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Introduction

THE PARADOX OF DEMOCRACY

A supporter once called out, “Governor Stevenson, all
thinking people are for you!” And Adlai Stevenson an-
swered, “That’s not enough. I need a majority.”
—Scott Simon, “Music Cues: Adlai Stevenson”

IN A DICTATORSHIB government policy is often appalling, but rarely
baffling. The building of the Berlin Wall sparked worldwide outcry,
but few wondered, “What are the leaders of East Germany thinking?”
That was obvious: they wanted to continue ruling over their subjects,
who were inconsiderately fleeing en masse. The Berlin Wall had some
drawbacks for the ruling clique. It hurt tourism, making it harder to
earn hard currency to import Western luxuries. All things considered,
though, the Wall protected the interests of elite party members.

No wonder democracy is such a popular political panacea. The his-
tory of dictatorships creates a strong impression that bad policies
exist because the interests of rulers and ruled diverge.? A simple solu-
tion is make the rulers and the ruled identical by giving “power to
the people.” If the people decide to delegate decisions to full-time
politicians, so what? Those who pay the piper—or vote to pay the
piper—call the tune.

This optimistic story is, however, often at odds with the facts. De-
mocracies frequently adopt and maintain policies harmful for most
people. Protectionism is a classic example. Economists across the po-
litical spectrum have pointed out its folly for centuries, but almost
every democracy restricts imports. Even when countries negotiate
free trade agreements, the subtext is not, “Trade is mutually ben-
eficial,” but, “We’ll do you the favor of buying your imports if you do
us the favor of buying ours.” Admittedly, this is less appalling than
the Berlin Wall, yet it is more baffling. In theory, democracy is a bul-
wark against socially harmful policies, but in practice it gives them a
safe harbor.?

How can this Paradox of Democracy be solved? One answer is that
the people’s “representatives” have turned the tables on them. Elec-
tions might be a weaker deterrent to misconduct than they seem on
the surface, making it more important to please special interests than
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This book has three conjoined themes. The first: Doubts about the
rationality of voters are empirically justified. The second: Voter irra-
tionality is precisely what economic theory implies once we adopt
introspectively plausible assumptions about human motivation. The
third: Voter irrationality is the key to a realistic picture of democracy.

In the naive public-interest view, democracy works because it does
what voters want. In the view of most democracy skeptics, it fails
because it does not do what voters want. In my view, democracy fails
because it does what voters want. In economic jargon, democracy has
a built-in externality. An irrational voter does not hurt only himself.
He also hurts everyone who is, as a result of his irrationality, more
likely to live under misguided policies. Since most of the cost of voter
irrationality is external—paid for by other people, why not indulge? If
enough voters think this way, socially injurious policies win by popu-
lar demand.

When cataloging the failures of democracy, one must keep things
in perspective. Hundreds of millions of people under democratic rule
enjoy standards of living that are, by historical standards, amazingly
good. The shortcomings of the worst democracies pale in comparison
with those of totalitarian regimes. At least democracies do not murder
millions of their own citizens.? Nevertheless, now that democracy is
the typical form of government, there is little reason to dwell on the
truisms that it is “better than Communism,” or “beats life during the
Middle Ages.” Such comparisons set the bar too low. It is more worth-
while to figure out how and why democracy disappoints.®

In the minds of many, one of Winston’s Churchill’s most famous
aphorisms cuts the conversation short: “Democracy is the worst form
of government, except all those other forms that have been tried from
time to time.”'° But this saying overlooks the fact that the govern-
ments vary in scope as well as form. In democracies the main alterna-
tive to majority rule is not dictatorship, but markets.

Democracy enthusiasts repeatedly acknowledge this."! When they
lament the “weakening of democracy,” their main evidence is that
markets face little government oversight, or even usurp the traditional
functions of government. They often close with a “wake-up call” for
voters to shrug off their apathy and make their voice heard. The heret-
ical thought that rarely surfaces is that weakening democracy in favor
of markets could be a good thing. No matter what you believe about
how well markets work in absolute terms, if democracy starts to look
worse, markets start to look better by comparison.

Economists have an undeserved reputation for “religious faith” in
markets. No one has done more than economists to dissect the innu-
merable ways that markets can fail. After all their investigations,





