relatively 

minor ones explored by the literatures on political shirking and bureaucratic discretion, but 
                                                           
15 It also bears noting that solutions to the first two problems tend to increase incentives for "ma-
joritarian takeovers."  Without solving the first problem, no coalition could control the course of 
public policy.  Without avoiding the second, there would be few resources potentially available 
for a dominant coalition to enjoy. It is only after those problems are solved that political power 
becomes a valuable asset!   
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rather the constitutional problem of assuring that the next election takes place, and that the 

election is both competitive and fair.  

 Once a representative government is elected to office, the powers of the state become 

concentrated in the hands of a relatively small number of persons until the next election. If 

holding elective office is desirable for whatever reason, it is clear that elected representatives 

will use their policy making power to increase their own prospects for retaining office.  This 

desire to remain in office is, of course, an essential feature of a well-functioning representa-

tive democracy, and is one of the reasons why a properly constrained representative gov-

ernment may be expected to advance the interests of a majority of the electorate through 

time. Providing good service is one method by which members of the current government 

may increase their chances for reelection.  However, without constitutional or other con-

straints, a party's desire for continuation in office can also be advanced by indefinitely post-

poning the next election, or by passing laws that restrict or eliminate the ability of opposition 

parties to organize and solicit votes. In the absence of other constraints, changing the elec-

toral rules and the circumstances of electoral competition to advance the incumbent gov-

ernment's own interests must often appear to be an easier and road to reelection than adopt-

ing policies that please the next election's median voter. 16  

                                                           
16 There have been many examples of such behavior by elected government.  For example, very 
few of the African democracies established at the end of the colonial period in the 1950s and 
1960s had a second competitive election.  See, for example, Tordoff, W. (1984). 

The most significant example of takeover in the last century was that by the Nazi political party 
in Germany.  The National Socialist had become the largest party in the Reichstag by 1932 with 
230 representatives.  In 1933, Hitler was asked to form a coalition government.  By 1934, his 
party had "prohibited those parties that did not dissolve themselves" so that the National Social-
ists became the only legal political party.  A last election was held which under the circum-
stances naturally solidified Nazi control. No further elections were held until after the regime 
was deposed by a world war, although the Reichstag continued to meet. See for example, Strayer 
and Gatzke (1979, p. 757).  

In the previous century a similar "democratic" take over was engineered by Louis- Napoleon in 
1852.  Prince Louis-Napoleon was elected president under the new constitution of the 2nd repub-
lic by a huge popular margin along (with universal suffrage) with a more or less royalist popular 
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 In this sense, representative democracies are potentially more frail than direct democ-

racies because a relatively small subset of the citizenry comes to have control over the pro-

cedures and constraints of governance and may not wish to give up that control.  Such anti-

majoritarian behavior by incumbents is difficult to rule out constitutionally, because it is 

unlikely that a written constitution will be rigorously enforced by the same persons that it is 

designed to constrain, particularly in cases where the government has a monopoly on force.  

In order to avoid majoritarian take overs, those elected to rule must have, or be given, a 

broader interest in both prosperity and majoritarian procedures than can be assured by their 

efforts to win a single election. 

 i.  How to Guarantee Constitutional Guarantees?  

 A constitution can attempt to address the problem of elective takeover by dividing 

policy making power between a number of branches of government with the power suffi-

ciently decentralized that no single branch has decisive policy making ability or legitimacy.  

Gordon (1999) argues that the long lasting republics of Athens, Rome, Venice, the Nether-

lands and the United States all use this organizational device with great success.17 In such 

cases, a single election does not create an entirely "new" government because the other 

branches are chosen in a manner that is more or less independent of a particular electoral 

outcome.  For example, terms of office may differ and be staggered, or different electoral 

procedures may be used to select members of different branches of government.18 More-

                                                                                                                                                                                           

assembly.  In the following year, Louis-Napoleon declared the empire, and used the army to dis-
solve the elected assembly, š‚Palmer and Colton (1965, p. 477). 
17 Similar arguments regarding the success of divided government within a broader array of gov-
ernment forms (including nondemocratic ones) were made by Montesquieu (1748/1966, bk. 9).  
Gordon credits Montesquieu with the first systematic analysis of the balance of power.  Breton 
(1996) suggests that modern public choice scholars takes too little account of competitive pres-
sures within governmental organizations. 
18 In classical Athens this independence was often literal in the statistical sense, insofar as many 
important positions were chosen by lot--e. g. randomly.  See Gordon (1999, p. 70) or Levy 
(1989). 



21 

over, one of the weaker branches of government can assigned special responsibility to  

monitor the constitutionality of the rest of the government. 

 Critics of divided governments often complain that divided governments are not fully 

democratic in that policy decisions are not immediately determined by the current electoral 

majority.   However, in cases where the elections and electoral pressures effectively deter-

mine the membership of all branches of government over the course of several elections, 

such governments are majoritarian in the long run. That is to say, a durable majority can 

eventually determine all government agents and essentially all of its policies. There is no nec-

essarily tension between democratic rule and divided government. 

 ii. Cultural Support for Electoral Competition 

  Culture can also play a role in assuring that majoritarian procedures remain in place.  

Again, democratic ideology may play a role. There may be a widespread regard for democ-

ratic arrangements that make it impossible for legislators to pass laws that significantly re-

strict electoral competition or postpone elections. Such supporting political cultures were 

present in all of the cases explored by Gordon (1999) who notes many cases in which a re-

public's electoral procedures were defended by its citizens at great personal risk.19   

 However, democratic ideology is not a prerequisite for the viability of democratic 

polities.  Even without a direct preference for particular forms of governance, other norms 

may make anti-majoritarian electoral procedures difficult to put in place.  For example, 

norms of fair play and equal opportunity make laws favoring one candidate or party over 

another unacceptable, or at least less likely to be successful. A strong norm of promise keep-

ing tends to inhibit elected officials from violating oaths of office and promises made to 

their electoral supporters.  Norms favoring open and unrestricted debate tends to reduce the 

                                                           
19 There have, of course, also been several popular rebellions launched with the aim of establish-
ing more democratic forms of governance including the American and French revolutions in the 
18th century, and those in South America in the 19th.  Moreover, it could be said that half of the 
military history of the twentieth century was substantially motivated by, in the words of Presi-
dent Wilson, efforts "to make the world safe for democracy."   
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scope for one-sided policy pronouncements by dominant parties and encourage organized 

opposition. 

 Widely held norms can make the mere consideration of laws that undermine electoral 

competition a very risky strategy at the level of both individual legislators and political par-

ties.20  Not only would violating such norms be directly costly insofar as those norms are in-

ternalized by individual legislatures, but any legislator who violated or planned to violate 

such widely held norms would risk losing the next election.21  By ruling out a wide range of 

anti-majoritarian policies, such norms clearly reduce prospects for takeovers by unfaithful 

agents of the median voter or majority coalition.   

 B. Reducing Electoral Opposition to the Next Election 

 Unfortunately, unfaithful office holders are not the only electoral threat to democratic 

procedures.  A substantial block of voters is also always made worse off by the prospect of the next 

election, namely those supporting the current government. Consequently, self-interested 

electoral support for policies that bias elections in favor of the incumbent government al-

ways tend to exist, and even a suitably constrained government that is always a faithful agent 

                                                           
20 Even fairly well functioning democracies have not managed to completely avoid such prob-
lems.  For example, many democratic governments have adopted rules which tend to protect in-
cumbents and incumbent political parties to a limited extent, in spite of constitutional and cul-
tural predispositions that broadly favor open elections.  Miller (1999, Ch. 5) analyzes several ex-
amples of such policies, some involving campaign limits within the U. S..   

Moreover, even a generally dutiful or faithful government may fear that the next government 
may not abide by democratic electoral norms, and choose to avoid the risk of permanent exclu-
sion by undermining the competitiveness of the next election. 
21 In Madison's words: "The aim of every political constitution is, or ought to be, first to obtain 
for rulers men who possess most wisdom to discern, and most virtue to pursue, the common 
good of society; and in the next place to take the most effectual precautions for keeping them 
virtuous whilst they continue to hold their public trust." Federalist Paper 57. 

Madison evidently believed that the virtue of office holders is partly exogenous--an aspect of 
culture or personality--and partly endogenous--generated by the institutional environment in 
which elected rule makers find themselves. 
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of the electorate may adopt policies that limit competition in future elections. No self-

interested member of a stable coalition that finds itself in power has a direct interest in being 

replaced in the next election.  These self-interested antidemocratic electoral pressures can be rein-

forced or resisted by constitutional arrangements and cultural norms. 

 A polity's existing political institutions, cultural norms and prosperity all play a role in 

generating a consensus favoring majoritarian politics.  For example,  constitutional measures 

can reduce the advantages associated with control of government and reduce the risk of fu-

ture losses from election turnovers. Equal protection laws, a takings clause, and generality 

norms for new laws and public programs limit the ability of the current majority to transfer 

the minority's wealth to the majority.  Such constitutional provisions reduce the current ma-

jority's interest in holding on to power.   

 Others reduce the ability of current majority to hold onto power once in office. Con-

stitutional provisions that support open policy debate, a free press, free assembly, openness 

in the deliberation of governments, together with a general interest in politics as a source of 

entertainment, tend to assure a wide range of forums for policy debate.  To the extent that 

voters disagree about ideal policies, such policy debates tend to promote the existence of 

strong opposition parties and competitive elections.  Election campaigns themselves may 

remind voters of the long term advantages of unbiased electoral arrangements, even among 

those favoring the current majority party.  

 Still other norms shape the perceived self- interest of the political community.  Cul-

tural norms may increase directly support democracy by enshrining majoritarian procedures.  

The normative mainstream might be sufficiently democratic that antidemocratic majorities 

never arise, and adherence to constitutional procedures safely taken for granted.  (In the 

United States, the importance of following "the constitution" is widely taught in schools, and 

widely accepted.) Broad cultural support for constitutional procedures and restrictions clearly 

reduces the likelihood that a majority favoring the end of democratic governance will 

emerge.   
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 The electorate does not, of course, have to have a "taste" for electoral competition 

and majoritarian voting procedures in order to prefer democracy to dictatorship---but the 

overall value of majoritarian rule does have to be clear enough that a majority of voters pre-

fer it to other alternatives.  In order for democracy to remain viable, a majority of the elec-

torate has to regard majority decisionmaking to be sufficiently attractive that no majority will 

attempt to end democratic rule through legislation. The existence of widely accepted "de-

mocratic" norms provides candidates with a clear incentive to espouse policies that are con-

sistent with those normative theories and to establish a reputation that makes such rhetoric 

and commitments credible. 

 On the other hand, not all widely held normative theories encourage democratic pro-

cedures. It bears noting that majoritarian problems can arise from both "anti" and "pro" ma-

joritarian cultural trends. Elitists and paternalists may favor laws that discourage open de-

bate, which limit political news coverage and punish "unconventional" political views.  Al-

ternatively, majoritarians may lobby for constitutions that grant every temporary majority 

complete control over government policy, including the constitution.  If the former policy ad-

vocates are successful, constitutions may be amended to limit electoral competition. By un-

dermining constitutional support for majoritarian procedures, such reforms clearly increases 

the importance of cultural support and self restraint--especially within political elites--for the 

continuation of democratic polities.22  If the latter are successful, "impediments" to the 

"popular will" may be eliminated and a system of governance put in place that unshackles 

every transient majority.   

                                                           
22 Denmark and Sweden replaced their bicameral institutions with unicameral ones in 1952 and 
1970 respectively. The UK has effectively had a unicameral system of governance for much of 
the last century.  The House of Commons has had the power to overrule the house of Lords since 
1911, while the royal veto has not been exercised since 1707.  See, for example, Hollis (1973, 
p.11 ). 
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 The risk anti-majoritarians will take control of majoritarian governments clearly in-

creases with antidemocratic ideological tides and with democratic failures.23  (The first two 

sections of the paper suggest that democratic governance can generate such results.) In the 

absence of a solid track record, history suggests that a majority will opt for a form of gov-

ernment that abandons democratic procedures.   

V. Conclusion: How Difficult is Democratic Governance? 

 The public choice literature suggests that majority rule is not a very robust form of 

collective decision making.  It is prone to cycles.  It may yield very high tax rates. Incum-

bents may use the power of the state to secure permanent advantages from even short peri-

ods of office.  Indeed, a majority may not even favor holding the next election. If these 

problems are as difficult to solve as the Public Choice literature seems to suggest, they pro-

vide a plausible explanation for the dearth of democratic regimes through most of recorded 

history.     

 Many of those problems, once recognized, can be addressed by well-conceived con-

stitutions that advance the long-run interests of narrowly self-interested individuals as has 

been emphasized by analysts working within the constitutional political economy tradition. 

Constitutions may usefully address such matters as election law, freedom in political debate, 

access to information and freedom to run for office and organized politically interested 

groups.  Additional support for democratic procedures can be provided by specifying an ap-

propriate division of power and by specifying formal constraints that attempt to broadly 

align the interests of elected rulers with those of the constitution and the electorate.  More-

over, a good constitution affects both economic conditions and political culture.  Culture is 

not entirely exogenous.  By making some patterns of behavior more attractive than others, 

and by promoting prosperity, constitutions indirectly affect the evolution of norms. 

                                                           
23 There is also at least one modern example of a governments being elected on a platform that 
promised the elimination of democracy. The resulting civil war in Algeria has created a difficult 
conundrum for proponents of popular sovereignty. 
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 However, the extent to which a very good constitution can assure good governance in 

the absence of a supporting culture is an empirical question.  Many of the constitutions that 

failed in Africa during the 1960s or  which have proven problematic in South America for 

much of the last century are based on constitutional models that have worked very well 

elsewhere. The analysis of this paper suggests that a polity that lacks favorable social circum-

stances will need far better institutions to achieve effective democratic governance than one that 

has fortuitous cultural and economic endowments.  However, the same problems of nonde-

cisiveness, impoverishing transfers, and interest in permanent political power that may un-

dermine the effectiveness of ordinary day-to-day majoritarian decision making can also un-

dermine majoritarian efforts at constitutional design and reform. Consequently, a polity 

whose citizens have only a narrow self interests in majoritarian procedures, may find them-

selves unable to adopt suitable constitutional means to achieve an attractive and sustainable 

democracy. Without a supporting culture, it may be very difficult to device a constitution 

that assures a well functioning democracy. It is, thus, possible that only a relatively small 

subset of cultures readily support and sustain well-functioning democracies.24 

 The significance of culture in the performance of democratic governance does not 

mean that constitutional design is irrelevant, nor that culture is decisive.  Rather it implies 

that the constitutional design problem facing a given polity is partly determined by the 

broadly held values and the economic circumstances of that polity. Culturally transmitted 

norms can help a society get effective constitutional rules in place, and once adopted there, 

                                                           
24 It also bears noting the norms of persons outside a particular polity can play a role in establish-
ing and supporting effective majoritarian government.  For example, Western governments have 
recently been conditioning foreign aid on democratic reform.  International transfers and access 
to markets that are conditioned on democratic procedures clearly create a broader domestic con-
stituency for democratic institutions insofar as such conditional policies increase the net benefits 
associated with democracy in the countries subject to conditional grants. In this manner, the 
norms of a single nation or group of wealthy nations may cause majoritarian governmental forms 
to become more widely adopted than would have been anticipated on the basis of local political 
conditions.  If the aid or access are sufficiently valuable such "international" norms may generate 
forms of governance that lack broad normative support within the polities of interest. 
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reinforce them by providing unwritten rules that circumscribe policy making and reduce the 

effects of unavoidable policy errors.  However, widely held norms can also make the consti-

tutional design problem much more difficult.25   

 Overall, the analysis of this paper suggests that successful democracies have cultural 

and legal foundations that go well beyond the use of majority rule to select policies and lead-

ers.  It seems likely that successful democracies have developed effective political and legal 

institutions that are grounded and enhanced by widely-shared norms within the community 

of interest, which jointly serve as a springboard for escaping the fundamental binds of ma-

joritarian decisionmaking. Democracies may need a bit of luck to succeed. Fortuitous culture 

and economic circumstances can make the problems of majority decisionmaking easier to 

overcome, and thereby allow democracy to become an appealing and effective form of gov-

ernance. 

  

                                                           
25This is one implication of Bernholz (1986) who demonstrates that there exists a constitution 
that can assure stable outcomes for any given population of voters.  Brennan and Hamlin (2000) 
also discuss how constitutional design might profitably take account of ethics and ethical persons 
within the community of interest.  
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100 Tax Rates

MB   =  [ tY   + Y  ]A A
t t

T*

Consider the following model based on the Melzer and Richard assumptions:

Let  U = u(C) where C = (1-t)y(t, i)+ G and G = tY

Thus  U = u( (1-t)y(t,i) + )         (C is private consumption, Y is income, t is the 

Consequently  t* is such that :

 U  [( 1-t)Y  - Y + 

A

C t

tY
proportional tax rate, and Y  is average
income.)

tY   + Y   ]= 0  where subscripts denote partial derivatives

or    ( 1-t)Y  - Y + tY   + Y   = 0    when  U > 0

Grouping terms allows this first order condition to be written as: 

( 1-t)Y  - Y = - [ tY   + Y  ]      The lefthand side is the individual’s marginal loss of  
personal  income as tax rates increase (MC) and the lefthand side is the individual’s 
marginal increase in transfer receipts as the tax rate increases (MB).

This equality  within the feasible range of  t, as illustrated with the 
dotted lines above.
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may not be satisfied

Figure 1

The Transfer Poverty Trap



32 

100 Tax Rates

MC  =  

Tn

Consider now an extention of  the the Melzer and Richard assumptions that includes tax norm :

Let  U = u(C, |t-t |) where C = (1-t)y(t, i)+ G and G = tY

Thus  U = u( (1-t)y(t,i) +      

(C is private consumption, Y is income, t is the 
Consequently  t* is such that :

 U  [( 1-t)Y  - Y + 

n A

C t

t

tY , t - t )

proportional tax rate, and Y  is average income.)   

tY   + Y   ] - U= 0       where subscripts denote partial derivatives

or    ( 1-t)Y  - Y + tY   + Y   = U / U       (Note that the right hand side formerly was zero.)

Grouping terms allows this first order condition to be written as: 

( 1-t)Y  - Y - U / U   = - [ tY   + Y  ]   

The lefthand side is the individual’s marginal loss of  personal  income and of  utility from 
violating tax norms as tax rates increase (MC) and the lefthand side is the individual’s marginal 
increase in transfer receipts as the tax rate increases (MB).

This equality  within the feasible range of  t, as illustrated with the blue lines 
above.

n

A n  

A

A A  

A A

A A

t t t

t t t t  C

t t  C t t

may now be satisfied

Figure 2

The Normative Escape from the
Transfer Poverty Trap

-
( 1-t)Yt - Y - Ut/ UC

T*

 


