Chapter 1

The Field of Public Choice

Before the beginning of Public Choice in the 1960s, most professional
economists who were interested in public affairs spent their time
searching for optimal government policies, given certain objectives. For
exampl e, they looked for ways to achieve low unemployment, moderate
inflation, or national defense at the lowest cost. Or they sought efficient
ways to build roads or to deal with pollution and congestion. They did
their research without thinking about whether the government was an
autocracy or a democracy. These economists implicitly held what we
might call abenevol ent despot view of the government. They regardedthe
government as benevolent in the sense that it would adopt the
recommended policy and faithfully carry it out.

Professional  econo-
mists in the American
and European democra-
cies today are not so
naive. They realize that
policy decisionsintheir
countries are made by means of a collective decision-making processin
which efficiency is often only a secondary goal. They know that an
elected legidature and, to some degree, an elected chief executive
actually make the decisions. The political and economic futures of these
politicians depend on their ability to please a conglomeration of

Benevolent despot view of the government: The
government will adopt the best policies and faithfully
carry them out.
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independent voters, pressure groups, and political parties. Modern
economists also know that even if an economist’s recommendation is
faithfully passed into law, the bureaucrats who are assigned the
responsibility to carry it out are not usually very efficient in satisfying
their sponsors’ demands. All of these people usualy think more about
their private interests than about implementing the optimal policy
recommended by economists.

Economists are not the only ones to recognize the reality of policy
makingin ademocracy. In the late 1960s, some political scientistsjoined
with the economists in forming the U.S.-based Public Choice Society.
The political scientists joined because they believed that the economic
approach was superior to other approaches to studying democratic
government in their profession.

These modern students of democracy see the government as being
created by human beings with the purpose of helping them to achieve
their goals. In thisview, a democratic government is atool. It isnot like
a carpenter’s hammer, however. When a carpenter wants to hammer a
nail, he can simply pick up the hammer and command it with the swing
of his arm to perform its function. No single individual can command a
democratic government to do anything. Before a democratic government
can be used to accomplish a goal, the members of the collective or their
representatives must make collective decisions. Each member has his
own personal goal and the goals of different members are likely to differ
considerably. Public Choicescholarstry to understand theinteraction that
results in collective decisions by putting themselves in the shoes of
members of the collective, politicians, and the bureaucrats who are hired
to implement the collective decisions.

Public Choicescholars have certainly not abandoned the aim of finding
and recommending optimal government policies. However, they pay less
attention to specific policies than to the process of policy making and
policy implementation.

Public Choice is a
logical extension of Public Choice focuses on the process of policy mak-
economists’ concern ing and policy implementation.
with improving effi-
ciency. Nevertheless, it
isaradical departure from the concerns of most professional economists
during the 20th century. Beforethelate 1950s, no professional economist
as such was concerned with forms of government, voting systems, and
government bureaucracy. Indeed, before that time, economists would
have been very doubtful whether economictools could be usedto analyze
these institutions.
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1. PUBLIC CHOICE AND RELATED HELDS

The field of Public Choice was born in the minds of professional
economists in the mid-1960s. Until that time (and for a considerable
period after that) most intellectuals associated the economic view of
politics with the thinking of Karl Marx and his radical economist
followers. With the emergence of Public Choice, many mainstream
professional economists began to study politics using procedures
developed by the “ neoclassical economists’ of the late 19th century. As
this happened, the meaning of the economic view of politicsshifted away
from theradical thinking. These developmentswere complicated and we
cannot describe them in full here. However, a brief discussion is

appropriate.

Early Political Economy

The most renowned early study of the market economy was that of
Scotland’s Adam Smith (1776), who economists usually regard as the
founder of scientific economics. Smith was a social philosopher who was
interested in many subjects. Although his greatest contribution was his
acute understanding of the market economy, he studied and taught other
subjects, including the role of government and ethics.

Before Smith, religious leaders and other moral philosophers saw the
market economy as a haven for selfishness and competition. They taught
that buyers and sellers act impersonally without regard for others. Since
buyers and sellers do not care about their fellow men, they cannot be
counted on to be just and kind. The moral philosophers thus saw the
market economy as a threat to social cooperation and to what they
regarded asthe time-honored virtue of altruism.

Smith tried to change this point of view. He sought to enlighten his
contemporariesby pointing out that, under certain conditions, self interest
has the potential of conferring great benefits on society members. These
conditions are a private property system and limited monopoly. Under
these conditions, although a person is only interested in hisown gain, he
discoversthat he can do best for himself by producing goods or services
for trade. To be successful at this, he must produce a good or service that
others regard as more valuable than what they already have or can
produce for themselves. Because he must trade something of higher value
with his trading partner to get what he wants, we say that when an
individual actsin his self interest he enables othersto gain. Trying to get
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rich in the marketplace bestows riches on others through trade. It also
encourages individuals to specialize. Trade and specialization make it
possible to produce vast quantities of goods at costs much lower than in
anon-trading society.

Individuals who
would not be able to Selfish action in the market economy leads to social
survive in a non- cooperation on the grandest scale.
trading society can do
so in a trading society.
And those who would be able to survive can obtain more benefits
because of the self interested actions of other producers and traders.
Contrary to the teachings of the moral philosophers, selfish action in the
market economy leads to social cooperation on the grandest scale.

Themarket economy may be athreat to time-honored virtues. However,
subscribing strictly to those virtues may impoverish a nation. Moreover,
aperson who becomes rich through his production and trade may use his
wealth to help others. There is no necessary connection between trying
to earn money in the market economy and being unkind, unjust, or
selfish.

Smith also taught about competition. He taught that under the
conditions of the market economy, itis not avice. Instead, itis a social
situation that constrainsproducerssothat their actionsbenefit consumers.
The opposite of competition in the market economy is not cooperation,
but collusive monopoly. When sellers conspire to monopolize, their aim
is to harm buyers by raising prices.

According to Smith, there are two main requirements for achieving the
great benefits of amodern trading society. They are (1) to enforce private
property rights and (2) to stop conspiracies to monopolize, including
those due to government-created special privileges. We may or may not
be able to change the human propensity to be self interested, he argued.
But if wedesign our institutions properly, we can redirect that propensity
so that each person contributes to the benefit of humankind.

During the 19th cen-
tury, most writers on Adam Smith: If we design our institutions properly,
the market economy we can redirect the propensity to act sdfishly so that
followed Smith. They each person contributes to the benefit of humankind.
studied not only the
market economy but
government and society. They called their studies political economy. The
vast majority of the most important writers saw a small and non-intrusive
government as a useful complement to the market economy. A large
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government, they believed, was inclined to grant special privileges,
thereby reducing the benefits of the market economy.

These early political economistsdid not favor aminimal, law and order,
government. They believed that the government should supply some
goods and services. For exampl e, they maintained that roads, education,
sewers, and aid to thevery poor could not be efficiently supplied through
markets. Thus, they made proposalsabout how agovernment should raise
the funds necessary to pay for these and other goods. At a later time, the
work of these economists becamethe basisfor a sub-field of professional
economics called public finance.

Marx

An early writer on the market economy who stood apart from the rest
was Karl M arx, whose writing appeared around the mid-19th century.
Marx (1867) wrote that the institution of private property was destined
toward self-destruction. To him, the market economy contained a natural
conflict between capitalists and workers. Workers transform the other
resources into material goods. Yet the capitalists who finance the
ventures receive most of the gains. Thisinequity, which Marx believed
would increaseover time, would ultimately resultin ahighly dissatisfied
and expanding laboring class. When the time was ripe, this class would
rise up in revolution against the oppression of the class of capitalist
employers. The resulting political conflict would usher in anew society
of socialism.

Neoclassical Reaction to Marx

Marx and other advocates of socialism had a major influence on
political economy. They forced the political economists to refine their
view of the market economy. Before Marx, political economistsdivided
their studies of capitalism into divisions based on what they believed
were natural divisions among the resources. Thus they studied the land
and land rent; labor and wages; capital goods and the income received
from them (“interest”); and management, or coordination, and profit.
Thus, they viewed the economy in terms of (1) classes of people and (2)
their incomes. The classes were landowners, laborers, capitalists, and
managers of manufacturing businesses. They did not mean to imply that
thesewerestrict social classes. | nstead, they separated people andincome
into classes as a matter of convenience.

Marx’s reasoning was based on the assumption that there was a strict
division between the suppliers of labor and the suppliers of capital and
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management. In assessing Marx’s argument, the more clever thinkers
began to see more clearly that separating people into classes is only a
makeshift. It is a way for political economists to give convenient
examples of interaction in the market economy. The political economist
does not mean to suggest that people are confined to social classes, as
they might bein a strict caste system. In the market economy, practically
everyoneis partly afinancier, partly an employer, and partly a laborer.
And each person can and often does own land and capital goods from
which he earnsincome.

Besides this, the more clever thinkers drew the M arxists’ attention to
freeenterprise. Free enterprise means that anyonewho hasthe ability and
financial support can start a new business. Suppose that a factory worker
did not want to be called a laborer. Then he could save his money and
later risk his savings in business. Or he could join with other factory
workers and start abusiness. The market economy contains many people
who have saved by acquiring training and developing their skills. The
many different grades of skilled and specialized labor areample evidence
that no one is trapped in a “laboring class.” The more clever thinkers
argued that Marx was wrong about the market economy, as it was
understood by the classical economists, because he mistakenly assumed
that people in the market economy are trapped in classes.*

Emer gence of Professional Economics

Thelevel of reasoning needed to understand the new view of the market
economy was higher than that needed to understand Smith. To achieve
the higher level of reasoning requires nurturing and training. Toward the
end of the nineteenth century, those who adopted the new view came to
see themselves as part of an elite professional group. To distinguish
themselves from their predecessors who studied the market economy,
they increasingly began to call themselves “economists’ and to identify
with an “economics profession.” The growth of formal university
education provided opportunitiesfor this eliteto channel government and
philanthropic monies into distinct departments and institutes where the

"Thisisnot to say that Marx’ s historical observationsabout classwerewrong. Thesocieties
that he observed all contained more rigid class systems than we observe in the developed
capitalist societies of today. The systemswere partly aholdover from afeudalism and partly due
to government restrictions. But Adam Smith and the classical economists had in mind a society
that was relatively free of these encumbrances. They were writing about an image of a society
that had not yet fully blossomed anywhere yet one that seemed to be on the horizon. For more
on the concept of class inrelation to early political economy, see Mises (1981), Chapter 20.
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new economics could be taught. The term “political economy” was
gradually abandoned. Also, as a distinct economics profession emerged,
the interests of students of the market economy narrowed. Followers of
Marx continued to discuss the rel ationship between government and the
market economy. In the simplest of their theories, they saw the
government as atool of the capitalist class. It was atool for oppressing
the laboring class. In contrast, professional economists increasingly
adopted the benevolent despot assumption about government. In their
view policy was atool that could be used to improve and even fine-tune
the market economy. In their professional work, they seldom expressed
the view that policy was also a means for some groups to gain at the
expense of others.

The Study of Market Failure

One example of the benevolent despot view is the study of market
failure. During most of this century, professional economics has been
busy modifying and finding exceptions to Adam Smith’s proposition
about the benefits of free markets. They have explored special cases in
which production and ex change in the market economy cause consumers,
as arole, either to be worse off or not aswell off as they could be. We
call such special cases and exceptions market failure. Consider the
example of anew town that developsin the wilderness. Peoples’ desires
to build houses and produce food leads the residentsto cut down nearby
trees. As the population grows, the town expands, roads are built, and
new farms are created. More trees are cut and, as a result, the climate
changes. Water becomes increasingly scarce and smoke from factories
and other machines pollute the air. Everyone knows that the people
would have been better off if they had used the original trees more
judiciously. However, markets did not register the fact that cutting down
treeshad harmful effectson the environment. Even now, if people agreed
to plant treesin vacant areas, the situation for practically everyonewould
improve. But markets do not giveindividua sanincentiveto take account
of these external benefits. People ordinarily only plant trees if their
personal benefits exceed their personal costs.

Practically everyone gained as the town expanded, in spite of the fact
that they were harmed by the gradually disappearing trees and increasing
pollution. Hardly anyone would want to go back to the situation that
existed before thedevelopment. Neverthel ess, thingscould have been better.
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Consider another
example. Individualsin Market failure: Themarketislesseficientin enabling
the market gain from wants to be satisfied than we can imagine it being.
buying mosquito abate-
ment and vaccination
against communicabl e diseases. But their personal gainsare substantially
less than the gains to the community as a whole. If people could be
persuaded to include the benefits to others in their calculations, they
would increase their innovations and abatement. Practically everyone
would gain.

These are examples of market failure. The market is | ess efficient than
we can imagineit being. The members of the new economics profession
searched for waysto correct for the inefficiency of the market economy.
In these efforts they assumed that their task was to find a solution and
then present it to the government. The (benevolent despot) government
would hopefully adopt it and the inefficiency would be corrected.

M acroeconomics

Another example of the benevolent despot view is modern macro-
economics. Most non-economists today associate economics with what
has become known in the profession as macroeconomics -- the study of
unemployment, inflation, and economic growth on a national scale. To
some extent, economists were interested in macroeconomics from the
very beginning of political economy. However, after the Great
Depression in the 1930s, there was a huge increase in the proportion of
professional economists who studied macroeconomic policies. These
economists typically subscribed to the belief that the government should
“guide the economy,” as a boat captain guides his ship.

It is difficult to judge from the statistics whether the macroeconomic
policies of the last four decades have helped or harmed economies.
Measures of effects are crude and there are a variety of conflicting,
competing hypotheses. Neverthel ess, macroeconomics continuesto be a
strong sub-field within professional economics. Like their counterparts
who studied market failure, the macroeconomists believed that their
function was to provide the (benevolent despot) government with
solutions, at least until the late 1960s.?

2See James Buchanan and Richard Wagner (1977) and Wagner (1980) for amorethorough
discussion of the relationship between macroeconomics and Public Choice.
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The Emergence of Public Choice

To cause an economic policy to be carried out in a democracy requires
more than merely convincing a government leader that a particular
economic policy is sensible. Enough voters must believe that the policy
is in their interest that they will approve it, through some form of
collective decision-making process. How do these collective decision-
making processes operate? Are there ways to make them more efficient?
Economists who asked these questionswere led to anal yze a constitution,
arepresentative legislature, political parties, and pressure groups.

Later, they turned to the study of the more permanent agencies and
institutionsof aformal government — the bureaucracy. Put yourself in the
shoes of the head of a bureaucratic agency. Your task is to carry out
collective decisions. In what way are you similar to the economic
entrepreneur and how are you different? How do your customers and
your resource suppliers differ from those in the market economy?

Still later, economists began to study the various ways that individuals
might use the collective decision-making process to redistribute wealth
from others to themselves. In economic jargon, they studied “rent
seeking.” An exampleis amanufacturer who contributesto the political
campaign of acandidatewho advocates higher restrictionson competing
imports. Another example is the employees of a public school system
who join aunion. Their usual aim is to increase their money income or
other employee benefits by pressuring governments who fund them to
redistribute wealth from others.

Political Science

Public Choice emerged from agrowing sense among some professional
economists that the policy recommendations of their colleagues failed to
account for political reality. L ater it attracted political scientistswhowere
also dissatisfied with their profession. In that field, writers on democracy
had a long history of advocating good moral conduct on the part of
politicians, bureaucratsand voters. M any political scientistsfollowedthis
lead. Most, however, took a more descriptive, or historica approach.
Rather than make judgments about behavior, they aimed to merely
describe the political eventsthat had occurred in the past. In an effort to
make their descriptions “scientific,” many of them adopted an approach
called “behaviorism.” In the extreme, behaviorism refers to a meticul ous
recording of the observable behavior of individual swithout any reference
to their motivations. Behaviorists in psychology, for example, study
physical responses to various stimuli. In the ideal situation, the
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psychologists can completely control the stimuli, like a chemist controls
the amount of oxygen he adds to some mixture. In experimental
psychology, a behaviorist often connects sensorsto various parts of the
human body in order to record physical responses that are hidden from
the naked eye.

Inacomplex field like politics, behaviorists could not be so precise. So
they tried to capture political behavior by gathering statistics. As they
became more skilled in using statistical analysis and attitude surveys, a
large body of descriptive data became available to the young scholars.
This was the state of the art in the 1950s.

Political scientists who only used behaviorism had no means of
under standing. Understanding refers to what happens when you put
yourself in someone else’ s shoes and ask, “If | were she, what would be
my goals and how could | best achieve them.” Although many political
scientists had collected and described detailed statistical information
about politicians’, bureaucrats’, and voters' behaviors; they often did not
appreciate the fact that in order to understand the behavior, they had to
do two things. First, they had to assume self interest on the part of the
actors. Second, they had to try to determine how those actors could best
achievetheir own personal ends. Because this is what the Public Choice
scholars were doing, young political scientists in the 1960s and 1970s
were attracted to this field.?

Today it is difficult to tell whether the author of an article using
economic tools to analyze some aspect of democracy was originally an
economist or a political scientist. Most proponents of Public Choice,
however, are scholars who started in one of the two subjects. They were
attracted to interdisciplinary work by what they saw as a better
explanation of politics than that provided in mainstream economics or
political science.

2. ETHICSIN POLITICAL CONDUCT

Public Choice and M orally Correct Action

The economic approach to politics raisesethical issues, if only because
it poses a challenge to the teachings of those who have traditionally
studied politics. Much of traditional political science was devoted to
finding the morally correct policy to follow. This issue will not be

3See Ordeshook (1993) for a more detailed history of this phase in political science.
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discussed in thisbook. People differ in their views about what ismorally
correct. History suggests that we are not likely in the near future to reach
general agreement on the morality of egalitarian policies, on the death
penalty for murder, on “just” war versus pacifism, etc. Instead of trying
to find out what is morally correct, Public Choice aims to study
democracy as a means of achieving the aims that most people want
achieved through government.

Some people have
called Public Choice, Public Choice begins with the view that whether
“amoral” because it democracy will hep to accomplish any specific goal
does not take aspecific  \/'Suncertan.
ethical stance. The
Public Choice defense
against the moralists is that amorality is a characteristic of the scientific
attitude toward the subject matter. If we want to understand democracy,
we must begin with the view that we are uncertain whether it will help to
accomplish any specific goal. Our study is not intended to advocate
democracy, small government, or any other ideology. Our aim is to
understand democracy by using our ability to put ourselvesin the shoes
of those who operate in a democracy.

Market Economy Bias

Public Choice begins
by assuming that peo-
ple live in a system of greater amount of what ordinary people call wealth
private property rights than in their non-capitalist counterparts.
and that they already
have a market econ-
omy. This has led some critics to claim that it is biased because Public
Choice theorists support the market economy. There is an important
reason why Public Choice assumesthat a market economy already exists.
Itisabelief that an informed citizenry would demand a market economy.
Informed peopleknow from experiencethat in countrieswhere capitalism
has existed, citizens produced a greater amount of what ordinary people
call wealth than in their non-capitalist counterparts. They realize that the
alternative is central planning, which has fared badly relative to the
decentralized planning that occurs in a capitalist system. By putting
ourselves in the shoes of actors who have experience with a market
economy, we can reason that informed citizenswould want their society
to have a market economy. Chapter Three discusses the reasonswhy the

W here capitalism has existed, citizens produced a
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market economy is associated with the production of what ordinary
people regard as wealth.

Many newer democraciesin theworld today wereinstituted before their
citizens had experience with the market economy. Some were imposed
by avictor of war, aformer dictator, or political party. As aresult, the
people were not in a position to demand a market economy. The people
in these democraciesmay need lessons in economics even more than they
need lessons in Public Choice.

Making Assum ptions about What People Want

Like the economists who study the market economy, Public Choice
theorists examine democratic political structuresin terms of how well we
can expect them to give the people what they really want. We might say
that the ultimate objective of Public Choiceisto help people get more of
what we think they want. To achieve this objective, we must make
assumptions about the things that people want. We then ask about the
conditions under which various democratic rules and institutions are
likely to help them satisfy the assumed wants. If our assumptions about
wants are correct, our analyses will be relevant. Otherwise, they will not
be relevant. In either case, the Public Choice scholar states his
assumptions for all to see and to possibly dispute.

3. THE MEANING AND HISTORY OF DEMOCRACY

Democracy Defined

Democracy is a type
of government. Gov- Democracy: atype of government with two character-
ernment means the istics: citizen representation and rule of law.
existence and use of a
monopoly over physi-
cally coercive force. A government has laws and it uses its monopoly
over force to enforcethem. In all sizeable governments, the making and
enforcement of laws is the task of hired agents. The hired agents direct
the monopoly over force. In an autocracy, the dictator hires al of the
agentsand givesthem general directions about the laws he wants and the
methods of enforcing them. A distinctive feature of democracy is that
“the people” control the most significant agents through periodic
elections. They exercise their control either directly through a plebiscite
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or indirectly by the election of representatives. In this sense ademocracy
is“of the people, by the people, and for the people.”
Democracy has two
fundamental charact- Representation: each citizen's pref erences are repre-
eristics: (1) representa- sented in law making and law enforcing.
tion and the (2) rule of
law. In the ideal, repre-
sentation means that each citizen’s preferences are represented in law
making and law enforc-
ing. In a large demo-
cracy, this must be

achieved through Ruleof law: decisionsabout w hether individuals have
voting. The rule of law violated the law and upon ther punishment are made

means that decisions according to general principles.
about whether indivi-
duals have violated the
law and upon their punishment are made according to general principles.
General principles are principles that apply equally to everyone,
regardless of their appearance or creed. In the ideal, all citizens are
subject to the same laws, enforcement procedures and punishments.
There isno discrimination based on status, occupation, heritage, weal th,
race, gender, religious beliefs, etc. The ideal rule of law requires the
agents charged with making and enforcing laws to explain their decisions
by referring to the general principles. When explanations are given, the
members of society will be best ableto predict future decisionsin similar
situations.” To assure that such explanations are reasonable seems to
require that the agents themselves be subject to a higher law. The right
of appeal and lawsuits against agents who viol ate the non-discrimination
principle are methods used in modern mature democracies to invoke this
higher law. Since neither of these two characteristics of democracy exists
in ideal form, we call those countries that come closer to theideal “more
democratic” and those that are farther away “less democratic.”

The history of democracy is the history of the development of the dual
characteristicsof (1) representation, by means of the voting franchise, and

“Nobel Prize winner F. A. Hayek described three characteristics of the rule of law:
generality, equality, and certainty (1955: 34-36) . Generality means that thelaws are not against
behavior that only one or a small number of people would be inclined to perform. Laws
themselves should not be discriminatory. Equality means that no one is exempt from
surveillance, prosecution and punishment andthat theseacts of adminigering justiceareequally
applied. The administration of justice should not be discriminatory. Certainty means that
individuals are informed about the laws and are able to predict when laws will be applied.
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(2) the rule of law in conjunction with a written explanation and an
appeals forum. The history of the rule of law begins in ancient Greece
where, for atime, the king set a standard of assuring that laws would be
enforced consistently and certainly for al citizens. Representation is a
more recent phenomenon. These characteristics seem to have first
devel oped together in England over a period of about nine hundred years.
Thus the history of democracy isin large part contained in the history of
England. We cannot present a complete history of British democracy
here. But it isworth identifying parts of that history in order to provide
some perspective.

History of Democracy

Theyear 1066 marksthetime at which the seed was planted from which
democracy would gradualy grow and mature. During this year, the
Normans completed their conquest of England. The Normans, who were
descendants of the Vikings, or Norseman, ruled Normandy in France.
They brought to England unprecedented military power and organi zation
that assured a long period of relative security against invasion. In
addition, they brought the rudiments of a system of property rights that
promoted economic growth on the one hand and democracy on the other.

The Feudal System

The system of property rightsintroduced by the Normansis called the
feudal system. It was a system of centralized control but delegated
decision-making powers. The king was the supreme landlord. Hewasthe
ultimate owner of all real property. However, since he could not control
the land by himself, he made land grants to barons, who in turn made
grants to their retainers, or vassals. Thus, the king was the ultimate
landlord, but he sublet the land to the barons. And the barons sublet the
land to the vassals. The vassals then became the landlordsin practice and
proceeded to rule the people who had survived the conquest.

The dominant economic feature of thefeudal system wasitsnetwork of
countryside manors, some of which were protected by a newly built or
fortified Norman castle. The manor was basically a large self-sufficient
farming and security enterprise governed by avassal, who was called the
lord. The security function was performed by the lord’'s castle. When
threatened by invasions, farmers, who ordinarily lived near their farmsin
the countryside, could retreat to it. The lord ordinarily kept a large store
of food on hand partly to feed the farmers in case of emergency. Given
the technology of war at the time, the only way to defeat the castle was
by a lengthy and costly siege. The cost of such a siege, along with the
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potential of rescue by the king’s army and the sea between England and
Europe, was typically enough to deter an invader.

The lord of the manor was a local dictator. He or his appointees made
the laws, enforced them, and settled all disputes among the peasant
farmers and artisans. As a result, the living conditions of the peasants
varied from place to place, depending upon the character of their
respective lords.

The Rule of Law

In the early thirteenth century, an agreement was reached between the
king and the barons. This agreement, which was called the Magna Carta,
initiated what was to be a gradual replacement of the numerous systems
of local, baron and vassal-made laws with a common law for the whole
country —theking’slaw. A set of royal judgeswas appointed to visit each
of thelocal courts at roughly seven-year intervals. Upon their arrival at
amanor, they would hear numerous complaints, including those against
thelocal lord. In ordinary times the judges were backed by the authority
of theking. Asaresult, avast segment of the population had recourse for
thefirsttime to a kind of appeal if they believed they were being treated
improperly by their local law and court. The roya court judges became
the first true court of appeal for ordinary people. Previously the only
notion of a“higher law” for most common people wasthe “law of God.”
Now, there was a national law, to which local governments had to
conform at least in some measure. The idea of the rule of law was born
in the minds of the lower classes of ordinary people.

For therule of law to truly exist, moreisneeded than simply a hierarchy
of courts, or system of appeal courts. The appeal courts must act
according to a set of general principles that can be learned by both the
lower courts and the ordinary people who are governed by the laws. The
principles must be general enough that they can be applied to a wide
variety of cases; they must not greatly contradict the variety of loca
traditions; and they must be plain enough for ordinary people to
understand. The judges of the royal court took on thetask of developing
these principles. They did so by recording theirjudgments and then trying
to apply the principles used in earlier judgments to later cases that were
similar. By thesixteenth century, acollection of judgmentswas published
which guided both judges and lawyers in their decisions.

This system, in which
the principles used to Common law: judge-made law in which future cases
decide previous cases are partly decided by applying the principles used to
of dispute are applied decide previous cases.
tofuture cases, iscalled
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thecommon law. Itis, in asense, judge-made |law derived from the effort
to settle disputes in a way that is consistent with the traditions of a
society. It differs from civil law, which is law made by leaders. As
England spread its empire to the Americas, Asia, Africa, and the Pacific;
the common law went with it. Today, the former British colonies of the
U.S., India, South Africa, Australia, Canada, and New Zealand, among
many others, use the common law.

It should be evident from this discussion that the common law isaprime
example of what we have called “therule of law,” as opposed to rule by
leaders. Thisis one reason why we say that democracy developed firstin
England.®

Representation

The other characteristic of democracy —representation — also developed
out of the feudal system. But it developed more as aresult of the king’s
weakness than from his strength. Over a period of centuries, there was a
succession of kings. Some were strong; others were weak. Weakness in
a king may be due to alack of will or alack of ability to manage. It can
manifest itself in a number of ways. First, under the feudal system, a
weak king may simply give up some of his power to various barons. In
the worst case, a civil war could break out. Second, a weak king may
engage in reckless military ventures or make unwise alliances that
threaten the nation. Third, he may allow his military to weaken in the
eyes of enemies thereby inviting invasion and war. Faced with a weak
king, the barons would have no choice but to try to take governance into
their own hands.

The first important case was in 1215. In exchange for an agreement to
end acivil war, the king granted coll ective decision-making concessions
to the barons in the Magna Carta. This was a kind of compromise
contract. The king agreed not to impose taxes without permission from
“representatives” of the kingdom. He also granted freedom of religion
and other libertiesto free men. In return, the barons agreed to allow the
king's law to be extended to the regions they controlled, provided that
subjects were granted “ due process.” ThustheMagna Cartanot only was
an important step in the development of the rule of law, it granted
representation to the baronsin themaking of government decisions. King
John violated the contract, however, and the civil war resumed. Because
of this, the Magna Carta might be regarded as a failure. However, when

A more compl ete discussion of the evolution of the concept of the ruleof law in theminds
of political philosophersis provided by Hayek (1960), Chapter 11.
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the civil war ended, John’s successor reinstated it. So the system
prevailed.

In the latter thirteenth century, with another weak king at war with the
barons, the leader of the barons summoned a meeting, or parliament.
Included in the meeting were not only the barons but also the local gentry
from each county, middle-class people from the leading towns, and
members of the clergy. The baron leaders apparently aimed to have all of
the important factions in the country represented in an effort to stop the
war. The meeting not only helped achieve peace, it established a
precedent. Subsequently, kingsoften called together aparliament intimes
of national emergency — for example, during foreign wars or rebellions.
Summoning the parliament was particularly important when the king
wanted to reduce opposition to new taxes that he might regard as
necessary to finance emergency actions.

When terrible religious wars broke out in the seventeenth century, the
ultimate result was a dictatorship under the leadership of a powerful
military leader, Oliver Cromwell. Although Cromwell had the military
power and wisdom to suppress the deep religious divides that had
developed within the Republic (which now included Wales, Scotland,
and Ireland), his successor was not likely to be so strong or wise. To
avoid a renewal of civil war, a compromise was reached in which a
permanent parliament was created. The new king, following Cromwell,
was required to consult with this parliament before taking action. In the
late seventeenth century, a subsequent king attempted to act without
parliamentary backing. By this time, however, the parliament had
sufficient support from the barons but, more importantly, from the
growing number of wealthy merchants, to replace him. With thissupport,
theparliament, England’ sfirst truly representativebody, establisheditself
permanently.

From then on, England’sdemocracy developed in two directions. First,
as experience in making collective decisons grew, the members of
parliament developed workable decisions-making rules to avoid conflict
and to “get things done.” Second, the members of parliament became
elected representatives, with parliament eventually extending the voting
franchise to all normal adult citizens.

Varieties of Democracy

Democracy, as defined here, has definite characteristics. However, in
the countries of the world today that ordinary people call democratic,
these characteristics are present in different forms and to different
degrees. There are several reasons for such differences. First,
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democracies had different traditions at the time of their beginning. The
democracy that was created through the cooperation of the colonialistsin
the U.S. could begin with little regard to tradition. The founders could
regard their government as an experiment in democracy. However, the
creators of the European democracies had to respect traditions, partly
because those traditions were the foundation of their political power. To
ignore them would have led to revolt, civil war, and/or a possible return
to pre-democratic conditions. Themorerecent democraciesemerged from
different traditions that their creators had to respect.

Consider the difference between India and the Philippines, each of
which became independent after World War I1. The Hindu-M uslim split
in Indialed to theseparate countries of Indiaand Pakistan. The post-split,
predominately Hindu Indian government had a caste tradition. This
tradition was ideal for the emergence of a socialist democracy
administered by a cadre of bureaucrats, appointed by the leaders with
charisma or by traditional class-based authorities, who easily won
elections. This socialism resulted in a stagnant economy in which
initiative was strangled by economic regulation and prohibitions against
doing business. In other circumstances, one might have expected a new
government to be elected, one that was more favorable to economic
development and especially to free enterprise. However, the majority did
not know about free enterprise. The market economy was not a
substantial part of its traditions. The conditions were also not amenable
torevolution. The 160 years of Indian experience asaBritish colony gave
the country alegal system that enabled the elected |eaders to control the
military and the police. The continuation of the democracy was assured.
The rule of law developed and strengthened under these special
conditions.

Compare this with The Philippines. Instead of British colonia rule,
which emphasized efficiency and the rule of law, the Philippines was
colonized by the Spanish dictatorship. The Spanish ruled until around
1900, when the U.S. took control. The Spanish system was primarily a
patronage system in which the local population was ruled by governors
and plantation managers appointed by the Spanish king. Law was
administered by force of arms. Plantation managers possessed the arms
and ruled the peasant farmers and workers. In essence, the Spanish
imposed a feudal system. The Filipinos were ruled by persons not by law.
In addition, missionaries taught the farmers and workers to be humble.
The Americans, who replaced the Spanish, had little experience with
colonial rule and mainly promoted independence. At the time of
Philippine independence, the country was an assembly of different
provinces and local governments, many of which had very different
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traditions. Most were ruled by wealthy, strong local families, which
functioned very much likethe lords of the feudal manors. These families
filled the positions left by the departing Spanish patrons after the
American victory over the Spanish.

World War |1 left The Philippines with democracy and a strong army;,
whose leader could command great power relative to the previous
landowners. The diversity of traditions, the fragmented nature of its
provinces and localities, and the post-war central police power made it
relatively easy for a strong leader, like elected president Ferdinand
Marcos, to transform the new democracy back into a dictatorship. So,
while India’ s problems have been primarily economic, The Philippines’
problemshavebeenprimarily political. Asboth countries overcamethese
problemsin the early 1990s, they appeared to be on the road to economic
growth and political stability under democracy. Each seemed poised for
the gradual expansion of free enterprise.

A second reason for differences among democraciesis that at the point
before the democracies began, they had different political systems. Some
like England developed gradually, as kings traded off their traditional
rights for military help and security. The U.S. formed as a confederation
of previously separate states. The democracies of Japan and Germany
were imposed by the victors of war. The democracies of India, Canada,
and Australia emerged when the countries were granted independence
from England. Most of the recent democracies were creations of former
dictatorial governments, typi cally one-party dictatorships. In some cases,
the democracies could not be formed until constitutions were written or
agreements made to grant amnesty to members of the former government
for their atrocities.

Third, at the beginning point, the democracies had different economic
systems. South Korea and Taiwan had highly developed internal market
economies and good trade relations with the rest of the world when they
shifted from military dictatorships to democracy. The new Eastern
European and Asian democracies that emerged after the breakup of the
Soviet Union had little experience with the market sysem and few
trading relationships with other countries. The main problem of the
former countries has been corruption of the government officials. These
officials inherited the authority to decide on such things as who should
receive government contracts, who should be allowed business licenses,
and who should be prosecuted for violating business regulations. The
main problems of the latter countries has been gangsterism by former
political leaders and soldiers, combined with alack of “entrepreneurial
spirit.”
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Fourth, the different

democracies started at Reasons for differences among democracies:

different times in his- 1. Differenttraditionsat thetime of their beginning.

tory and therefore with 2. Different democracies previously had different
. political systems.

different technology. 3. Different democracies started with different

The voter-produced economic systems.
ballot paper, ballot 4. Different democracies started with different
boxes, and hand- technologies.

- - 5. Democracies instituted different collective
counting of ballots in \_ decision-making systems.

the early U.S. is quite
different from the
computerized systems developed today. Similarly the local soap box
speeches of the past differ from the high-priced, national TV political
advertisements of today. Because of these differences, thefoundersof the
more recent democracies have been in a position to avoid some of the
problems of other democracies, such as persistent voting fraud and the
high cost to voters of learning about candidates.

Fifth, the democracies of today have different systems for making
collective decisions. The most obvious difference is that between the
parliamentary system, which most countries have, and a presidential
system. Also the rules pertaining to political parties and pressure groups,
as well as the legal rights of citizens to use these organizations, differ
greatly.

These differences suggest that there is no clear blueprint for construct-
ing an ideal democracy. Although we believe that the rule of law and
representation are necessary general characteristics of democracy, the
existence of so many different forms suggests that there is a great deal of
room for speculation about whether one or another specific characteristic
is necessary or desirable.

4. THE INEFHHICIENCY OF DEMOCRACY

This book identifies many reasons why democracy is not efficient and
it is a good idea to describe them briefly before going on. First, in a
democracy, individualstypically have only arelatively small incentiveto
reveal their true demandswhen they are called upon to join in the making
of a collective decision. They also have a relatively small incentive to
learn enough to participate informatively. Second, individuals have an
incentive to use the politicians and bureaucrats who administer the
government for their personal gain, even though their gain comes at the
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expense of others. Third, elected officials often have an incentive to act
against the interests of the electorate either by shirking their duties or by
outright fraud and corruption. Fourth, there are inefficiencies that result
from representative democracy. Representative democracy means that
laws and administrative policies are made by elected representatives
instead of by the people directly. This procedure seemsto make the best
use of voter information about candidates for office. However, it leads to
situations in which each representative has an incentive to promote the
interests of the people in her voting district at the expense of people in
other voting districts. Fifth, there is pressure group activity. Because the
costs of forming different pressure groups vary, those that have a cost
advantage will tend to form while others will not. M embers of pressure
groups can cause laws and policies to be made even when their total
benefits seem less than the costs. Sixth, government supply often means
supply by a bureaucracy. Neither the bureau chief nor the ordinary
bureaucrats have the kind of strong profit incentive to please consumers
that the owners and employees of a private firm have. We shall see that
their incentives may cause potential benefits to be squandered. Seventh,
if the government takes an active role in the market economy, it may
prompt action from individuals seeking to gain an advantage over their
competitors. Asmentioned above, thisiscalled rent seeking. Eighth, once
a government begins to supply some good, the suppliers often have a
vested interest in continuing their supply even after the reason for it
disappears. The result is a special political resistance to privatization.

Some of these inefficiencies, like bureaucracy and rent seeking, also
exist in a dictatorship. The others, however, are unique to democracy.
Thus, it might appear that the economic approach to democracy will lead
to the conclusion that democracy isa bad idea. Keep in mind, however,
that regardless of whether democracy is efficient in correcting or
supplementing the market economy, it remains a means of enabling
citizensto control the government monopoly over force. This monopoly
can be useful in other ways.

First, in a modern economy, force is necessary in order to establish a
private property system and then to enforce it. Coercion is practically
always needed to deter theft and extortion. The private property system
is essential if people are to enjoy the fruits of the market economy.
Second, in belligerent times, a government must protect its citizens
against invasion and confiscation by covetous foreign powers. Third, a
monopoly over force can be used to enforce contractsthereby facilitating
the exchange of promises. This promotes specialization and the division
of labor in a market economy. Fourth, a national government can use its
monopoly over force to help enforcelocal government laws. Thismay be
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important because local thievesand extortionists may employ technol ogy
that is costly for the local government to rival.

Even though a demo-
cratic government is Democratic government is inefficient. But dictator-
|ike|y to be inefficient, ship is may be worse because the abuse of power by
the alternative — a dic- dictators can cause more serious damage to citizens.
tatorship — may be
worse. Dictators can
use their power against their subjects directly by taking away their
property and other rights. Or they can use it recklessly in international
affairs, inviting disastrous retaliation. Democracy provides a measure of
protection against the worst abuses.®

Hayek may have been exaggerating theinefficiency of democracy when
he wrote:

Whileimmensely and oppressively powerful and ableto overwhelm all resistance from
a minority, [our democracy] is wholly incapable of pursuing a consistent course of

action, lurching like a steam roller driven by one who isdrunk (1979: 11).

Inefficiency isanegative, to be sure. But it must be balanced against the
positive, as Hayek also recognized:

[Democracy] is an ideal worth fighting for to the utmost, because it is our only
protection...against tyranny. Though democracy is not freedom...it is one of the most
important safeguards of freedom. Astheonly method of peaceful change of government
yet discovered, it is one of those paramount through negative values, comparable to
sanitary precautions againgt the plague, of which we are hardly aware while they are

effective, but the absence of which may be deadly (ibid.: 5).

5. PLAN OF THIS BOOK

We can define Public Choice as the study of democracy from an
economic point of view. This means that we describe democratic
interaction and institutionsin a particular way. We want to know whether
they contribute to the satisfaction of the wants of the members of a
collective better than alternatives. In other words, we ask whether
democracy is efficient from the subjective viewpoints of the actors who

SFor an excellent discussion of the advantages of a democracy compared with autocracy,
see Mancur Olson (2000).
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we assume are ultimately responsible for creating and maintaining its
institutions. The “ economic point of view” also refersto the assumptions
we make about the people who interact and who make the institutions.
We assume that all the actors —the voters, politicians, and bureaucrats —
actin their self interest. They do not follow some general moral principle
or act in accord with the “public interest,” however we might define it.
Chapter Two describes the self interest assumption. It goes on to
introduce market failure and to consider the possibility of government
failure when policies are made to correct for it.

Chapter Three describes the benefits of the market economy and
explores the idea of market failure in greater depth. It devotes special
attentionto goodsthat have “public goods” characteristics. ChaptersFour
and Five concern the fundamental agreement between members of a
collective to create a government — the constitution. Chapter Four
describesthe demand for agovernment as ademand for an agreement, or
contract, among members of a collective that will enable them to more
efficiently obtain public goods. The constitution is defined as an
agreement relating to the hiring of agents and control over their actions.
Members of acollective want to find away to hire the agents they regard
as most suitable to cause public goods to be supplied. So they devise
rulesfor electing politicians and hiring bureaucrats. The chapter goes on
to discuss the nature of such rules.

Government officials who are elected or hired must be allowed to
control the monopoly over force. Thisis potentially harmful to members
of the collective. Chapter Five discusses the two main dangers: the
prospect that collective decisions will go against some members of the
collective and the prospect that elected or hired officials will abuse their
power. It goes on to describe safeguards that can be built into a
constitutionto protect against these dangers. Theseinclude separating the
government into branches, defining rights to convey and obtain
information, and rules against buying votes.

Having discussed the most fundamental part of ademocracy, the rest of
the book goes on to describe particular interaction and institutions.
Chapter Six describes different methods of electing representativesto the
legidature. It al so shows how the particular method chosen can influence
strategies adopted by political parties to win elections. Chapter Seven
presents elementary economic models of voting, elections, and election
strategies. Itintroducestherational voter hypothesisand the median voter
theorem. Chapter Eight continues on the same subject. It describes a
principle for choosing a political platform — the center of opinion
strategy; it presents a simple model of campaign spending; and it
describesthevoters paradox. Chapter Nine demonstrates the logic that,
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under any rigid tax system, majority rule is extremely unlikely to result
in the most efficient supply of a public good. It aso discusses voter
dissatisfaction with the majority rule decision. Chapter Ten is concerned
with vote-trading, or logrolling. It shows that under some circumstances,
vote trading can improve efficiency but under others, it may reduce
efficiency.

Chapter Eleven discusses the legislature. The popular idea that
politicians should act in the public interest is strongest in the writings
about legislators. Thus, it discusses the assumption that legislators actin
their self interest at some length. It goes on to discuss the various kinds
of decisions that |egislators must make and how numerous individuals
attempt to influence those decisions. Chapter Twelve discusses political
partiesand pressure groups. It presentsa brief history of political parties
in the U.S. and describes the various functions performed by political
parties. It goes on to define pressure groups and presents the most
popular economic model of such groups.

Chapters Thirteen, Fourteen, and Fifteen are about bureaucracy. Chapter
Thirteen introduces the subject by describing the earliest theories of
bureaucracy and presenting a brief history of bureaucracy in the U.S.
Chapter Fourteen turnsto theissue of bureaucraticefficiency. It describes
the budgeting process, which is the main political means of influencing
bureaucracy in a mature democracy. Then it presents the most popular
economic model of bureaucracy. Chapter Fifteen discusses possible
reforms, including therequirement of benefit-cost analyses, decentraliza-
tion, and charging user fees.

Chapter Sixteen describes the economic idea of rent seeking. Thisisa
proposition about what we can expect when a government has the power
to make lawsthat affect individuals' well being. It holdsthat individuals
have an incentive to pressure government officials to make laws that
enable them to gain even if the laws result in economic inefficiency. The
chapter givestwo examplesof rent seeking and then tellshow economists
have come to identify a hierarchy of rent seekers.

Chapters Seventeen and Eighteen present the increasingly popular idea
of privatization. Chapter Seventeen focuses on the problem of liquidating
a bureau. It shows why the liquidation is typically delayed beyond its
optimal time. Chapter Eighteen discusses forms of incomplete
privatization, which are substitutes for providing services by means of
government bureaus. The subjects included are contracting out,
subsidizing demand by means of a voucher system, and breaking up
government-sponsored monopolies.



