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We are not, as some fondly suppose,
all democrats today because of our un-
erring taste. The honori½c prevalence 
of democracy in modern political speech
is a historical product, like the market
economies now commonly seen as its
necessary complement. The regime 
title democracy, which now dominates
the struggle for political legitimacy, is
not a de½nite and coherent political
form, nor has it been adopted so widely
because it has some irresistible allure.1
We are still some way short of fathom-
ing the political meaning of the word’s
passage through space and time, or see-
ing just how its insistent rise relates to
the concurrent ascent of capitalist eco-
nomic institutions.2

This much is clear: while, in Ameri-
ca, Tom Paine and James Madison both
imagined that a commercial society

could coexist happily with a represen-
tative republic, others elsewhere, from
Filippo Buonarroti and the ½rst Duke 
of Wellington in the 1830s to the Guild
Socialist G. D. H. Cole in the 1920s, 
were just as certain that the inequali-
ties generated by a market economy
were incompatible with a truly demo-
cratic republic.3 Whatever else may be
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John Dunn, a Foreign Honorary Member of the
American Academy since 1991, is a professor in
the Department of Politics at Cambridge Uni-
versity. His publications include “The Political
Thought of John Locke” (1969), “The Politics of
Socialism: An Essay in Political Theory” (1984),
“The History of Political Theory and Other Es-
says” (1995), and most recently “Setting the Peo-
ple Free: The Story of Democracy” (2005).

© 2007 by the American Academy of Arts 
& Sciences

1  John Dunn, Setting the People Free (London:
Atlantic Books, 2005); John Dunn, Democracy:
A History (New York: Atlantic Monthly Press,
2006).

2  John Dunn, The Cunning of Unreason: Mak-
ing Sense of Politics (New York: Basic Books,
2000). Here, as elsewhere, I cite my own texts,
plainly, not as authorities for the judgments
conveyed but to indicate where to ½nd my rea-
sons for making them.

3  For a brief moment of particular clarity in
the drawing of the lines of battle, see Dunn, 
Setting the People Free, chap. 3. For Buonarroti’s
own striking picture of the basis of alignment,
see Filippo Michele Buonarroti, Conspiration
pour l’égalité dite de Babeuf, vol. 1 (Paris: Edi-
tions sociales, 1957), 25–28. For Wellington: 

[A] democracy . . . has never been established
in any part of the world, that has not im-
mediately declared war against property–
against the payment of the public debt–and
against all the principles of conservation,
which are secured by, and are, in fact, the
principal objects of the British constitution, 



said against it (and always can and prob-
ably always should be), capitalism has
shown itself convincingly over the last
two centuries a much less imprudent
way of organizing some of the more 
fundamental aspects of economic life
than any vaguely speci½able rival.4 It
frames all our lives, and it is to more 
or less adroit modulations of its dynam-
ics that we must look for any hope of re-
versing its cumulatively disastrous im-
pact on the setting in which we and all
our foreseeable descendants will have 
to live.5

In the struggle to make these adjust-
ments, the toxic and deeply confused
character of our current understand-
ings of democracy is a formidable im-
pediment. Until we learn to distinguish
better among the elements in our un-
derstanding of democracy that do and
should attract us, those on which it is
wise for us to rely, those that often do
not or certainly should not attract us,
and those on which it would be dement-
ed for us to rely, our political approach 
to the challenge of fostering our collec-
tive survival will remain the shambles
that for the present it unmistakably is.

When Buonarroti, in 1828, looked 
back on the French Revolution, the aged
and by then compulsive conspirator
drew a shimmering contrast between
two shapes, or orders, within which
human beings could henceforth choose
to live: the order of egoism (essentially
capitalism as glossed by Adam Smith
and his subsequent admirers) and the
order of equality (the political goal of
eliminating privilege from the texture 
of collective social life). Buonarroti had
bet his life on championing the second
and gave an eloquent account of his rea-
sons for doing so.

The order of egoism was real enough
at the time and has since come close to
imposing its rule upon the entire world.
The order of equality, in contrast, has
turned out to be a very abstract norma-
tive idea, and every wholehearted sub-
sequent attempt to render it concrete
has proved violently contradictory. It
survives in polite intellectual circles6–
sometimes in wonderfully fluent and
ingenious interpretations–as a regula-
tive ideal. But any impulse to apply it 
is crimped everywhere by the exacting
requirements of the order of egoism. 
In states where electoral choice in some
measure modi½es governmental poli-
cies, one of the mechanisms that con-
½nes that impulse can be seen, reason-
ably if selectively, as the democratic
choice of the people concerned.

At the time when Buonarroti wrote,
the partisans of the order of equality
were in the habit of calling themselves
Democrats. It was a good clear name for
the way they saw their political, eco-
nomic, and social goals. Outside North
America, at that point, very few parti-
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6  Ronald Dworkin, Sovereign Virtue (Cam-
bridge, Mass.: Harvard University Press, 2000);
Ronald Dworkin, Is Democracy Possible Here?
(Princeton, N.J.: Princeton University Press,
2006).

as it now exists. Property, and its posses-
sors, will become the common enemy.

Speech against the Great Reform Bill in the
House of Lords, October 4, 1831, in George
Henry Francis, Maxims and Opinions of Field-
Marshal, His Grace, The Duke of Wellington
(London: H. Colburn, 1845), 253.

4  John Dunn, “The Identity of the Bourgeois
Liberal Republic,” in Biancamaria Fontana, 
ed., The Invention of the Modern Republic (Cam-
bridge: Cambridge University Press, 1994),
206–225.

5  John Dunn, “The Emergence into Politics 
of Global Environmental Change,” in Ted
Munn, ed., Encyclopedia of Global Environmen-
tal Change, vol. 5 (London: John Wiley, 2002),
124–136.
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sans of the order of egoism showed the
least inclination to dispute their claim 
to the title.7 But already in North Ameri-
ca that simple clear contrast had blurred
irremediably,8 and today we have lost it
irrevocably across the world. The time
has come to face up to the consequences
of that loss, and learn with some haste 
to talk and think more clearly about just
what democracy implies.

The view that has held sway in Amer-
ica for well over two hundred years–
through the distractions of slavery, civ-
il war, and European socialist ideas–is
that representative democracy (a phrase
Alexander Hamilton appears to have
coined impromptu in a private letter)9

was a clear improvement on participa-
tory democracy. It somehow winnowed
out the latter’s conspicuous and histori-
cally well-attested hazards, yet retained
its imaginative appeal across a citizen
body. It did so, above all, through the
claim to deliver political justice by ac-
cording each citizen equal political
rights and an equal entitlement to exert
(or seek to exert) political power.

Naturally, opinions about the basis of
this improvement differed. For Paine, 
in debate with Edmund Burke in 1790,
grafting representation upon democra-
cy did not merely extend the territorial
scale on which democracy could func-
tion, or hope to persist for any length of
time if it ever were established; it also
provided a clearly superior form of rule,
which would have enhanced the quality
of political life in Athens itself had the
Athenians been discerning enough to in-
vent it.10

To the cooler eye of James Madison–
planning the political structure of the
new American state and very conscious
of the need to guarantee the property
rights of its creditors–the advantage 
of practicability on the required territo-
rial scale was at least matched by the ob-
structions it provided to hasty and indis-
creet exertions of popular will through
the need to compete across such a wide
arena and to do so through institutions
that ensured more than one basis of rep-
resentation.11 For Madison, who ½rm-
ly avoided Hamilton’s new coinage, 
the representative republic marked a clear
advance over the notoriously erratic 
and violent democracies of the ancient
world, both in its prospective longevity

7  Dunn, Setting the People Free; Dunn, Democra-
cy: A History, chaps. 2, 3. For Buonarroti’s own
contrast, see Buonarroti, Conspiration pour l’égal-
ité, vol. 1, 25–38. Even then it was a good clear
name for a political purpose, and not for an in-
stitutional form (ibid., 38).

8  Dunn, Democracy: A History, 76–84. The best
history of the normalization of the category in
American political self-understanding is now
Sean Wilentz, The Rise of American Democracy
(New York: W. W. Norton, 2006).

9  Alexander Hamilton, letter to Governor Mor-
ris, May 19, 1777:

When the deliberative or judicial powers 
are vested wholly or partly in the collective
body of the people, you must expect error,
confusion and instability. But a representa-
tive democracy, where the right of election 
is well secured and regulated & the exercise 

of legislative, executive and judiciary au-
thorities, is vested in persons chosen real-
ly and not nominally by the people, will 
in my opinion be most likely to be happy,
regular and durable.

Harold C. Syrett and Jacob E. Cooke, eds.,
Papers of Alexander Hamilton, vol. 1 (New
York: Columbia University Press, 1961), 255.

10  Thomas Paine, The Rights of Man (1792)
(London: J. M. Dent, 1916), 176–177.

11  Bernard Manin, “Checks, Balances and
Boundaries: The Separation of Powers in 
the Constitutional Debate of 1787,” in Fon-
tana, ed., The Invention of the Modern Repub-
lic, 27–62.



and the social peace and economic se-
curity it could be relied on to promote.
Representation would enhance democ-
racy, not by rendering it more democrat-
ic but by preventing it from acting hasti-
ly, unwisely, and destructively.

This was not a viewpoint the Equals
could have endorsed. For Babeuf, even
early in the Revolution,12 every conces-
sion to representation, every alienation
to another person of the right and pow-
er to judge for oneself and act on one’s
own judgment, had a clear cost: a loss 
in freedom and an inroad into equality.
The systematic refusal of such alien-
ations de½ned the order of equality. It 
is easy to sneer at the psychological as-
sumptions required to credit its norma-
tive status (fatally dependent on read-
ing the logic of its ghostly adversary, 
the order of egoism, as a full and fair ex-
pression of the motivations of its par-
ticipants). Clearer-headed interpreters
–from Benjamin Constant and Oscar
Wilde to Joseph Schumpeter and Man-
cur Olson–have discredited the politi-
cal expectations implied in its resolute
obtuseness to opportunity costs. The
normative imagery at its heart has been
deconstructed irreparably by far cleverer
thinkers with the leisure to bring their
own intuitions to a very high degree of
resolution.13

As a vision of what the human world
could readily become, the order of

equality has disintegrated too thorough-
ly to leave any prospect for resuscitation.
What it has not lost, however, is its claim
to register the political idea of democra-
cy more literally and with greater imagi-
native cogency than more sophisticated
contemporary interpreters can convinc-
ingly claim.

The strongest ground for employing
democracy to describe the regimes that
now claim its mantle is purely negative.
Even a regime that still has a monarch
no longer draws its legitimacy from 
possessing that facility. Nor does any
regime derive its authority from being
the political embodiment and instru-
ment of an explicitly privileged social
grouping among their subjects–a no-
bility of birth or achievement. Among
the simple forms of regime envisaged in
the ancient world, that leaves just one,
namely, democracy faute de pire.

But it also leaves open the possibility
that the sort of regime that now claims
the title of democracy is not well con-
ceived as simple. Instead, it is closer in
style, basis, and potential solidity to the
favored admixture of democratic, aris-
tocratic, and monarchical elements es-
poused in one version or another by
Aristotle, Polybius, most Romans who
bothered to think about the issue and
pass their thoughts on, and a very large
proportion of subsequent European po-
litical thinking from the Middle Ages up
to the end of the ancien régime. Madison
and Hamilton clearly belonged within
this very broad persuasion, as did think-
ers as opposed in other respects as James
Harrington, John Locke, and the Baron
de Montesquieu.

When it reappeared in modern history
as a consciously chosen label for a politi-
cal force, Democrat signaled an opposi-
tion in the ½rst place to political power
in the hands of aristocrats, and then to
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12  On Babeuf, see R. B. Rose, Gracchus Babeuf:
The First Revolutionary Communist (London: Ed-
win Arnold, 1978). Babeuf, in the Journal de la
Confédération, July 4, 1790: “If the People are
the Sovereign, they should exercise as much
sovereignty as they absolutely can themselves
. . . . [T]o accomplish that which you have to do
and can do yourself use representation on the
fewest possible occasions and be nearly always
your own representative.” Ibid., 77.

13  See again, notably, Dworkin, Sovereign Vir-
tue.



monarchs discredited by their defense 
of the political and social interests of
aristocrats. It certainly was not intended
to signal commitment to any model of
mixed government.

It is not hard to see why it was not
mixed government that in due course
came to serve as the most evocative po-
litical slogan across the non-European
world. It had had fairly muted resonance
for most of the population at any point,
even in Europe. Iran’s president Ahma-
di-Nejad may be con½dent in his assess-
ment that “liberalism and Western-style
democracy have not been able to realize
the ideals of humanity.”14 But he does
not equate their failure with the failure
of an Iranian version of democracy; and
has, in fact, exploited a host of duly illib-
eral methods to elicit the electoral sup-
port of the Iranian people in public com-
petition, and evoke the authority it gives
him when he makes decisions that vex
his religious sponsors and superiors.

In other settings, too, where the state
now conforms quite closely to the liber-
al-democratic model, it is clear that de-
mocracy retains a sense quite distinct
from its prevailing institutional routines
of popular election and representative
legislation. When a South Korean man
chose to slash, with a box-cutter, the
face of the principal opposition party’s
leader, Park Geun-hye (daughter of the
military dictator Park Chung-hee, who
ruled the country with some brutality
for nearly two decades and presided 
over the decisive phase of its modern

development), he explained his savage
act to the Seoul police by saying he had
been “upset at a society that lacks de-
mocracy.”15 Sane or otherwise, there 
is no reason to presume him unaware
that Korea’s last two presidents were
each elected against the party of gov-
ernment–the second by a substantial
majority. Indeed, it is likelier that what
Park Geun-hye’s assailant feared was
precisely that Korea’s increasingly vol-
atile, con½dent, and demanding elec-
torate would choose at its next opportu-
nity to elect the Grand National Party’s
chairwoman as president. If the prospec-
tive outcome of an uncoerced popular
vote can be a sign that a society lacks de-
mocracy, there are still audibly Babouviste
echoes in the word, even in East Asian
translation.

Do these echoes evince atavistic con-
fusion on the part of those who hear
them, or do they indicate an instability
and opacity within the idea of democra-
cy itself as we now entertain it, which
cannot be laundered out by greater reso-
lution or clearer thought? Social scien-
tists may hope to clarify and decontami-
nate such terms by a blend of intellectu-
al concentration, precision in the use of
language, and determined frankness, an
aspiration that goes back as far as John
Locke’s Essay Concerning Human Under-
standing. But considered inductively,
such programs for the recti½cation of
names all but invariably fail. No one
alert to the tangled political history of
the word democracy could be surprised 
at the scale of their failure in its case.

At present, the cumulative energies 
of social scientists are in little immedi-
ate danger of explaining the shape of
modern world history, whatever success
they may sometimes achieve in clarify-
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14  Letter from Mahmoud Ahmadi-Nejad to
George W. Bush, Financial Times, October 5,
2006: “Liberalism and Western-style democra-
cy have not been able to help realise the ideals
of humanity. Today these two concepts have
failed. Those with insight can already hear the
sounds of the shattering and fall of the ideol-
ogy and thoughts of the liberal democratic sys-
tems.”

15  “South Korean Opposition Leader Assailed,”
Financial Times, May 22, 2006, 10.



ing the local fortunes of its assorted
components. To explain the vicissitudes
of democracy as a term within that histo-
ry, it would be necessary at a minimum
to explain the incidence and course of
three vast global conflicts; the changing
fortunes through time of a bewildering
variety of economic strategies on every
scale, from the adult individual to the
erstwhile World Socialist System; the
erratic susceptibilities of entire popula-
tions to the political conceptions pre-
sented to them; and the confused and
urgent struggles to get their own way of
all who look to politics as a medium for
doing so. No one today has the faintest
idea how these four arenas interact with
one another,16 despite the highly illumi-
nating studies of the territorial advance
of democracy in its present sense over
the last century, its contrasting fates in
different areas of the world, and the con-
ditions that favor its survival once estab-
lished (notably those of Adam Przewors-
ki and his pupils in the latter case).17

As of now, we have very little grip on
the central question of just what we can
trust modern representative capitalist
democracy to do on our behalf. This is
more alarming if we regard it, as on its
present record we surely must, as con-
genitally indiscreet and often wantonly
harmful to the environment; and if we

see it as locked tightly into a mechanism
of sharpening economic inequalities in
the leading world economies from the
United States to China.18 The second
effect is plainly as much a political as an
economic outcome–the consciously en-
gineered victory of some over others19

–and equally political means might in
principle reverse it. The ½rst is presum-
ably also just as political in its genesis,
but potentially effective means for re-
versing it are harder to discern. Here, a
central ambiguity in the contemporary
understanding of democracy seriously
impedes political progress as much as 
it does intellectual advance. Is modern
capitalist democracy simply a system of
political authorization, or does it offer,
as it certainly purports to, a de½nite and
prospectively coherent approach to for-
matting political deliberation on all ma-
jor issues of public choice?

Liberal democracy, the regime form
commended by President Bush and re-
viled by President Ahmadi-Nejad (and
perhaps, in some sense, the principal
bone of contention between the two),
certainly quali½es democracy as a con-
ception, and con½nes the usage of the
noun, by superimposing additional cri-
teria upon it. What it does not do is clar-
ify the idea of democracy itself. It is also
less than explicit about the basis from
which we are to impose the new con-
½nes. Whatever else democracy was at
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16  Dunn, The Cunning of Unreason.

17  Adam Przeworski, Capitalism and Social De-
mocracy (Cambridge: Cambridge University
Press, 1985); Adam Przeworski, Democracy and
the Market (Cambridge: Cambridge University
Press, 1991); Adam Przeworski et al., Sustain-
able Democracy (Cambridge: Cambridge Uni-
versity Press, 1995); Adam Przeworski et al.,
Democracy and Development (Cambridge: Cam-
bridge University Press, 2000); Bernard Manin,
Adam Przeworski, and Susan C. Stokes, eds.,
Democracy, Accountability and Representation
(Cambridge: Cambridge University Press, 1999).

18  Edward Luce, “Out on a Limb: Why Blue-
Collar Americans See Their Future as Precari-
ous,” Financial Times, March 5, 2006, 15. For
comparative background, see Harold L. Wilen-
sky, Rich Democracies: Political Economy, Public
Policy and Performance (Berkeley: University of
California Press, 2002).

19  Michael Graetz and Ian Shapiro, Death by a
Thousand Cuts: The Fight Over Taxing Inherited
Wealth (Princeton, N.J.: Princeton University
Press, 2005).



its outset, it did at least identify the hu-
man sources of its authority. Over every
public decision on what to do within the
territories of Athens it left the choice
½rmly to the citizens themselves.20 As 
a result, they made a great many deci-
sions. Not even the individual Cantons
of the Swiss Republic consult the will
and judgment of their citizenry today
with comparable assiduity; and no mod-
ern state could contemplate putting it-
self at popular beck and call in a similar
fashion.

Liberal democracy blurs the issue of
authorization in all but the last instance.
It is less than forthcoming in its concep-
tion of just how or why the apparatus of
civil and political rights that con½nes the
political choices of executive and legisla-
ture at any given time is itself ultimately
subject to the people who still supposed-
ly authorize it. More importantly, it is
inordinately vague, and either confused
or systematically deceitful, about just
what it implies about the formatting of
deliberation in the making of public de-
cisions.

From the outset, the ½ercest suspi-
cions of democracy centered on the re-
lation between its allocation of power 
to particular social groups and its expo-
sure to the vagaries of their judgment.21

Liberal democracy has ½nessed the 
½rst suspicion with remarkable ef½ca-
cy and without prescinding from its 
formal commitment to political equal-
ity. It has handled the second by oscillat-

ing between evasion and prevarication.
Some of its subtlest champions, in the
settings where it has had to ½ght hardest
in recent decades, see its key merit as its
commitment to public reason, the free
discussion of public issues in a public
setting.22 That emphasis offers an im-
portant corrective to Western compla-
cency and ignorance of the history of 
the rest of the world. But it illuminates
the structure of liberal values more than
it does the predictable commitments of
democratic choice, and it cannot plausi-
bly be said to issue from the idea of de-
mocracy itself. Whatever his other ex-
cellences, the Emperor Akbar cannot
readily be mistaken for a democrat.

Liberals must stand for the right to
think and speak freely to the bitter end.
But democracy can and often does face
two ways on issues of free speech. It pre-
scribes an equal entitlement to every 
citizen to form their views on every pub-
lic issue and to press these on one anoth-
er. But it also strongly suggests a joint
entitlement on their part to consider,
judge, and decide together just what lim-
its to impose on what can be advocated
in public. The Athenians, who often and
realistically supposed themselves under
challenge, interpreted the latter entitle-
ment with some ferocity and invented
very concrete procedures to implement
it. Ostracism is scarcely a liberal expedi-
ent, but it would be an error about the
Greek language to deny that it was an
eminently democratic expedient. If it is
not an abuse of the American language
today to deny that ostracism was (or
even could be) a democratic expedient,
that may be less an index of clear cogni-
tive advance than of depletion in our ca-
pacity to speak and think clearly about
the structuring of political choice.
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20  Mogens H. Hansen, The Athenian Democracy
in the Age of Demosthenes (Oxford: Blackwell,
1991), 306–314; Mogens H. Hansen, The Tradi-
tion of Ancient Democracy and Its Importance for
Modern Democracy (Copenhagen: Royal Danish
Academy of Sciences and Letters, 2005).

21  Josiah Ober, Political Dissent in Democratic
Athens: Intellectual Critics of Popular Rule (Prince-
ton, N.J.: Princeton University Press, 1998).

22  Amartya Sen, The Argumentative Indian (Lon-
don: Allen Lane, 2005), 15–19, 287–291.
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It would help us to think more clearly
about what democracy means today if
we distinguished political authorization
sharply from the formatting of public
deliberation, and recognized the more
direct ties between the democratic ele-
ment in existing arrangements across
the oecd and their procedures for elic-
iting and displaying political authoriza-
tion. Democracy may be a fulsome de-
scription of a regime in which those en-
titled to give orders and receive obedi-
ence are, in the end, intermittently selec-
ted to do so by those they force to obey.
When in working order, that arrange-
ment guarantees that there cannot be 
a closed, self-selecting group of rulers 
who rule inde½nitely in the face of the
loathing of most of their subjects, until
the latter take up arms against them and
have the good fortune to win the ensuing
struggle–what John Locke called “the
appeal to Heaven.” Seen in those terms,
contemporary democracies offer a crude
but reliable remedy for a grave political
ill, one memorably incarnated by Sad-
dam Hussein.

The arrangement’s decisive weakness,
especially in face of the cumulative eco-
logical damage inflicted by capitalist ad-
vance (or, if you prefer, simply by the in-
crease in human power), lies in its fail-
ure to register either the practical sig-
ni½cance of the political division of la-
bor–or the cognitive demands of judg-
ing what to do and what to avoid having
done–in any realistic way. There is one
tie between the idea of democracy and
the structuring of political deliberation:
that each citizen should have not mere-
ly an equal formal right to contribute to
it, but a real substantive opportunity to
do so. The claim to provide that oppor-
tunity, isegoria,23 was a key value for the

democrats of Athens. Even there, it was
a strained description of how political
deliberation worked in a public setting;
but at least it answered to clearly iden-
ti½able formal features of the mode
through which decisions ultimately had
to be made if they were to have authori-
ty. No capitalist society has ever provid-
ed its citizens in practice with anything
remotely resembling that opportunity. 
It is not intuitively clear how any could.

The tie between democracy and the
role of individual citizens within public
deliberation today is not one that equal-
izes power, but one that acknowledges
both the personal entitlement to try to
persuade and the cognitive advantage of
inserting all potentially relevant consid-
erations into such deliberation. Because
it does not, and plainly cannot, equalize
power among citizens, it carries no im-
plications for the fate of the considera-
tions they deem relevant once these are
duly advanced, and clearly mischaracter-
izes the sense in which most have effec-
tive opportunity to advance them at all.
It does not envisage the structuring of
public deliberation as a causal ½eld, but
instead dissolves it into an aspect of po-
litical authorization. Whatever ideologi-
cal services that conflation may render,
it does not provide a promising approach
to understanding what in fact happens
through formally democratic institu-
tions.

Democracy, in any understanding, has
always been a singularly weak conceptu-
al candidate for specifying deliberative
rationality. It may, as Aristotle conceded,
have the advantage of preventing the
exclusion of potentially relevant consid-
erations, but it conscientiously refrains
from imposing any other constraints on
deliberative outcomes. Moreover, it does
nothing to clarify which reasons are bet-
ter and should therefore carry greater
force, and which are more alluring and

23  Hansen, The Athenian Democracy, 83–85,
306–314.
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popular and hence carry greater imme-
diate power. Looking at the process of
global ecological depletion from this
angle and at this level of abstraction, it 
is hard to doubt that on this point Plato
was right, and Pericles, as Thucydides
reports him,24 was as overoptimistic in
the long run as Buonarroti himself.

Most contemporary partisans of
democracy can accept with equanim-
ity Buonarroti’s verdict that none of
France’s revolutionaries embraced de-
mocracy in the ancient sense or con-
templated summoning the entire people
to deliberate on acts of government.25

But very few are equally happy to ac-
knowledge his concomitant judgment
that aristocracy, or sovereign power ex-
ercised by one part of the nation over
the whole of it, is an inevitable conse-
quence of the inequality consecrated by
the order of egoism.26 It is reasonable 
to suspect some failure here either in
nerve or in honesty. Where such failure
matters most is in the analysis of mas-
sive infelicities in contemporary politi-
cal choice. How many of these infelici-
ties are at present a product of aristocra-
cy (i.e., veiled or blatant inequality in
political access)? How many continue 
to come from quite different sources?

As a system of authorization, contem-
porary democracy rests on equality, and
intermittently verges on ensuring it at
just one point in time. When it comes to
determining outcomes, however, it gives
no comparably speci½c assurance on
how public deliberation will or should

be structured, or how it will square up
against more private deliberation. Those
captivated by Buonarroti will do their
best to ascribe its more aberrant out-
comes to its systematic and often covert
subversion of equality. But there is more
to deliberative rationality than undis-
torted communication between equals
or pseudoequals. All deliberation is per-
manently at the mercy of the cognitive
resources available to its participants.
Besides the hallowed and always rea-
sonably plausible model of actively sus-
tained domination by sinister interests,
there is the still less encouraging model
of somnambulistic collective greed and
stupidity. Even today democracy offers 
a better banner for defying or seeking to
combat the ½rst than for blandly endors-
ing it. It offers no discernible remedy for
the second.

For the present the sole minimally
plausible remedy still touted for the 
second is the deep abstract cunning of
the market: perfect proxy for deliber-
ative rationality all on its own. If the
order of egoism has gotten us into this
½x, perhaps if left severely to itself, the
same facility may in due course get us
out of it? The providential wager on the
market is the last faith left on this partic-
ular battle½eld, lacking, for those who
can believe it, only a plausible recipe to
ensure its implementation in face of
powerful would-be molesters (aristo-
cratic or democratic). Somewhere with-
in this murky space, contemporary polit-
ical thinking appears for the moment to
have well and truly lost the thread.

24  Thucydides, History of the Peloponnesian War,
Books I and II, trans. Charles Forster Smith
(Cambridge, Mass.: Harvard University Press,
1928), xxxv–xlvi, 318–341.

25  Buonarroti, Conspiration pour l’égalité, 38.

26  Ibid., 32n.
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The history of American democracy 
is usually presented as a political story
tout court.1 Nineteenth-century scholars
pointed to the Declaration of Indepen-
dence as the fundamental document.
Now that the Founding Fathers are seen
as actively checking “the excess of de-
mocracy” in the 1780s when they rati½ed
the U.S. Constitution’s creation of an
energetic federal government, democ-
racy is variously depicted as arriving in
the United States with the election of
Thomas Jefferson or Andrew Jackson.

Hardly anyone touches the subject
without invoking the elegant observa-
tions of Alexis de Tocqueville in his 
now classic Democracy in America. Arriv-
ing ½fty-six years after Americans an-
nounced their independence, the twen-

ty-six-year-old French nobleman mar-
veled at the pervasive purchase of dem-
ocratic mores and read that vigor back
into the past. Astute as he was, Tocque-
ville did not escape the tendency of his
age to naturalize social forces (and hence
stoked Americans’ own desire to roman-
ticize their democratic mores). What
Tocqueville missed or minimized were
the bitter political ½ghts leading to the
electoral defeat of the Federalist found-
ers and the triumph of a boisterous,
democratic opposition. Instead, ‘equali-
ty of condition’ serves, in Democracy in
America, as something of a deux ex machi-
na, summoned to explain a variety of so-
cial preferences, habits of thoughts, and
political practices.

In many ways American society was
exceptional when compared with others
in the world, but no complicated cultur-
al transformation emerges naturally. Be-
hind the democracy that Jefferson and
his party espoused was a hundred-year-
old transformation of basic ideas about
human nature and social order. The de-
mocratization of economic opportunity
after 1800 played an important role as
well.

Joyce Appleby

The intellectual underpinnings 
of American democracy
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The intellec-
tual under-
pinnings of
American
democracy

Underpinnings are not meant to be
seen; they hold up the building but are
not a conspicuous part. This is exactly
the case with the underpinnings of de-
mocracy. As metaphors go, ‘underpin-
nings’ do a good job of pointing in the
right direction toward supportive as-
sumptions and undergirding convic-
tions. They are not the arguments put
forward by proponents or detractors,
but rather the beliefs that had to be
widely accepted before the intellectu-
al object itself–democracy–could be
considered a practical alternative to 
the reigning political theories.

That other common trope for talking
about the substratum of a complex idea
–roots–takes away the indeterminacy
in this cultural change. The acorn has no
choice but to become an oak. To speak 
of democratic roots would close out the
history where paths were opened and
doors closed in the everyday world of
social choices. It would silence the vigor-
ous opposition of those who continued
to see democratic rule as chaotic, irra-
tional, and profoundly unsettling to the
hierarchical structure of the universe.

I intend to approach the intellectual
underpinnings of American democra-
cy at an early entry point, in the seven-
teenth century, when England was trans-
forming itself into a modern nation.
Delving into the rich literature produced
by the economic and political changes 
of its century of revolution, we will ½nd
many fresh challenges to conventional
ideas about political order.

In the eighteenth century the English
created a constitutional monarchy in
which the king, lords, and commons
shared authority. Some English thinkers
hearkened back to classical texts to con-
struct a theory that showed how by bal-
ancing the one, the few, and the many,
they had introduced checks against pow-

er plays from any one of these three
components of the state. Connected to
this description of England’s delicate
balancing act were af½rmations of the
need for disinterested leaders practicing
civic humanism. Described as the capac-
ity to put the interests of the whole be-
fore one’s self-interest, civic humanism
justi½ed the leadership of the propertied
few who did not constantly have to look
out for themselves in order to survive.

This classical republican thought sim-
ply represented a fresh reworking of 
the very old traditional assumptions of
human inequality, the fragility of pub-
lic order, and the threat contained in
change. In contrast, the core beliefs nec-
essary to the widespread acceptance of
American democracy at this time were
that ordinary men could take care of
themselves without the ½rm direction 
of ministers, magistrates, and fathers;
that this capacity to look out for oneself
is a part of the human endowment and
hence universal and equal; and that so-
cial change was part of an evolutionary
process that over time would enhance
the entire human prospect.

Unproblematic as these propositions
seem to us, they ran athwart the exalta-
tion, even mysti½cation, of authority,
which a lot of wise men and women
thought to be essential to maintaining
order. They undermined a reverence for
the past promoted by the Judeo-Chris-
tian narrative of the Garden of Eden and
the educated European’s esteem for the
golden age of classical Greece. Instead,
these ideas embraced change, inducing
fear in those who held to the tradition-
al beliefs that history was cyclical and
that change usually came in the form of
usurpations of power, foreign attack, or
tyranny.

But perhaps the most entrenched ob-
stacle to adopting ideas supportive of
democracy was the belief in natural in-
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equality, a conviction that human soci-
ety was composed of the strong, wise,
brave few and the many ordinary peo-
ple without special talents for governing.
I once had a few extra days in London
and spent them at the Goldsmith’s Li-
brary, reading the criticisms of Thomas
Hobbes’s Leviathan that were published
in the 1660s. I was surprised to learn that
it was not Hobbes’s grim description of
the life of man in the state of nature as
“solitary, poor, nasty, brutish, and short”
that shocked contemporaries, but rath-
er his assertion of natural equality. The
view of Ordinary people as base, if not
actually vile, had provided the glue for
upper-class solidarity for centuries. 
And even though both Hobbes and John
Locke relied on the premise of equality
for their theories about the origins of
political obligation, it was a technical
equality, which yielded to social and po-
litical hierarchies with the introduction
of government and private property.

While they were creating the social-
contract theory of the origins of govern-
ment, other men were examining the
English economy, which was bursting
out of its traditional restraints. Changes
in producing and marketing goods had
begun transforming England as early as
the 1620s. Slowly receding was the world
of scarcity, where labor and resources
were directed to replacing one year’s
consumption with another year’s pro-
duction. When evidence of the sustained
creation of new wealth and wealth-mak-
ing possibilities was unavoidable, expla-
nations had to be found.

Particularly fascinating to contempo-
raries was how people behaved when
they bought and sold in the market.
Soon those watching the phenomenon
of an expanding world trade put into cir-
culation new descriptions of how people
acted in their market transactions. They
depicted men and women as drawn nat-

urally, by the desire to better their condi-
tion, to the producing, selling, and buy-
ing that drove the market. These obser-
vations–scattered in pamphlets, how-
to books, broadsides, and learned tomes
(many of them written by such lumi-
naries as Locke, Isaac Newton, and Dan-
iel Defoe)–converged on the same es-
timate of the human capacity to be re-
sponsible in commercial dealings.

Instead of human impulsiveness–the
wicked, stupid, capricious conduct de-
scribed in Puritan sermons and Elizabe-
than drama–those who were trying to
understand the new commercial tran-
sactions came to expect a uniform, rea-
sonable response from market bargain-
ers: people could be counted on because
they counted their interests. By the mid-
eighteenth century Samuel Johnson
could comment that “there are few ways
in which a man can be more innocently
employed than in getting money.”2

Because it was as consistent as water
running down hill, the round of produc-
ing, selling, buying, and paying was con-
sidered natural. As Thomas Mun memo-
rably wrote in England’s Treasure by For-
raign Trade, “Let the meer Exchanger do
his worst; Let Princes oppress, Lawyers
Extort, Usurers bite, Prodials wast . . . so
much Treasure only will be brought in 
or carried out of Commonwealth as the
Forraign Trade doth over or under bal-
ance in values,” adding this kicker, “And
this must come to pass by a Necessity
beyond all resistance.” Mun writing in
1620, though not published for another
forty years, was the ½rst to describe the
trading universe as a coherent and mutu-
ally supporting community.

Gradually, economic writers recast the
economy as a natural system working

2  George Birkbeck Hill, ed., Boswell’s Life of
Johnson, vol. 2 (Oxford: Clarendon Press, 1887),
323.



invisibly to produce harmony among
buyers and sellers instead of as a hodge-
podge of commercial transactions neces-
sarily subject to political direction. The
political implications of such an asser-
tion were not lost on a conservative who
faulted Locke for pretending that “the
Government had no more power in Po-
liticals than they have in Naturals.”3 By
the time Adam Smith drew together a
century of theorizing about the commer-
cial system into his mighty synthesis, 
An Inquiry into the Nature and Causes of the
Wealth of Nations, these observations had
become common sense, though they had
yet to permeate thinking about politics.

Smith wrote in part to free the econo-
my from governmental intrusion, to ½-
nally move economics from “Politicals
to Naturals.” Behind his great work rest-
ed a model of human behavior that de-
pended upon a break with the traditional
opinion of men and women as unsteady
and capricious: “The principle which
prompts to save is the desire of bettering
our condition, a desire which tho gener-
ally calm and dispassionate, comes with
us from the womb, and never leaves us
til we go into the grave.” From the indi-
vidual’s natural, self-interested behavior
Smith could extrapolate a self-sustain-
ing, progressive system:

The uniform, constant, and uninterrupted
effort of every man to better his condi-
tion, the principle from which public and
national, as well as private, opulence is
originally derived is frequently powerful
enough to maintain and sustain the natu-
ral progress of things towards improve-
ment, in spite of both of the extravagance

of government and of the greatest errors
of administration.4

Just as Newton saw uniformity behind
the dazzling diversity of planets, mete-
ors, and stars, so Smith found consisten-
cy in the multifarious commercial trans-
actions. Integral to his theorizing was
the law of unintended consequences, 
an arresting insight that explained how
individual, self-interested acts could still
turn out to be bene½cial to the whole–
the most famous, of course, being the
invisible hand of the market that melded
self-interestedness and competition in-
to a force for better products at cheaper
prices for the buyer.

There was an important but subtle im-
plication in all this speculation: that is,
that the economy rather than the polity
serves as the effective organizer of socie-
ty. And where the polity excluded those
who were not citizens, women among
them, the economy included all who
worked, perversely linking beggars with
aristocrats as among the unproductive
members of society.

Much was attributed to trade in the
½rst flush of analyzing. Paine saw com-
merce as an alternative to war in getting
people what they wanted. He described
it as “a paci½c system” that works “to
cordialise mankind, by rendering na-
tions, as well as individuals, useful to
each other.”5 The new market economy
also lured people into more consistent
work habits. Moralists honored the en-
hancement of labor. Among the Locke
Papers at the Cambridge University Li-
brary is a note upon which Locke had
scribbled across a piece of foolscap: 
“[I]f everyone in the world worked, the

3  England’s Treasure by Forraign Trade, 218–219,
as quoted in Joyce Oldham Appleby, Economic
Thought and Ideology in Seventeenth-Century Eng-
land (Princeton, N.J.: Princeton University
Press, 1978), 51; A Discourse of Money, London,
1696, 18, as quoted in ibid., 237.

4  Adam Smith, An Inquiry into the Nature and
Causes of the Wealth of Nations (New York:
Modern Library, 1937), 306, 3, 13, 328.

5  Ibid., 228.
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world’s work could be done in half a
day.” Work, so long disdained as God’s
punishment to Adam as well as the ac-
tivity that distinguished the ordinary
many from the distinguished few, now
appeared as a positive, collective under-
taking.

In succession, investigators of the
commercial economy had come up with
three radical propositions: that human
beings were consistent, disciplined, and
cooperative market participants; that
natural laws governed the realm of vol-
untary activities; and ½nally that human
history didn’t oscillate through cycles 
of change, but rather developed with
cumulative improvements that made 
the future unrecognizable to those in 
the past.

The last proposition, the reconcep-
tion of time as development, stemmed
from a conjectural history of mankind
that Smith and his fellow Scots pro-
posed, which traced human society 
from that of hunters and gatherers, to
herders, to farmers, and ½nally to partic-
ipants in commerce. The discovery of
indigenous hunter-gatherer peoples in
South and North America helped anchor
the Scot’s initial stage in facts. From this
conjectural perspective, a slow process
of progressive change propelled history
forward, not the contingent events and
powerful people written about in history
books.

The in½ltration into the popular mind
that time carried with it development,
and not mere change, had profound con-
sequences. It changed the stance toward
both past and future. The expectation of
positive improvement in the future den-
igrated both past and present. Where-
as previously, the Age of Antiquity and
the Garden of Eden had reminded Euro-
peans and Americans that they lived in 
a fallen state, now it was the future that
could be imagined as golden.

Downgrading the glories of the past
also undermined reverence for authori-
ty. As Paine said of the English constitu-
tion in Common Sense, it was “noble for
the dark and slavish times in which it
was erected.”6 And with this pithy com-
ment he dispatched kings and nobles to
the dustbin of history. Similarly, Jeffer-
son wrote (one almost suspects with
tongue in cheek) that the discovery of
the political principle of representation
rendered the loss of any of Aristotle’s
writings less worrisome. Experience had
taught moderns things more signi½cant
to them than the writings of Greek phi-
losophers.

The classical notion of cyclical change
had linked human life to the observable
cycle of conception and birth, vigorous
growth to maturity, inevitable decay and
death. With time now parceled out in
dependable processes, sequential pat-
terns, and irreversible transformations,
all the rivulets of human activity could
be seen flowing into the great river of
improvement. The new script of devel-
opment took over the imaginative space
once devoted to the poignant story of in-
evitable degeneration. Fear moved aside
to make room for hope.

The new description of human behav-
ior in the market as orderly, reasonable,
and consistent might have remained
con½ned to the specialized ½eld of eco-
nomics had its appearance not coincid-
ed with a new discourse about human
equality. How equality acquired an emo-
tional and moral resonance, not present
in social-contract theory, is obscure.
Pierre-Louis, the Count de Roederer and
a member of France’s reforming nobili-

6  All subsequent quotations and this one come
from Thomas Paine, Common Sense, ed. Issac
Kramnick (London: Penguin Books, 1976), 65
–72.



ty, claimed that equality had become 
the topic of the hour on the eve of the
French Revolution. But where had it
come from–this new fervent embrace 
of equality?

Thomas Huxley, a conservative voice
from the late nineteenth century, is al-
leged to have thanked God that there
was no talk about rights in the Bible.
There may be no talk about rights, but
there is plenty of talk about justice, love,
and charity that could have pushed
equality from a spiritual quality to a po-
litical one. The problem, though, with
assigning a causal role to religion in this
refurbishing of the idea of equality is
that the Christian commitment to spiri-
tual equality had existed side by side
with aristocratic regimes for centuries.

Still, the outpouring of evangelical fer-
vor among the Pietists in Germany, the
Wesley brothers in England, and the
preachers of the Great Awakening in the
American colonies must have played a
part in moving equality from a rather
arid philosophical premise to an ardent
af½rmation. Its convergence with secular
discourses about human behavior made
spiritual equality a handmaiden to social
equality and both to a new interest in the
latent possibilities of ordinary men and
women.

Human nature–another linguistic
invention of the eighteenth century–
came to be seen as an endowment, a
bundle of potentialities rather than a
cast of problematic tendencies, like 
the impulse to sin. When John Locke
described the infant human mind as a
tabula rasa, he opened up the possibility
of imagining an environment cleansed
of malevolent influences, offering yet
another challenge to the reigning as-
sumptions about human corruption,
dependency, and invariant wickedness
collected together under the rubric of
original sin.

Like those of the economic discourse,
the radical implications of Locke’s 
sensational psychology might have re-
mained locked up in philosophical trea-
tises, like the one Locke wrote, had there
not been fruitful connections to make.
The hypothesis about the infant’s open-
ness to ½rst impressions suggested an
alternative story line for the human race
if the infant’s world could be improved.
Perhaps no one articulated this new en-
thusiasm better than Paine when he de-
scribed somewhat wondrously in The
Rights of Man that

there is existing in man, a mass of sense
lying in a dormant state, and which, un-
less something excites it to actions will
descend with him, in that condition, to
the grave . . . . The construction of govern-
ment ought to be such as to bring forward,
by a quiet and regular operation, all that
extent of capacity which never fails to ap-
pear in revolution.

By the time Paine began writing his
incendiary volumes, what I call the in-
tellectual underpinnings of democracy
were in place. He could take them as
simple truths. Paine and Jefferson be-
came the receivers, mixers, and synthe-
sizers of the resonating ideas that shaped
American democratic culture. Within
the next quarter century–between the
publication of Common Sense and Jeffer-
son’s election–the chaste propositions
of classical republicans had been swept
aside and the intellectual foundations
laid for a fusion of economic liberty, so-
cial democracy, and political restraint, 
in deference to free choice.

All the themes of human capacity,
equality, and rights ½nd their place in
Paine’s attack on the British monarchy
in Common Sense. Its widespread appeal
and astounding success (comparable to
selling three million copies today) indi-
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cate that his words did not so much con-
vince people as crystallize opinions they
already held. Paine issued not just rea-
sons for independence but also an invi-
tation to ordinary people to consider
what they were capable of and why they
had been hoodwinked into believing
otherwise.

The opening lines of Common Sense
distilled a century of speculation about
order: “Some writers have so confound-
ed society with government, as to leave
little or no distinction between them;
whereas they are not only different, but
have different origins.” “Society,” he
went on to explain, “is produced by our
wants, and government by our wicked-
ness; the former promotes our happi-
ness positively by uniting our affections,
the latter negatively by restraining our
vices.” When Hobbes and Locke wrote
their great tracts there was only govern-
ment and the state of nature; now there
was a new entity–society.

The source of discord in society was
not human nature, Paine argued, but 
the oppression from those given social
privileges: “Male and female are the 
distinctions of nature, good and bad 
the distinctions of Heaven.” The differ-
ences among men are politically irrele-
vant, a point Hobbes and Locke made 
in explaining why people left the state 
of nature but which Paine later asserted
to ridicule the hierarchies that stood in
the way of social equality. 

The eighteenth-century concept of na-
ture does heavy-duty service in Paine’s
frontal attack on the English monarchy.
Paine announced that he had drawn his
“idea of the form of government from 
a principle in nature which no art can
overturn, viz: that the more simple any
thing is, the less liable it is to be disor-
dered.” Nature comes in to support most
of his assertions. Of independence he
wrote, “The simple voice of nature and

reason will say, ‘tis right.” And he of-
fered the shrewd advice that he “who
takes nature for his guide, is not easily
beaten out of his argument.” Nature 
was his contrast to the arti½ces that had
given kings and lords their unwarranted
power and intimidating prestige.7

Paine stirred readers with the pungent
prose of a Speaker’s Corner incendiary,
but Jefferson was no deracinated intel-
lectual. He plotted his weight-lifting
campaign within the bosom of Ameri-
ca’s ascendant revolutionary elite. He
was an anomaly, a tenacious champion
of subversive ideas who repeatedly got
elected to high of½ce by an electorate 
of slaveholding, patriarchal plantation
owners.

Before looking at Jefferson’s reshuf-
fling of political priorities, I want to clar-
ify his differences with the Federalists,
whose election to of½ce briefly solidi½ed
the power of a new national elite in 1789.
A zeal for personal freedom did not di-
vide the Federalists from those who ral-
lied to Jefferson’s cry to complete the
transformation from independence to
democracy. Almost all Americans who
didn’t leave with the Loyalists in 1776
saw their new nation as proof of the pos-
sibility of transformative social change.
John Stevens, scion of a distinguished
New Jersey patriot family, wrote rhap-
sodically that America 

should have the honor of teaching man-
kind this interesting lesson, that man is
actually capable of governing himself.
This conflation of the self-government of
a people and of governing oneself, Paine
made explicit when he announced that
“man has achieved mastery over govern-

7  Philip Foner, appendix to Common Sense in
The Complete Writings of Thomas Paine, 116.
From Rights of Man.



ment by participating in it, and has thus
achieved mastery over himself.”8

But the Federalists maintained the dis-
tinction between the few and the many;
they thought a strong central govern-
ment essential and wanted as much of 
a hierarchy as American mores could
sustain. Without the eruption of Jeffer-
son’s tumultuous popular movement in
the 1790s, the American political order
might have mirrored that of England,
where an economically progressive,
propertied class kept radical reform at
bay for another century.

Alexander Hamilton represented 
what Jefferson feared in Federalist poli-
tics. His reaction to Adam Smith’s idea
of self-regulating trade without what he
called “a common directing power” is
illustrative. He pointed to it as “one of
those wild speculative paradoxes, which
have grown into credit among us, con-
trary to the uniform practice and sense
of the most enlightened nations.”9 Thus
when Hamilton had a chance to initiate
an economic policy for the nation he re-
lied on the continued existence–“dur-
able and permanent” in his words–of
“rich and poor, debtor and creditor.”
The wealthy few would develop new en-
terprises for the poor, whose lives would
be regulated through their economic de-
pendence and, if necessary, the master-
servant law. Convinced of the need for
leadership from disinterested and edu-
cated gentlemen, Hamilton rejected the
notion that ordinary farmers, storekeep-
ers, and tinkerers might just as effective-
ly use their and their neighbors’ savings
for new, unsupervised ventures.

The Federalists clearly feared popu-
lar participation and all that it entailed.
President George Washington reacted
viscerally to the unprecedented phenom-
enon of ordinary voters forming politi-
cal clubs to discuss state affairs. He dis-
missively spoke of them as “certain self-
created societies.” A member of one of
those clubs shot back: “Whatever the
United States might have been previous
to the American Revolution, it is pretty
evident that since their emancipation
from British rapacity, they are a great
self-created society.”10

The key issue became how important
energetic government was to the main-
tenance of order. Conservatives claimed
that men were too unruly to handle new
freedoms. After all, if they had been so
tractable through the ages, then why was
history replete with accounts of riots
and rebellions? Democratic reformers
replied that people were naturally self-
regulating if given a chance to cultivate
their reason through the exercise of free
choice. It was government with its abu-
sive control that caused this record of
discord.

The body politic required radical sur-
gery, Jeffersonians said, a cutting-out 
of borrowed aristocratic traditions to
which the American upper class clung.
Americans had to shed the burden of old
ways of thinking, of antediluvian con-
ceits, of controlling institutions. Only
liberation from archaic authorities of all
kinds, in Jefferson’s view, would lift the
dead hand of the past off the shoulders
of the present generation. For Jefferson
American freedom was as much psycho-
logical and social.

Fired by his reformist ambitions, Jef-
ferson put into circulation ideas about a

10  Independent Gazetteer, January 21, 28, 1795, as
quoted in Joyce Appleby, Capitalism and a New
Social Order (New York: New York University
Press, 1984), 67–68.

8  P. F. Nursey-Bray, “Thomas Paine and the
Concept of Alienation,” Political Studies 16 (2)
(1968): 231.

9  Continentalist No. V, April 1782.
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different kind of freedom–one rooted 
in nature and accessible to reason; its
workings explained through abstrac-
tions; its validation projected into the
future. As he asserted to John Adams
years later, their two parties represented
the “the enemies of reform” and its
champions, the two sides splitting on
the question of “the improvability of 
the human mind, in science, in ethics, 
in government.” To clinch his point, Jef-
ferson summed up their differences in
pairs: the guidance of experience or of
theory; fear and distrust of the people as
opposed to their “cherishment;” use of
coercive economic and political power
versus trust in the people’s capacity to
act in their best interests. Surely Jeffer-
son must be the last American president
to claim a reliance on theory.

Like father, like son, John Quincy
Adams said that close attention to
Paine’s writing revealed that “it suffered
from the unrealistic ‘dreams’ of a man
attracted to vague ideals, but de½cient 
in critical thinking.” His father content-
ed himself with wryly commenting to
Jefferson, “Your taste is judicious in lik-
ing better the dreams of the future than
the history of the past.”11 But in the
years before his election, Jefferson and
his allies created just that: an image of a
society that had never existed, one that
protected the unbounded area of volun-
tary association and put sharp limits on
governmental power. The Jeffersonians,
with great rhetorical virtuosity, drew
invidious distinctions between the ar-
ti½cial and the natural, the prescribed 
and the voluntary, the repressive and 
the liberating. For Americans, this natu-

ral order began to take on a literal mean-
ing hardly possible for Europeans.

Even more extravagantly libertarian
was Jefferson’s defense of the Jacobins
in early 1793. Responding to the dis-
mayed reports of an American eyewit-
ness in Paris, Jefferson reminded him:

[T]he liberty of the whole earth was de-
pending on the issue of the contest . . . .
[R]ather that it should have failed, I would
have seen half the earth desolated. Were
there but an Adam and an Eve left in every
country, and left free, it would be better
than as it now is.12

Eve’s presence here was gratuitous, for
Jefferson never extended his liberating
zeal to women. In his view they were
disquali½ed by nature to participate in
politics. While I believe that deep-seated
prejudices account for Jefferson’s exclu-
sion of women, and men and women 
of other races, from his republic, nature
nonetheless played a central role in his
thinking. A philosophy that taught that
nature disclosed the moral ends of hu-
man life, and then read nature as having
endowed each man with a right to pur-
sue his own happiness, comported well
with the actual biases of most Ameri-
cans. It taught that all men should have
equal rights; but practically, only those
men who demonstrated a liberty-loving,
self-improving self–deemed natural–
were admitted to the category “all men.”

Over time, the language of uniformity
turned differences into deviations. Dis-
cursively, those people who strayed from
the established norm became deviants.
So if they were denied their rights, it was
nature that authored the exception. We
can see these assumptions operating
most powerfully in relation to women,11  “Publicola” on Rights of Man in Columbian

Centinel, July 9, 1791; John Adams to Thomas
Jefferson, Quincy, Mass., August 9, 1816, in
Charles Francis Adams, ed., The Works of John
Adams, vol. 10 (Boston: Little, Brown, 1856),
226.

12  Jefferson to William Short, January 3, 1793,
in Adrienne Koch and William Peden, eds., 
The Life and Selected Writings of Thomas Jefferson
(New York: Modern Library, 1944), 321–322.



Africans, and Indians, but these are but
the most conspicuous applications.

Nonetheless, the nation’s social situa-
tion made possible far more radical so-
cial experiments than possible in those
countries–England, Scotland, and
France–that had supplied the ideas. The
distinguished French economist Jean-
Baptist Saye lamented to James Madison
in 1814: “In old Europe there are enlight-
ened men who advocate a liberal govern-
ment, but they are few and bien timide. In
America they govern the nation.”13

In seeking to attach the ‘moneyed in-
terest’ to the national government, Al-
exander Hamilton reflected colonial un-
derstandings of social authority. Then,
one found in the city an entrenched elite,
which exercised an undifferentiated so-
cial, economic, and political power.
Their model was London, from which
the king’s ministers and parliament de-
termined, for instance, that the colonists
could no longer issue paper or manufac-
ture various items. The American Revo-
lution put a stop to this particular arro-
gation of power, and Jefferson’s ½rst
presidential measures dismantled the
Hamiltonian program.

Twice liberated from metropolitan
domination, individuals in rural areas
could after 1800 initiate market ventures
more freely. With manufacturing often
tied to handicrafts rather than machines
and–even when mechanized–depen-
dent upon water power, the countryside
became the site of the ½rst industrial ini-
tiatives in the United States.

The rate of growth in the early repub-
lic was set in large part by the behavior
of ordinary men and women whose pro-
pensity to move, to innovate, to accept

paper money, and to switch quickly from
homemade goods to commercial ones
set the rate for the expansion of farm-
ing, commerce, credit, and information.
American geographic mobility astound-
ed foreign visitors, who described in 
their travel accounts the forests of masts
in American harbors and the unending
train of wagons snaking their way to
Pittsburgh or Cooperstown or Lexing-
ton. To them, American society offered
an ever-changing visual landscape as
people moved, graded roads, cleared
land, and raised buildings.

Trade did not seem a divisive force to
ordinary Americans, but rather the prin-
cipal vehicle of progress for an energetic,
disciplined, self-reliant people. Ameri-
cans identi½ed their nation with com-
mercial prowess in a way that was un-
thinkable in any other country. Widely
diffused prosperity among white Amer-
icans gave material form to political
equality. Economic freedom and politi-
cal freedom were mutually enhanced
during the early nineteenth century.
When conflicts between equality and
liberty became acute during full-scale
industrialization, the experience of pre-
vious generations formed a barrier to 
the next round of radical thought.

Now that we have added democracy to
our exports, it is more urgent than ever
to excavate the underpinnings of our de-
mocracy, for ours is a speci½c form of de-
mocracy that took root when people be-
lieved that the economy had solved the
problem of order, that freedom liberated
the individual from the group, and that
time had been programmed for improve-
ment. The essence of these assumptions
represented not only a rejection of the
past but also of any effort, in the name 
of tradition, to curb individual initiative
or free choice. We have created a culture
around those assumptions; it remains to
be seen if they can be transplanted.

13  Gaillard Hunt, ed., Writings of James Madison,
vol. 9 (New York: G. P. Putnam’s Sons, 1910),
135–136. 
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“If men were angels, no government
would be necessary.” James Madison’s
perceptive warning in The Federalist, No.
51, provides an appropriate place to be-
gin a discussion of the role of sharehold-
er democracy in the governance of
America’s giant publicly held corpora-
tions.

Paraphrasing the great Madison’s
words, “If chief executives were angels,
no corporate governance would be nec-
essary.” Yet if anything is clear about
corporate governance during the recent
era, it is that chief executives, like the
rest of us, are not angels. I am referring
not only to the headliners–convicted
felons such as Enron’s Ken Lay and
Jeffrey Skilling, WorldCom’s Bernard
Ebbers, Tyco’s Dennis Kozlowski, and
Adelphia’s John Rigas–but to a far 
larger cohort of chief executives who
stretched generally accepted account-

ing principles to their very limit, and
even beyond, in order to create account-
ing earnings that measured up to the
guidance they had provided the profes-
sional security analysts of powerful Wall
Street investment banking ½rms (the
‘sell side,’ promoting stocks to money
managers) and the giant institutional
investing ½rms (the ‘buy side,’ purchas-
ing those stocks).

This accounting gimmickry was too
often performed right under the know-
ing eye of public accounting ½rms. These
½rms compromised their independence
by providing management-consulting
services to the very companies whose
½nancial statements they were provid-
ing attestation. In the aftermath of the
1998–2000 stock market bubble, many
companies were required to restate the
audited earnings ½gures they had report-
ed. There have been some 6,441 restate-
ments of earnings by publicly owned
companies since 2001. These restate-
ments have come not only from compa-
nies of marginal standing in the business
community but also from some of the
largest and most highly regarded corpo-
rations in the United States, including
General Motors, General Electric, Fan-
nie Mae, Xerox, Bristol-Meyers Squibb,
Citigroup, and Marsh & McClennan.

Restating earnings is not a crime. But
it is a symptom of the ‘½nancial engi-

John C. Bogle

Democracy in corporate America
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neering’ methodology of our corporate
managers. What is more, other ways of
arti½cially enhancing earnings do not
even require restatement. It is, for exam-
ple, in no way inconsistent with accept-
ed accounting standards for a corpora-
tion to raise the assumed future return 
of its pension plan with nothing more
than a guess, usually forti½ed by a state-
ment that its ½nancial of½cers and actu-
aries have said grace over the increase.
Such a change can easily convert a com-
pany’s annual loss into a stunning pro½t.
In 2001, Verizon Communications in-
curred a loss of some $1.4 billion on its
operations. However, when it increased
the assumed future return of its pension
plan from 9.0 percent to 9.25 percent, it
created $1.8 billion of phantom income,
resulting in a reported net income of
nearly $400 million,1 and enabling the
½rm to pay executive bonuses that would
otherwise have been eliminated.

Verizon was hardly atypical in this ac-
tion. In 1981, the assumed returns for the
pension plan of the typical U.S. corpora-
tion were 6.0 percent. But by 2000, the
assumed returns had risen to 9.0 per-
cent, even though the outlook for pro-
spective returns for stocks and bonds
had sharply deteriorated. (For example,
the yield of the benchmark ten-year
Treasury note–a highly accurate indica-
tor of the note’s return over the subse-
quent decade–was 13.9 percent at the
start of the period, but only 5 percent at
the end.) 

But even with all that ½nancial engi-
neering, from 1980 through 2004 cor-
porate earnings had grown, not at the
annual rate of 11.5 percent that our cor-
porate leaders had projected (over ½ve-
year increments) but at a rate of just 6
percent. That rate of growth failed to

match even the 6.2 percent growth rate
of the American economy during the
same period. So while stock prices
soared by almost 800 percent during 
this era, roughly 500 percentage points
of that total were the result not of cor-
porate accomplishment but of an in-
crease in the valuation of stocks, with
prices on balance soaring from nine to
twenty-one times earnings.

Reflecting, then, not extraordinary
business achievement but an upward
revaluation of stocks of a once-in-a-life-
time dimension, the compensation of
the average ceo rose from $625,000 to
$9,840,000, a 12.2 percent annual rate of
increase. This rate is double the earnings
growth rate achieved by the ½rms them-
selves, which, as I pointed out, was be-
low the growth rate of the economy at
large–a fact that is surely more indica-
tive of the failure of our ceos in the ag-
gregate than of their success.

Of course, the compensation of the
average worker also grew–more than
doubling from $14,900 to $35,100–but
at a rate of only 3.6 percent per year, less
than one-third of the pace of the ceo’s
increase. When we translate these ½g-
ures into real dollars, reflecting their
1980 spending power, the gap is far more
striking. ceo pay rose more than seven-
fold to $4,500,000 in real terms, while
the real annual pay of the average work-
er rose from $14,900 to $15,900, only 0.3
percent per year. 

Through the contrast in these increas-
es, the ceo implicitly sends this mes-
sage: “I am the powerful emperor who
created the entire increase in the value 
of the corporation. All of you, our dedi-
cated and loyal employees, contributed
virtually nothing.”2 One can only recall

1  Ironically, this pension income was recorded
in a year in which the actual value of the pen-
sion plan dropped by $3.1 billion.

2  As someone who has served as chief execu-
tive of two major companies for a total of thirty
years, I simply cannot imagine such an absurd
conclusion, one totally contrary to the way that
business actually works.
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the dictum of King Louis xiv: “L’ état
cést moi.”

These excesses in executive compen-
sation, and the directly related machi-
nations of ½nancial statements, reflected
the erosion in the conduct and values 
of our business leaders during the re-
cent era, when something went wrong
with American capitalism. The system–
which had served us well for so long–
changed, one more aberration in the
long course of capitalism. While each of
its earlier failures was followed by safe-
guards put in place as defenses against
future abuses, none of them contemplat-
ed the next sort of scandal that, perhaps
almost inevitably, would follow.

The central ethic of the system of 
modern capitalism when it began in
Great Britain around the start of the
eighteenth century–trusting and being
trusted–was gradually eroded. What
went wrong this time, as the journalist
William Pfaff described it, was “a path-
ological mutation in capitalism.” The
classic system–owners’ capitalism–
had been based on a dedication to serv-
ing the interests of the corporation’s
owners by maximizing the return on
their capital investment. But a new sys-
tem developed–managers’ capitalism–
in which, Pfaff wrote, “the corporation
came to be run to pro½t its managers, 
in complicity if not conspiracy with ac-
countants and the managers of other
corporations.” Why did it happen? “Be-
cause the markets had so diffused corpo-
rate ownership that no responsible owner
exists. This is morally unacceptable, but
also a corruption of capitalism itself.”

Much of the responsibility for this
change can be found in the ascent of the
imperial chief executive of½cer as the
new paradigm of management. Self-in-
terest came to the fore, and the steward-
ship of stockholder property took a back

seat. A 2002 Harvard University/Whar-
ton School paper on “Corporate Gover-
nance and Equity Prices” characterized
this change by contrasting corporate dic-
tatorships with corporate democracies:

Corporations are republics. The ultimate
authority rests with the voters (sharehold-
ers). These voters elect representatives
(directors) who delegate most decisions 
to bureaucrats (managers) . . . . One ex-
treme tilts toward democracy, reserves 
little power for management, and allows
shareholders to quickly and easily replace
directors. The other extreme tilts toward
dictatorship, reserves extensive power for
management, and places strong restric-
tions on shareholders’ ability to replace
directors.3

While those are strong words, they cap-
ture the essence of the problem. Indeed,
when speaking in 2003 to the ceos of
America’s largest corporations at their
Business Roundtable, I suggested that 
we needed more democracy among our
½rms and less dictatorship. My remarks
were not particularly well received, and 
I was reminded that the job of the ceo

was tough enough without the interfer-
ence of owners in the company’s gover-
nance and operations.

Few of us would expect our corporate
ceos to be angels, but it should be clear
–based on the evidence of gross execu-
tive overcompensation and ½nancial en-
gineering–that we need better gover-
nance of our large publicly held corpor-
ations. The reality is that our modern-
day corporations fail to follow a primary
principle of good governance laid down
by the founding fathers of our republic:

3  Paul A. Gompers, Joy L. Ishii, and Andrew
Metrick, “Corporate Governance and Equity
Prices,” Quarterly Journal of Economics 118 (1)
(February 2003).



the separation of powers, an idea that, 
as our knowledgeable forebears were
well aware, goes back to Montesquieu
and John Locke and, indeed, to ancient
Greece and Rome. In The Federalist, No. 
51, Madison explains this doctrine:

In a single republic, all power surrendered
by the people, is submitted to the adminis-
tration of a single government; and usur-
pations are guarded against by a division
of the government into distinct and sepa-
rate departments . . . (which) will control
each other; and at the same time that each
will be controlled by itself . . . a dependence
on the people is no doubt the primary con-
trol of the government; but experience
has taught mankind the necessity of auxil-
iary precautions . . . (a policy that) might
be traced through the whole system of hu-
man affairs, public as well as private. (Italics
added.)

In corporate America, the ‘govern-
ment’ consists of the directors, the 
management, and the so-called gate-
keepers of our corporate system–the
independent public accountants, the
federal and state regulatory authorities,
and the framework of corporate law es-
tablished by our national and state gov-
ernments. As in our republic, quoting
Madison in The Federalist, No. 39,

the government (i.e., the corporation’s
board of directors) derives power direct-
ly or indirectly from the great body of the
people (i.e., the corporation’s sharehold-
ers), and is administered by persons hold-
ing their of½ces during pleasure, for a lim-
ited period, or during good behavior. It is
essential to such a government that it be
derived by the great body of the society,
not from an inconsiderable proportion 
or favored class of it, otherwise a handful
of tyrannical nobles, exercising their op-
pressions by a delegation of their powers,
might aspire to (its control).

In the recent era, however, America’s
corporations have departed sharply from
this timeless principle of sound gover-
nance. The chief executive now reigns
almost unchecked over the other two
branches of corporate America. Chief
executive of½cers hold dominion over
boards of directors, who seem more loy-
al to the chief executive of½cers whom
they have chosen–or by whom they
themselves have been chosen–than to
the shareholders who are, in fact, the
owners of the corporation.

The gatekeeper system (the judicial
branch of corporate government) has al-
so faltered, at each level: public account-
ants, for one, are no longer independent
appraisers of management’s ½nancial
statements, but, through lucrative con-
sulting relationships, have become part-
ners of management, sometimes even
providing aggressive tax-shelter schemes
to the very executives of the companies
whose books they audit.

Another mainstay of the corporate
judicial branch has also stumbled. Ba-
sic investor protections provided by the
Glass-Steagall Act and the Securities
Acts–enacted to deal with the failures
that contributed to the 1929–1933 mar-
ket crash–were relaxed, sharply vitiat-
ing long-standing safeguards. And Con-
gress, lobbied vigorously, has too often
surrendered to corporate interests. The
most notable example came in 1993,
when the U.S. Senate forced the Finan-
cial Accounting Standards Board to
withdraw its proposal requiring that
compensation paid to corporate execu-
tives in the form of stock-option awards
be treated as a corporate expense, just
like all other forms of executive com-
pensation. Allowing stock options to 
be treated as ‘free’–i.e., not charged
against earnings–has played a major
role in the gross excesses in ceo com-
pensation.
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But it is our corporate directors (the
legislative branch) who must bear the
onus for the failures of corporate Amer-
ica. Under the established laws of our
corporations, it is the directors who are
“entrusted with the responsibility for the
management of the corporation.” Just as
legislators are subject to the will of the
voters, so the members of a board of
directors should ultimately obey the 
will of the shareholders. Directors are
the stewards who have the responsibil-
ity of overseeing the preservation and
long-term growth of the corporation’s
assets for the bene½t of its owners.

Until recently, shareholders trusted
directors to act properly without inter-
ference. We relied on directors to do
their duty. Nowadays, too many direc-
tors fail to consider that their overrid-
ing responsibility is to represent not 
the management but those largely face-
less, voiceless shareholders who elected
them. They no longer honor the direc-
tor’s golden rule, in the words of War-
ren Buffett: “Behave as if the corpora-
tion you serve had a single absentee
owner, and do your best to further his
long-term interests in all proper ways.”

It is the director, then, who has the
responsibility of checking the behavior
of managers who are seduced by the si-
ren song of unfathomable riches, largely
unfettered by the notion of serving the
interests of the corporation’s long-term
owners, and easily tempted to focus on
driving the stock price higher. Often
these goals are unrealistically high, espe-
cially since the investment community
brooks no interruptions in a regular pro-
gression of earnings growth. The temp-
tation to run the business around the
numbers becomes overwhelming. To
meet the numbers, important long-term
initiatives are usually the ½rst to be cut;
downsizing (artfully renamed ‘rightsiz-
ing’) is next in line; ½nancial standards

are then pushed to the limit; and ½nal-
ly, earnings become so illusory and sub-
jective that credibility is lost. What can
all too easily follow is severe damage to
the corporation’s reputation and then 
its business, happening right under the
noses of our corporate directors and tra-
ditional gatekeepers.

Directors and gatekeepers have failed
to protect owners against managements
that are all too eager to cast their ½rm’s
lot in terms of numbers rather than in-
trinsic values, corporate character, and
meaningful self-appraisal. Even other-
wise sound companies dwell too heavily
on what can be easily measured–market
share, productivity, ef½ciency, product
quality, costs–and set internal goals to
achieve them. Business is ½ercely com-
petitive, and when achieving these self-
imposed measures proves impossible, 
it is only a matter of time until the mea-
surements themselves are distorted and
forced. When measures become objectives,
they are often counterproductive and
self-defeating–at times producing the
very results that companies wish to
avoid. The role of management should
not be to beat abstract numeric esti-
mates but to improve the operations and
long-term prospects of organizations by
providing forceful and lucid direction,
and to do so by both exemplifying and
demanding a moral and ethical frame-
work for behavior.

There are two very different measures
of accomplishment in modern capital-
ism: creating shareholder value by rais-
ing the intrinsic value of the corpora-
tion, and creating shareholder value by
raising the price of the stock. Roger Mar-
tin, at the University of Toronto, con-
trasts the real market of business ½rms–
“Real companies spend real money to
buy and sell real products and earn real
pro½ts; (and) strategy requires skill,
will, and experience”–with the expecta-



tions market of stock investors. John May-
nard Keynes called the former enterprise
and the latter speculation. I describe the
difference as the contrast between the
eternal reality of intrinsic value and 
the momentary illusion of stock prices.
Whatever the terms, in the recent era,
unsurprisingly to anyone who has actu-
ally managed a business, it has proven
far easier to raise the valuation of the
stock than to increase the intrinsic value
of the corporation. Yet, as Buffett warns,
“over time the aggregate gains made by
shareholders must of necessity match
the business gains of the corporation.”

In a properly functioning representa-
tive democracy, one would expect the 
ire of the citizens to be aroused when 
the executive, the legislature, or the ju-
diciary ignores their interests. But even
when all three branches did so–when
managements put their own interests
½rst, and the directors and gatekeepers
failed to challenge them–the citizen/
owner of corporate America simply
stood by, seemingly without concern,
creating a power vacuum. Spinoza
warned, “Nature abhors a vacuum,” and
our ceos quickly ½lled it. They were able
to do so largely because of the radical
changes in both the structure and char-
acter of ownership during the last half of
the twentieth century.

In 1950, stocks were overwhelmingly
held directly by individual owners. Some
92 percent of shares were held by these
owners, with only 8 percent held by ½-
nancial institutions, such as pension
plans and mutual funds. By the 1990s,
however, the balance had tilted toward
institutional owners–53 percent versus
47 percent for individuals. And by 2006,
institutional ownership of U.S. corpora-
tions had reached an all-time high, es-
timated at 68 percent, with individual
shares falling to 32 percent.

These institutions–largely the man-
agers of mutual funds (now owning 28
percent of all stocks); private pension
funds (15 percent); and federal, state,
and local pension funds (9 percent)–
are not direct owners of the stocks in
their portfolios. Rather, they are agents,
responsible for representing the inter-
ests of their principals. This new agency
society has replaced the ownership society
of yore. But with too few exceptions, the
agents have placed their own interests
ahead of those of their principals, espe-
cially mutual-fund shareholders and
pension-plan bene½ciaries.

The reasons for this change are mani-
fold. With only a single exception, mutu-
al-fund managers are themselves corpo-
rations, in business ½rst and foremost 
to earn the maximum possible return on
their own capital. And when the costs of
½nancial intermediation–agency costs
–represent, as they do, an absolutely
certain dollar-for-dollar diminution in
the returns earned in the ½nancial mar-
kets themselves, the tautology is obvi-
ous: investors as a group not only don’t
get what they pay for, they get precisely
what they don’t pay for. One might add,
accurately (if a bit cynically), if they pay
nothing, they get everything (i.e., with-
out intermediation costs, equity inves-
tors would capture the entire return of
the stock market). As the mutual-fund
industry rose to its present-day preemi-
nence as America’s largest stockholder,
it focused far more on marketing and
asset gathering and on the pro½tability
of its own manager/agents than on as-
suming the responsibilities of corporate
citizenship for its shareholder principals.

Different agency problems arose in the
pension-fund ½eld. The unrealistic in-
crease in the assumed future returns of
pension funds–which had such a salu-
tary, if illusory, short-term effect on cor-
porate earnings–enabled the very man-
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agements responsible for making those
projections to reap giant pro½ts by exer-
cising their stock options at the earliest
possible opportunity. Yet when the reali-
ty of actual ½nancial-market returns ul-
timately came home to roost, falling far
short of those rose-colored guesses, pen-
sion-plan assets fell hundreds of billions
of dollars below their liabilities to retir-
ees. (Informed estimates place the cur-
rent de½cit at $1.2 trillion.)

Institutional money managers are, 
of course, closely linked to the corpora-
tions that are funding retirement plans
for their own employees. That is, they
are agents of agents. It doesn’t take a lot
of imagination to realize that corpora-
tions themselves are unlikely candidates
to be governance activists and aggres-
sively vote the shares their pension plans
hold in other corporations. Private pen-
sion plans, the evidence shows, are the
most passive of all shareholders. More-
over, with corporations as their largest
clients, institutional managers of pen-
sion plans and 401(k) thrift savings plans
have little enthusiasm for offering, or
voting in favor of, proxy resolutions op-
posed by the managements that employ
them. As it has been observed, there are
two classes of clients that institutional
investors prefer not to offend: actual cli-
ents and potential clients.

To a large extent, therefore, the owners
are now the owned. Corporate de½ned-
bene½t pension plans own 8 percent of
all stocks, and corporate de½ned-con-
tribution thrift plans own another 7 
percent–together almost one-sixth of
shares outstanding. Adding the estimat-
ed 25 percent of stocks held for clients 
by brokerage ½rms–themselves mostly
units of giant publicly held ½nancial cor-
porations–brings the total ownership of
all shares held by corporations and their
natural allies to some 40 percent. Small
wonder that one can never be sure who

is paying the piper and calling the cor-
porate-governance tune, and with what
motivation.

Even as the character of corporate
ownership changed, so did the nature 
of stock ownership.  In terms of en-
lightened corporate governance, it was
another change for the worse. The stra-
tegic ethos of investment America
moved from the wisdom of long-term
investing to the folly of short-term spec-
ulation. As otherwise intelligent institu-
tional investors came to focus on stock
prices rather than on corporate values,
stockowners were transmogri½ed into
stockholders. Those who rent stocks hard-
ly need care about the responsibilities of
corporate citizenship, but those who own
stocks must care about governance.

How money managers behave cannot
be divorced from how corporate man-
agers behave (and vice versa). If the
money manager concentrates almost ex-
clusively on the price of the stock rather
than on the intrinsic value of the corpo-
ration, we should not be surprised when
the corporate manager, in an attempt to
‘game’ the system, also focuses on the
stock price. By the same token, when 
the corporate manager plays games with
earnings, we should not be surprised
when money managers endeavor to cap-
italize on the market’s callow acceptance
of whatever earnings the corporation re-
ports, accepting uncritically the illusory
along with the real.

Our professional analysts easily signed
on to this illusion, measuring up to Os-
car Wilde’s de½nition of the cynic: “One
who knows the price of everything and
the value of nothing.” And when our
stockowners–especially our giant insti-
tutions–focus so heavily on short-term
investment horizons, responsible corpo-
rate citizenship is among the ½rst vic-
tims. While corporate-governance issues



demand vital concern on the part of the
long-term investor, they are hardly likely
to trouble the short-term speculator.

Far too large a portion of the invest-
ment-management industry may be fair-
ly characterized as having a bad case of
short-termism. The temperature of the
investment patient, as it were, can be
measured by his portfolio turnover rate.
For decades, up to and including the
mid-1960s, the average annual turnover
of stocks in equity mutual-fund portfo-
lios, for example, remained at a remark-
ably stable annual rate of roughly 15 per-
cent per year. But it steadily ascended,
reaching around 100 percent during the
1990s, where it remains today. With the
fever soaring to such heights, it is small
wonder that the patient’s interest in gov-
ernance faded accordingly.

The consequences of these changes in
the structure and character of ownership
during the past half-century have been
reflected in the virtual absence of mutu-
al funds and private pension funds from
actual participation in corporate gover-
nance:
• No mutual-fund ½rm or private-pen-

sion manager has ever sponsored a
proxy resolution that was opposed by
management.

• Not a single institutional manager tes-
ti½ed before Congress regarding the
expensing of executive stock options.

• No institutional investor testi½ed be-
fore Congress about the most signi½-
cant piece of legislation affecting pub-
lic companies in the last seventy years,
the Sarbanes-Oxley reform bill.

• Among the some seventeen thousand
responses to the Securities and Ex-
change Commission (sec) proposal 
to grant institutions limited access to
proxies in order to nominate corpor-
ate directors, no large shareholder de-

manded more substantial access, and
most didn’t even bother to comment.
(A few even argued for more stringent
limitations on access.)

• No large shareholder has urged the Fi-
nancial Accounting Standards Board to
require stock options to be expensed.

• The only mutual-fund company that
commented on the 2005 sec propos-
al for greater disclosure of executive
compensation was a fund group orga-
nized by a labor union.
Far too many corporate executives and

directors have been placed in positions
of great power and authority without an
adequate understanding of their ½ducia-
ry duties. At the same time, far too many
institutional agents have failed to insist
that these of½cials serve the interests of
the last-line investors they represent. All
we have heard from these owners is the
sound of silence. If the owners don’t give
a damn about the triumph of managers’
capitalism, it is fair to ask, who on earth
should?

It’s time that stockholders demand
that directors and managers alike honor
the primacy of their interests. The cor-
poration, after all, is their property. If
the elected directors of the republics 
that govern corporate America are not
responsive to the interests of their con-
stituency–even worse, if dictatorships
come to hold sway–then the voters
ought to have the power to throw the
rascals out.

It’s not very complicated: owners should
be allowed to behave as owners. If owner-
ship rights are not placed front and cen-
ter, where should they be placed? Who
would dare to suggest that barriers be
placed in the way of the right of share-
holders to elect directors who serve as
their agents? Or to compel management
to operate in their interest? Or to as-
sume responsibility for how the execu-
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tives of their company are compensat-
ed? Aren’t these among the basic rights
of ownership?

Clearly, these are among the rights of
the 100 percent owner, who brooks no
interference with his will. And any man-
ager who flatly refused to consider the
views of a 50 percent owner, or even a 20
percent owner, would soon be looking
for another line of work. But what hap-
pens when owners are dispersed across 
a dozen institutions, each holding a 3
percent interest and sharing a particu-
lar viewpoint or wishing to nominate a
director? When we move from democ-
racy to something else, just when does
the proverbial shovel break? And does
the argument that it might break when
no single owner holds more than, say,
one-tenth of 1 percent of the corpora-
tion’s shares justify rejecting the idea 
of any democracy in corporate gover-
nance? Not for me it doesn’t. For I be-
lieve, paraphrasing Churchill, that cor-
porate democracy is the worst form of
government except for all those others
that have been tried from time to time.

The idea of a democratic agenda for
most corporations has, not surprising-
ly, met with little favor in the corporate
community. Leading securities attorney
Martin Lipton argues that enhancing
shareholders’ ownership rights to nom-
inate directors and to make proxy pro-
posals could “disrupt the proper func-
tioning of the board and limit the abili-
ty of the directors to ful½ll their ½ducia-
ry duties.” Henry G. Manne, dean emer-
itus of the George Mason University
School of Law, contends that “the theo-
ry of corporate democracy . . . has long
been a standing joke among sophisticat-
ed ½nance economists.” (He names no
names.) He continues:

A corporation is not a small republic . . .
and the board is not a legislature . . . a vote

attached to a share is totally different
from a political vote . . . the essence of indi-
vidual shareholder participation is ‘exit,’
not ‘voice’ . . . and they can exit their cor-
porate ‘citizenship’ for the cost of a stock-
broker’s commission.4

In other words, if a shareholder doesn’t
like the way a company is being run, he
should sell to the ½rst bidder. Whether
or not the price reflects the corpora-
tion’s intrinsic value, and regardless of
the ½nancial sacri½ce involved, the in-
vestor should just get out and stay out.
‘Like it or dump it,’ however, hardly
seems a particularly enlightened basis
for public policy.

Ful½lling the promise of responsible
corporate citizenship does not require 
a radical change in the existing insti-
tutional structure. What we need to
change are the policy constraints that
unreasonably limit stockholder rights.
We must address two principal issues,
each of which pertains to shareholder
access to the company’s proxy state-
ment: one, the ability of owners to elect
or reject management’s board nominees
and to nominate other candidates for
board membership; and two, the ability
of shareholders to place governance and
other appropriate proposals in the proxy
that, if approved, require compliance by
management.

Delaware law has reaf½rmed, again
and again, the ability of owners to
mount electoral challenges to indepen-
dent directors. As the state’s Chancery
Court noted in its 1985 Unocal decision,
“If the stockholders are displeased with
the action of their elected representa-
tives, the powers of corporate democra-
cy are at their disposal to turn the board

4  Henry G. Manne, “Citizen Donaldson,” Wall
Street Journal, August 7, 2003.



out.” In Blasius Industries, in 1988, chan-
cellor William T. Allen added, “The
shareholder franchise5 is the ideological
underpinning upon which the legitimacy
of directorial power rests.”

Yet, in the proxy process, owners of-
ten fail to exercise their franchise. Even
when there is a theoretically indepen-
dent nominating committee, the ceo

is apt to control the slate. And since the
costs of opposing proxy recommenda-
tions are high and the odds of success
low, challenges to management-nomi-
nated directors have been rare, and suc-
cessful challenges almost nonexistent.

Still, it’s up to the owners, and not the
managers, to weigh the pros and cons 
of the issues surrounding electoral chal-
lenges and board composition, and, by
exercising their franchise, decide them.
If owners had the power to select direc-
tors, subject only to reasonable con-
straints, then the board would be far
more responsive to their interests. Since
treating owners as second-class citizens
and insulating the board from serious
challenge clearly played a major role in
the triumph of managers’ capitalism
over owners’ capitalism, today’s status
quo is no longer acceptable.

Stockholders must also have the abili-
ty to make proposals regarding certain
corporate activities. In an earlier era, the
sec allowed management to exclude the
overwhelming majority of such share-
holder proposals from the proxy on the
grounds that they were related to the
“ordinary business” of the corporation.
In recent years, however, the sec has
permitted a variety of proposals to be

included in proxies, including some de-
signed to limit executive compensation.
It would not be unreasonable for the
owners to insist that compensation to
senior management be directly related
to real achievements in building long-
term corporate value.

What is more, when a proxy proposal
is made and an overwhelmingly favor-
able vote obtained, companies can, and
often do, ignore it. Under the laws of
most states, shareholder votes are non-
binding, or in legal terms ‘precatory.’ We
need changes in state law that require
management to honor shareholder de-
cisions. The whole underpinning of our
capitalistic system depends upon the no-
tion that the will of shareholders shall be
done.

The entrenched business interests al-
lege that even limited access to the slate
would open the door to ‘special inter-
est’ or less-quali½ed directors and dys-
functional boards, and to proposals by
shareholders focused on their own vest-
ed interests, such as labor unions, state
pension funds, and religious orders. But
we have no reason to assume that a ma-
jority of owners would vote for unquali-
½ed directors or irresponsible proxy pro-
posals. Importantly, these adverse develop-
ments could not occur without the consent of 
a majority of the shares held by the owners
themselves.

If state laws prove inflexible, we ought
to consider federal chartering of corpo-
rations–something that was debated at
the Constitutional Convention in 1787.
James Madison argued that the new fed-
eral government should be authorized 
to charter corporations. But as journalist
Roger Lowenstein points out,

Federal charters smacked of royal per-
quisites, [so] it was left to the states to
write the rules. Delaware, through its ut-
ter permissiveness, became the corporate

5  The choice of the word ‘franchise’ seems
inspired, since its de½nition relates both to 
the political sector and the corporate sector:
“The full membership of a body politic or cor-
porate. Citizenship.” The Oxford English Dic-
tionary, 2nd ed.
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residence of choice, much as the Cayman
Islands is a paper domicile for secrecy-
minded bankers. To this day, more than
half of America’s largest companies are
incorporated in its second-smallest state.
Delaware laws are so lax they don’t even
require publishing an annual report.6

Even when stockholders gain the
rights of access to which simple com-
mon sense suggests they are entitled, 
we need to demand that the ½nancial
intermediaries that dominate invest-
ment America put the interests of those
they serve as their ½rst priority. We must
strengthen the traditional ½duciary law,
now only loosely administered by the
states in which corporations are char-
tered, by perhaps considering a strong
federal statute establishing standards of
½duciary duty for pension trustees and
mutual-fund directors, indeed all agents
responsible for handling other people’s
money.

At the same time, last-line stockown-
ers must demand high standards of
trusteeship from those who are sup-
posed to represent their ownership in-
terests. In mutual funds, those 95 mil-
lion direct owners have no individual
power but awesome collective power.
Fund investors need to understand what
investing and trusteeship are all about,
and, by voting with their feet, gradually
gravitate to fund organizations that are
serious about putting their interests ½rst.

While the contributors to thrift plans
and the bene½ciaries of pension plans
presently have no similar mechanism,
they surely deserve some formal legal
voice in establishing standards of con-
duct for the trustees of the assets that
have been set aside to fund their retire-
ments. The law is clear that retirement-

plan ½duciaries have duties of loyalty
and prudence, but we need further ar-
ticulation of exactly what those words
mean, and the standards by which we
will measure their achievement.

If only our institutional investors sum-
mon the courage to exercise the voting
franchise they hold, they have the pow-
er to begin to force constructive change.
Investors already can and should:

• Withhold votes for board chairmen
who are also ceos, demanding the
separation of powers between the
‘boss of the business’ (management)
and the ‘boss of the board’ (gover-
nance).

• Vote against auditors who are also pro-
viding consulting services (or receiv-
ing consulting fees that are dispropor-
tionate to their audit fees).

• Withhold votes for board members
who serve on audit committees, com-
pensation committees, and gover-
nance committees when their quali½-
cations or their independence seem
doubtful.

• Vote for proposals that demand open
governance (for example, the elimina-
tion of staggered boards).

• Vote against proposals that excessive-
ly protect companies from takeovers,
such as poison pills. (Provisions that
are designed to enable companies to
negotiate a higher price in the face of
hostile takeover attempts are quite
another matter.)

• Vote against excessively generous and
lottery-type stock-option plans.

• Demand that no director can be elect-
ed except by receiving a majority vote
of shares. (Of all of these ideas, this
one is currently gaining the most trac-
tion.)
Full access to the proxy statement,

however, should not be unlimited. Why
6  Roger Lowenstein, “A Boss for the Boss,”
New York Times Magazine, December 14, 2003.



should short-term renters of stocks have
the same privileges as long-term owners?
We ought to consider, for example, lim-
iting director nominations to investors
who have collectively owned, say, 5 to 15
percent of shares for at least two years,
although all holders would presumably
be empowered to cast their ballots.7

Real change will come, then, not in 
the form of continual confrontation
with corporate managers and boards of
directors, but in the form of the omni-
present reminder that a constituency 
of owners exists and that it has a strong
voice. Faced with the latent power of
investment America, the legislature of
corporate America–the elected mem-
bers of the nation’s boards of directors–
will again honor their traditional role 
as stewards of the shareholders’ assets.
Corporate democracy will yield republi-
can governance.

But even after systemwide reforms 
are put into place, the need to create an
ownership ethic will remain. When it
described the ideal owner as a long-term
stockholder, perhaps even a permanent
owner, whose goals are closely aligned
with the corporation, The Economist got 
it right:

Everything now depends on ½nancial
institutions pressing even harder for re-
forms to make boards of directors be-
have more like overseers, and less like the
chief executive’s collection of puppets . . . .
Financial institutions must also ½ght to
restore their rights as shareholders and
use their clout to elect directors, who
would be obliged to represent only their
collective interest as owners. Chief execu-
tives would still run their ½rms; but, like

any other employee, they would also have
a boss.8

The giant institutions of investment
America must take the lead in accom-
plishing these goals. Our money man-
agers not only hold 68 percent of all
shares, but they have the staff to pore
over corporate ½nancial statements and
proxies; the professional expertise to
evaluate ceo performance, pay, and per-
quisites; and, once full disclosure of all
proxy votes (by pension funds as well 
as mutual funds) becomes mandatory,
the incentive to vote in the manner that
their bene½ciaries have every right to
expect. When they return–as they must
–to their traditional focus on long-term
investing, these institutional owners
must ½ght for the access to the levers of
control over the corporations they own
that are both appropriate for their own-
ership position and a reflection of their
willingness to accept both the rights and
responsibilities of corporate citizenship.

The task of returning capitalism to its
owners will take time. But the reality is
that proper corporate governance is not
merely an ideal to be debated; it is a vi-
tal necessity to be practiced. The role of
owners is to ensure that the interests of
directors and management align with
their own in a substantive way. When
there is a conflict of interest, it should 
be resolved in the interests of the share-
holders. It is in the interest of the pub-
lic and of investors that owners come 
to recognize that enlightened corporate
governance is not merely a right of busi-
ness ownership. It is a responsibility to
the nation, and we can bring it about on-
ly through some improved form of cor-
porate democracy.

7  The obvious long-term owners, of course, 
are stock-market index funds, which by de½-
nition follow a buy-and-hold policy. Today,
index funds own an estimated 20 percent of 
all shares of U.S. corporations.

8  “Getting Rid of the Boss,” The Economist,
February 6, 1993.
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To some, economic democracy is 
self-evidently a good thing if it means
spreading economic opportunities more
widely, giving workers a greater say in
the workplace, and allowing communi-
ties to participate in the investment de-
cisions that shape their future. Indeed, 
a classic argument has it that political
democracy–universal suffrage, civic
freedoms, and all that is needed to make
them practical and effective–will work
better if accompanied by ‘social’ or ‘eco-
nomic’ democracy. Absent the latter, 
real civic participation will be low and
big money will corrupt the political pro-
cess, especially in complex societies
where commercial networks can shape
political agendas and the cost of cam-
paigning is high.

While few deny the need to reform 
the way elections are run and ½nanced–
a source of recurrent scandal in nearly

every rich country–another line of
thought would challenge the conclu-
sion that it makes sense to aim for eco-
nomic democracy. The very phrase is
thought to be a contradiction in terms,
or a category mistake. Economic pro-
cesses are too complex to be governed 
by votes and electioneering. Govern-
ments can and must lay down some ba-
sic ground rules, but, as Friedrich Hay-
ek showed, they lack the locally speci½c
information required to run complex
enterprises effectively, still less to plan
the entire economy. On the one hand,
consumer needs are too intricate and
changeable; on the other, the myriad of
speci½c investment opportunities at the
local level can never be known at the
planning center.

While Hayek’s critique of central 
planning was in many ways compelling,
it failed to acknowledge the extent to
which markets rely on the wider social
context in which they are embedded. It
also did not demolish the argument that
public initiative and collective resources
are necessary to meet large-scale and
manifest threats.1
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Robin Blackburn is Distinguished Visiting Pro-
fessor of Historical Studies at the New School for
Social Research. He is the author of “Banking 
on Death or Investing in Life: The History and
Future of Pensions” (2002) and “Age Shock:
How Finance is Failing Us” (2006).

© 2007 by the American Academy of Arts 
& Sciences

1  I sought to address Hayek’s argument in “Fin
De Siècle,” in Robin Blackburn, ed., After the
Fall: The Failure of Communism and the Future of
Socialism (New York: Verso, 1991).
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Votes can be effective if directed at a
few, simple large-scale choices–alterna-
tive policy packages–on a national or
even global scale. Ideally, this political
democracy would extend to such ba-
sic concerns as how best to address cli-
mate change or improve public health.
In principle, voters would also decide
the scope of taxation and of social pro-
grams. But there is a widespread sense
that prevailing power structures and
interest groups narrowly constrain ac-
tual outcomes. Economic democracy
might be a way to allow greater, more
effective citizen input.

Political democracy is based on the
principle of one person, one vote. In
national politics this principle is easy
enough to apply, and one might imagine
it playing some role in a more democrat-
ic global order. But how would the idea
of one person, one vote translate to the
everyday economic world?

When I took the equivalent of Eco-
nomics 101 we still used Paul Samuel-
son’s classic textbook. It opened with
the observation that we could think of
markets as a sort of electoral process in
which dollars work like votes. When a
consumer makes a purchase, or a busi-
nessman an investment, their dollars
function like votes in favor of what they
choose. Aggregated across the economy,
these ‘votes’ steer output in one direc-
tion or another.

But dollars, unlike votes, are not equal-
ly distributed among the citizenry. In the
postwar period, the heyday of that text-
book, such an objection seemed weaker
because both wealth and earnings had
undergone a ‘great compression.’ ceos
did not like to be seen taking too much
out for themselves and, instead, show-
ered their employees with bene½ts.

We all know that things stand very dif-
ferently today. Most of the gains since

1980 have been garnered by the rich and
the superrich–not the top 1 percent of
households, but the top 0.1 percent and
0.01 percent. If we take residential prop-
erty out of the equation, the concentra-
tion of wealth is even greater: the top 1
percent own half of all corporate securi-
ties and money-market bonds, while half
of U.S. households own no productive
property at all.2

Such plutocracy is especially dif½cult
to justify when it derives, as it now so
often does, from chief executives being
extravagantly rewarded for indifferent 
or even negative results, or from back-
dated options, or from monopolistic
forms of ½nancial intermediation. Eliot
Spitzer, the New York attorney general,
revealed systematic abuse of the latter
sort in investment banking, fund man-
agement, and insurance in the years
2002–2006. These investigations led 
a Republican Senator, Peter Fitzgerald 
of Illinois, to describe the U.S. ½nancial
services industry as “the world’s largest
skimming organization.”3

Basically, the corporate-securities and
money-market instruments not owned
by the very rich are held by institutions,
supposedly in the interests of millions of
middle-class holders of 401(k)s or mem-
bers of employer-sponsored pension and
health plans. This institutional wealth,
however, constitutes ‘grey capital,’ since
the property rights and privileges it con-
fers are very unclear. It gives leverage not
to the bene½ciaries, but to ½nancial and

2  Thomas Picketty and Emmanuel Saez, “In-
come Inequality in the United States, 1913–
1998,” The Quarterly Journal of Economics 118 (1)
(2003); Gérard Duménil and Dominique Lévy,
“Class and Income in the U.S.,” New Left Review
30 (November–December 2004): 105–133, 112.

3  John Plender, “Broken Trust,” Financial
Times, November 21, 2003.

Dædalus  Summer 2007 37



38 Dædalus  Summer 2007

Robin
Blackburn
on
capitalism 
& democ-
racy

corporate executives whom the bene½-
ciaries have no way of controlling.4

Moreover, the classic function of cap-
ital markets and ½nancial institutions
was to direct capital to where it could
most pro½tably be invested. In the era 
of ½nancialization they have discovered
another vocation: to sustain the mo-
mentum of sales by reorganizing and
extending credit networks. Large com-
panies like General Electric and Ford
now have pro½table ½nance arms, which
lend money or devise leasehold arrange-
ments in order to facilitate product sales. 

For their part, the swanky investment
banks display great interest in mortgages
and consumer debt–especially those of
the risky subprime variety because they
attract the best rates. They purchase
huge amounts of this debt, repackage 
it in credit derivatives, slice it up into 
ten tranches according to their degree 
of risk, hedge each tranche according 
to a different formula, and sell on the
resulting collateralized debt obligation
(cdo) to pension and mutual funds.

This practice has been very pro½table,
but in a changed business climate the
magic could evaporate.5 Instead of help-
ing to sustain demand, it could squeeze
it remorselessly, as interest rates rise and
bad debts inflict losses on the holders 
of the cdos. Regrettably, elected gov-
ernments have only deregulated ½nan-
cial institutions to allow the party to
continue.6

The ½nancial inflation of demand is
essentially a way of putting purchasing
power into the hands of consumers
without redistributing wealth toward
them. In addition to challenging the in-
flation of demand (and the way it masks
the growing inequality in wealth), we
must also ask ourselves how much we
control what we demand and how that
demand is met.

To a certain extent the consumer is
sovereign, since rivalrous corporations
must attempt to ingratiate themselves
more successfully with consumers. But
to represent this consumer-oriented
commercial complex as economic de-
mocracy would be very much a step 
too far. Naomi Klein’s No Logo and Joel
Bakan’s The Corporation furnished vivid
accounts of corporate marketing to con-
dition our desires. As Klein and others
revealed, an insidious barrage of adver-
tising shapes consumers’ views of what
they want and need–beginning at a
young age. Children’s peer-group rival-
ries direct taste, and their ‘pester power’
mobilizes adult spending. Even those
with miniscule incomes on the global
periphery of capitalist exchanges are
entangled in this consumer logic.

This is not to say that the consumer’s
needs are entirely unreal. The need for
food, clothing, and shelter are certainly
real. But they can be met in a myriad of
different ways, each of which will reflect
cultural taboos or socially instilled ideals
of what is satisfying and appropriate.

Consumers also have very little say
over how demand is met. We can trace
this phenomenon back to the origins of
capitalism in the sixteenth and seven-
teenth centuries. Commercialized agri-
culture had put money in the hands of
farmers, landlords, merchants, profes-

4  Robin Blackburn, Banking on Death or Invest-
ing in Life: The History and Future of Pensions
(London: Verso, 2002).

5  Michael Gibson, “Understanding the Risks of
Synthetic cdos,” Federal Reserve Bank, Work-
ing Paper No. 36, 2004.

6  Andrew Glyn, Capitalism Unleashed: Finance,
Globalization and Welfare (Oxford: Oxford Uni-
versity Press, 2006); Robin Blackburn, “Fi-

nance and the Fourth Dimension,” New Left
Review 39 (May–June 2006): 39–72.



sionals, and even day laborers, enabling
them to buy exotic luxuries like sugar,
tobacco, spices, dyestuffs, cotton, and
coffee. But it was enterprising merchants
(grocers) who decided to meet that de-
mand by organizing plantations staffed
with indentured servants and slaves. 
As Thomas Holt observed, the English
housewife buying a packet of sugar by
means of her penny-votes was helping 
to set in motion a gigantic new social
order based on the antithesis of individ-
ual choice and freedom.7 If you like, a
certain type of economic democracy 
was breeding another type of economic
bondage and tyranny.

We continue to live in a world where
the apparently innocent acts of the
Western consumer are linked to sweat-
shops and the depletion of scarce vital
resources. The dif½culty with dollar
power is not only that it is very unequal-
ly distributed but also that it only con-
fers a second-order say, leaving the cor-
porations and capital markets to make
most of the crucial decisions about how
demand will be met. Governments can
regulate, but they are often too remote,
too ignorant, and too clumsy to make
any difference. Social movements can
agitate, but their boycotts tend to have
only a momentary impact. Corpora-
tions are flexible and have staying pow-
er; public concern is ½ckle. It can tire of
activist stridency and succumb to the
determined wooing of any apparently
contrite corporation.

How can we construct a responsible
economic democracy? How can more

participate in the making of economic
decisions? How can we distribute eco-
nomic resources more fairly and thrifti-
ly? While we will never be able to con-
struct institutions that guarantee ethical
ways of producing and consuming, some
arrangements may facilitate responsible
behavior and social justice, just as too
many of today’s institutions do the op-
posite. In the following sections, I will
present some negative and a few posi-
tive examples.

The nonstatist socialist Left of the
twentieth century–especially of the lat-
ter half–was drawn to the idea of work-
ers’ self-management. When Tito’s Yu-
goslavia broke with Stalin, it turned to
this concept as an alternative to a com-
mand economy. For a while it worked
rather well, and by the late 1960s the
country was beginning to bring a mea-
sure of prosperity to most regions. But
Yugoslavia remained a one-party regime,
and even though it exercised a compara-
tively mild dictatorship, this political sit-
uation hobbled democracy in the enter-
prises as much as anywhere else.

A further problem was that even
where managements were genuinely
responsive to the workforce, what of
those workers who were not employed
at all, or who were employed by other
enterprises? This problem became 
acute in the 1970s and 1980s when sig-
ni½cant unemployment surfaced. Enter-
prise managements were quite solicitous
of the interests of core workers, but not
of those who were casually employed or
unemployed.

And if two enterprises had different
ideas about regional priorities, would
the company with the most employees
have to prevail? Obviously, the absence
of real democracy in the wider society
meant there was no legitimate arbitra-
tor. But even moves toward a little more
democracy did not help; indeed, it was

7  Thomas Holt, “Marking Race, Race Making
and the Writing of History,” American Historical
Review 100 (1) (February 1995): 1–21, 7. See also
Robin Blackburn, The Making of New World Slav-
ery: From the Baroque to the Modern, 1492–1800
(New York: Verso, 1997).
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accompanied by aggravated nationalism
in the Federation’s constituent repub-
lics.

Because these self-management struc-
tures had such limited power, it would
be absurd to hold them responsible for
the tragedy that unfolded in the 1990s.
But what transpired demonstrated that
fairly positive microgovernance arrange-
ments do not necessarily add up to a
good solution to macroeconomic prob-
lems, which included, in this case, infla-
tion, regional inequality, and unemploy-
ment.8

The German system of mitbestimmung,
or comanagement, whereby workers are
represented on the second of a two-tier
management board, presents similar
dif½culties. With this system Germany
overtook the United States, in 2005, to
become the world’s largest exporter. 
But Germany’s other indicators of mac-
roeconomic well-being, especially a
stubbornly high unemployment rate of
around 10 percent for the last two de-
cades, tell a less inspiring story. 

Another version of enterprise-level
economic democracy is employee share
ownership plans (esops). One can
make a case for employees holding some
stock in their employer. Such ownership
might give them some channels of infor-
mation and the prospect of a share of 
the pro½ts. But there are also big risks.
When Enron collapsed in 2001, its em-
ployees held, on average, about half of
their 401(k) savings in the form of En-
ron shares. Therefore, they lost not only
their jobs but also half of their savings.

Although the unhealthy nature of such
concentrated risk has led to greater cau-
tion, many U.S. employees still hold too
much of their 401(k) savings–over a

quarter on average–in their employer’s
stock. Employee stock ownership has
been high at a number of troubled cor-
porations–such as United Airlines–
where employees were offered stock in
exchange for wage or bene½t cutbacks.
This example points to another com-
mon problem: employers often ½nd it
easier to issue stock than to stump up
cash when contributing to employee
savings plans.

Neither does possession of such cor-
porate securities give employees added
leverage. In fact, it sometimes seems to
increase their exposure to employers’
blackmail: ‘Abandon your bene½ts or
see your job and savings destroyed.’ Fur-
thermore, the modern corporation is so
vulnerable to the capital markets that
small-scale individual shareholding al-
ready confers only what are known on
Wall Street as ‘subordinated’ rights of
ownership. Otherwise put, individual
shareholders have little clout: they are at
the end of the line of those with a claim
over a company’s assets.

The most successful example of em-
ployee self-ownership and self-manage-
ment is the Mondragon Cooperative
Corporation, based in the Basque coun-
try of Spain. Mondragon grew from
eight cooperatives in 1960, employing
395 worker-members, to ninety-two
cooperatives in 1980, employing over
18,000 worker-members. By 2004, the
group was Spain’s seventh-largest cor-
porate entity, with combined assets of
18.6 billion euros and 70,000 worker-
members. The group produces electri-
cal goods, automobile components, ma-
chine tools, and furniture. It has a con-
struction division and a retail chain, and
maintains important research and train-
ing programs.

Crucial to the post-1980 growth and
diversi½cation of the group has been a

8  Robin Blackburn, “The Break-up of Yugo-
slavia,” New Left Review 199 (May–June 1993):
100–119.



bank, the Caja Laboral Popular, which
supplies overall ½nancial coordination
and planning, and an Enterprise Board,
which guides each new start-up. By 1995,
Caja had 1,380 employees and was a ma-
jor force in the Basque region.

In the early days, the small size of the
group, and the shared Basque and Cath-
olic background of most members, eased
the tasks of governance. Once the group
grew larger and more diversi½ed, howev-
er, ½nance made a crucial contribution
to its expansion and coherence, exerting
a certain discipline on each of its con-
stituent enterprises. In the late 1980s,
overall leadership of the entire group
was vested in a Cooperative Congress,
representing every constituent coopera-
tive, and in an elected Standing Congress
Committee.9

Mondragon is still only an island of
community collectivism within a capi-
talist context, but it is a more plausible
stepping-stone toward economic de-
mocracy than other variants of self-own-
ership or self-management. Mondragon
employee-members have some concen-
tration of risk, but the now quite diver-
si½ed nature of the group’s assets and
activities has served to reduce this. The
ability of Mondragon to sustain growth,
to defend an egalitarian pay structure,
and to make provision for the education-
al and cultural needs of its members,
notwithstanding the pressures of global-
ization, is certainly an achievement and
belies the determinism of ‘flat world’
prophets like Thomas Friedman.

But Mondragon, framed by the wider
Spanish and global context, is at best an
incomplete recipe for a whole society.

Any strategy for a more democratic eco-
nomic order would still have to reckon
with the corporate organization of the
modern capitalist economy, and the
greatly unequal distribution of produc-
tive wealth.

Another path toward greater collective
participation in economic decision mak-
ing stresses the potential role of regional
or municipal government. Dynamic lo-
cal economies often display the bene½ts
of cooperation among local govern-
ments, universities, and businesses. On
the one hand, enterprises can count on
social inputs that would have been too
costly for any given concern to have paid
for by itself, while, on the other, such
enterprises know they must ensure that
the whole community shares in their
success. China’s Township and Village
Enterprises draw on such logic and have
made a large contribution to the coun-
try’s overall advance. But, often, much
depends on a local notable and his con-
nections, with little scope for genuinely
democratic feedback.10

The Brazilian city of Porto Alegre, and
its attempt to develop ‘popular budgets,’
offers a different model of local mobi-
lization. In the 1990s the Brazilian Work-
ers Party (pt) won the city’s election
and decided on a model of extended civ-
ic participation that would begin rather
than end with their assumption of of½ce.
While the pt had its own ideas about
how the municipal budget should be
raised and spent, it handed detailed de-
liberation and implementation over to

9  See Robert Oakeshott, Jobs and Fairness: The
Logic and Experience of Employee Ownership (Nor-
wich: Michael Russell, 2000), 448–493; and
the website of the Mondragon Cooperative
Corporation.

10  Jean Chun Oi, Rural China Takes Off: Institu-
tional Foundations of Economic Reform (Berkeley:
University of California Press, 1999); Angus
Maddison, China’s Economic Performance in the
Long Run (Paris: oecd, 1998); Chun Lin, The
Transformation of Chinese Socialism (Durham
N.C.: Duke University Press, 2006), 106–107.
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assemblies in every district where citi-
zens could voice their own priorities and
concerns. The system was so popular
that it even survived the 2005 elections
in which the pt lost its majority on the
municipal council.

Today about ½fty thousand people in 
a city of 1.5 million play an active role in
the budget process. Although this num-
ber represents less than a tenth of the
adult population, it still reflects greater
civic participation than what one would
½nd in most states, where only a third 
or a half of the population even vote, let
alone play a direct role in shaping collec-
tive decisions.

It is worth noting that participation is
higher in the city’s small, manageable
neighborhoods than in its large, anony-
mous central district. The system’s real
limitation, however, stems from the con-
straints on the municipal government’s
ability to raise revenues. Even though
local authorities often aim to stimulate
local production, they are revenue-con-
suming rather than revenue-producing
entities. If it is to have real substance,
economic democracy should be about
organizing wealth production as well as
the disposal of the wider economic sur-
plus.11

One of the most innovative attempts
to construct an economic democracy in
and against a developed capitalist con-
text was–and to some extent still is–
the Swedish welfare state, or the ‘Swed-
ish Home.’ The architects of this system,
Gosta Rehn and Rudolf Meidner, were
economists for the lo, Sweden’s main
trade-union federation. Influenced by
John Maynard Keynes and James Meade,
the two men understood that they would

need to think through welfare and cor-
porate ½nance together if Sweden was 
to maintain high employment levels and
avoid inflation. Remarkably, their model
succeeded in delivering on both fronts
for a long time. The same cannot be said
about other European welfare states,
where monetary stability was achieved
at the expense of a long and debilitating
toleration of high unemployment levels,
which affected younger workers, older
workers, and ethnic minorities the most.

The Swedish welfare state also guaran-
teed its citizens secondary pensions and
health care. This policy is a signi½cant
departure from the more prevalent for-
mula, which offers private corporations
tax incentives to take on the task of sup-
plying social insurance to their employ-
ees. Corporate welfare has proved to be 
a trap for employees, depriving them 
of their promised bene½ts and threaten-
ing their jobs, as once-famous compa-
nies plunge into bankruptcy and entire
industries–steel, airlines, automobile,
and telecoms–stagger under the bur-
den of pension and health entitlements.
The corporate pensions crunch has de-
stroyed many good jobs. In their place
are now McJobs–low-wage, insecure
service employment.12

The cornerstone of the Swedish mod-
el was the annual national wage-bar-
gaining round. This device allowed for 
a debate on social priorities while safe-
guarding high levels of employment.
High employment rates are, of course,
positive, but they can result in inflation
when the bargaining power of key work-
ers is strong and their wage demands
high. The wage round ensured a degree
of restraint in wage demands from the
best-placed workers in return for new

11  Marion Gret and Yves Sintomer, Porto Ale-
gre: L’espoir d’une autre democratie (Paris: n.p.,
2002).

12  I document this process in Robin Blackburn,
Age Shock: How Finance Is Failing Us (New York:
Verso, 2006), chap. 3.



social guarantees. But this still left the
problem of well-placed corporations
garnering superpro½ts because their
employees had moderated their claims.
Meidner’s response to this issue set the
scene for an ambitious attempt to bring
about a new dimension of economic de-
mocracy, one which did not seek to sup-
press the market but rather to democra-
tize the investment process.

Meidner’s proposed resolution was 
to establish strategic social funds–
‘wage-earner funds.’ These funds would
be ½nanced by a ‘share levy’ on the large
corporations that were going to bene-
½t from the wage-bargaining round. 
In other words, to prevent the excess
pro½ts from going solely to sharehold-
ers, the corporations would have to do-
nate shares equivalent to a ½fth of their
annual pro½ts to a regional network of
wage-earner funds. A portion of these
funds would go to an enterprise-level
body run by the employees, who would
thereby acquire a growing stake in their
employer. But the bulk of the funds
would be channeled to the regional net-
work, representing local communities
and trade unions. The shares acquired 
by the funds would not be sold but held
to generate future revenue. The funds
would also be able to influence the large
corporations by voting their stock at
agms. In exchange, the corporations
would gain from publicly provided coor-
dination and services, and a healthy and
well-educated workforce.

The Meidner plan was a response to a
speci½c challenge, but it is not dif½cult
to see that it might have given a novel
twist to the classic left-wing dream of 
an equal and self-governing society, in
which workers by hand and by brain
would assume the leadership of socie-
ty. Unfortunately, Sweden did not fully
adopt the plan, even though the lo en-
dorsed it in 1976. Indeed, the federation’s

normally stolid ranks greeted its passage
at that year’s conference with cheers 
and rounds of the “Internationale.” The
membership of the Social Democratic
Party was also enthusiastic.

The party leadership, however, did 
not share Meidner’s vision, and did a
poor job of commending it to the Swed-
ish people. Meidner’s plan was very rad-
ical; they were not. In hindsight, aspects
of the plan were also ill-advised. The
management committee of the funds
should, perhaps, have been solely re-
sponsible to all the citizens of a locali-
ty, with no special position for trade
unions. The proposed structure aroused
fears, even among trade unionists, of
excessive concentration of power in the
hands of trade-union leaders. The pri-
vately owned media ran quite a success-
ful campaign focusing on this issue. But 
the modi½cations made by the Social
Democratic leaders went in the wrong
direction and handed control of the
funds to ½nancial technocrats. Oppo-
nents of the plan also played up the fact
that private-sector workers would get
ahead of public-sector employees.

When the social funds were eventual-
ly set up in 1982, the corporate contribu-
tions were quite modest, and no longer
furnished a means whereby citizens
could channel future revenues to social
objectives or regional growth.13 More-
over, Sweden faced a severe ½nancial 
crisis in the early 1990s, and the Rehn/

13  The best overall account of Meidner’s strat-
egy is found in Jonas Pontusson, The Limits of
Social Democracy (Ithaca, N.Y.: Cornell Univer-
sity Press, 1992). The original plan for wage-
earner funds is set out in Rudolf Meidner, Em-
ployee Investment Funds (London: Allen & Un-
win, 1978). For an account of the struggles over
its implementation see Jonas Pontusson, “Swe-
den: After the Golden Age,” in Perry Anderson
and Patrick Camiller, eds., Mapping the West Eu-
ropean Left (London: Verso, 1994), 23–54.
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Meidner model did not emerge un-
scathed. Rehn and Meidner had stepped
down long before, and their advice had
not been heeded anyway. The social
funds, by this time, controlled 7 percent
of the shares quoted on the Swedish
stock exchange. They were wound up,
and the proceeds used to establish a
string of scienti½c research institutes.

But even in its diluted form, the Meid-
ner plan helped propel Sweden to the
forefront of the knowledge-based econo-
my. Since Meidner, however, the corpo-
rate contribution he sought to raise has
been in decline, whether in the shape of
taxes or employer-sponsored health and
pension plans. Increasingly, we live in
societies resembling the French ancièn
regime before 1789, when the wealth of
the feudal aristocracy was largely ex-
empt from tax–now it is the holdings 
of the corporate millionaires and billion-
aires. Other signs reminiscent of the age
of Louis xvi include the spirit of après
nous le déluge, the reliance on lotteries,
and the emergence of modern variants
of ‘tax farming’–laws that oblige citi-
zens to pay their taxes (pension contri-
butions) to commercial fund managers
rather than to an accountable public
body.

But the taboo on effective taxation of
corporate wealth is the most crucial sign
of a reign of privilege. Meidner’s share
levy, unlike so many modern taxes, was
extraordinarily dif½cult to evade. Those
who stowed their shares in a tax haven
would not escape the measure. On the
other hand, it was not at all punitive.
Unlike traditional corporate taxation, 
it did not subtract from the cash flow or
resources that the enterprise needed for
investment. It modestly diluted share-
holder wealth without weakening the
corporation as a productive concern.

The wage-earner fund proposal re-
flected the thinking of an earlier gener-

ation. Meidner was not born in Sweden
but arrived there as a refugee from Nazi
Germany in 1934. The notion that work-
ers and citizens should together tame 
the corporations by acquiring a steadily
growing and across-the-board collective
ownership was an echo of ideas–nota-
bly that of sachwertfassung (‘realization 
of value’)–that Meidner imbibed in his
youth as a juso (Young Socialist) from
the debates of German and Austrian So-
cial Democratic economists, like Rudolf
Hilferding and Karl Polanyi.

With his strong sense of the practi-
cal workings of the market economy,
Meidner devised an economic democ-
racy de½ned by the redistribution of 
capital rather than, as with most Social
Democrats, simply the redistribution 
of income. On the other hand, his ap-
proach did not concentrate power or
ownership in the central state but dif-
fused it across a regional network of
social funds, responsible to their local
communities. From its very origins the
scheme was designed to maintain em-
ployment levels and assure macroeco-
nomic balances. According to a recent
assessment, even the truncated version
of the scheme had this effect.14 Thus
Meidner avoided the reproach directed
at most locally focused projects (e.g.,
Mondragon, Yugoslav self-manage-
ment): that they have been good for par-
ticular working collectives or communi-
ties, but not for the general interest.

Even after three or four decades,
Swedish welfare remains comparative-
ly generous, and Swedish unemploy-
ment is only a little over a half of the
core eu rate. Swedish parents have ac-

14  For a very positive assessment of the prac-
tical effect of Meidner’s ideas, see Philip Why-
man, “Post Keynesianism, Socialisation of In-
vestment and Swedish Wage Earner Funds,”
Cambridge Journal of Economics 30 (1) (January
2006): 49–68.



cess to better child care, and Swedish
women have better-paying and more
flexible jobs, than are to be found in oth-
er advanced countries. But Sweden no
longer has a reserve to meet the rising
costs of an aging society. Following the
stand-off of the early 1980s, the leaders
of Swedish Social Democracy began to
see Meidner as an embarrassment, a rel-
ic of a bygone age. He was consigned to
the shadows, and no part of his thinking
was more disdained than the wage-earn-
er funds.

It is now a long time since govern-
ments of the Left have dared to tackle
the corporations and ask whether their
owners might be obliged to contribute
more to the wider society, without
which their own pro½ts would be im-
possible. Yet without such an attempt
how can we check escalating inequali-
ty or ½nance pressing public expendi-
tures? Meidner’s attempt to safeguard
the ‘Swedish home’ has been the most
far-sighted attempt to think through 
the ‘½nancial democracy’ needed to un-
derpin ‘economic democracy,’ under-
stood as encompassing a more egalitar-
ian distribution of property, contribut-
ing to more generous social outlays, and
restoring a degree of social control to 
an accumulation process now gripped 
by a heedless and destructive consum-
erism.15

15  I outline the case for a Meidner-style pen-
sion regime at the eu level in “Capital and So-
cial Europe,” New Left Review 34 (July–August
2005): 87–114.
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Two parallel developments in world
affairs that dominated the latter years 
of the twentieth century, each of which
gained momentum with the disintegra-
tion of the Soviet Union a decade and a
half ago, have continued into the new
era. In politics, many of what had been
one-party Communist states gave way 
to multiparty electoral democracies, in
most cases with signi½cantly expanded
political rights and civil liberties for
their citizens. Thirty years ago, only for-
ty countries were politically ‘free’ by
conventional Western standards; today
there are ninety.1 At the same time, what
had been centrally planned and directed
‘command’ systems for organizing eco-
nomic activity and distributing the re-
sulting product made room for a sharply
increased role for private initiative, in-
cluding private ownership of assets and
accumulation of wealth. While neither

of these developments has been univer-
sal, traditional Communist societies
committed to both one-party political
systems and centrally planned econo-
mies have suddenly become a rare spe-
cies, limited to isolated sightings like
Cuba and North Korea.

Especially at the time of the Soviet col-
lapse, many observers in the West sim-
ply assumed that the rejection of Com-
munism reflected an eagerness to em-
brace both Western politics and Western
economics. Russia and most of the other
former Soviet republics quickly adopted
many aspects of Western modes in both
dimensions, as did the former Soviet
dependencies in Eastern Europe. But it
soon became apparent that imitation of
Western ways was not the sole, nor al-
ways even the primary, motivation. On
the positive side, the mere desire for in-
dependence, and on the negative, old-
fashioned nationalism, turned out to be
important drivers as well–sometimes,
as in the former Yugoslavia, with disas-
trous consequences.
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1  Data are from Freedom House, a private non-
pro½t research institute. The increase from
forty ‘free’ countries in 1975 to ninety in 2007
modestly overstates the extent of the change, 
in that the total number of countries rated in-
creased from 158 to 193 over these years.



Moreover, Western-style economics
and Western-style politics do not always
go together. Russia, for example, has pri-
vatized large parts of what was once a
tightly controlled economy steered by
Gosplan under successive ½ve-year plans
adopted at the highest levels of the Sovi-
et state. And since 1991 Russia has con-
ducted several rounds of elections, for
the national duma as well as for the pres-
ident of the republic, that were substan-
tially open and genuinely contested. 
But President Putin’s government now
seems to be cementing its grip on pow-
er in many forms, and prospects for the
future of democracy in Russia remain
uncertain–especially since Putin’s re-
election in 2004.

China presents an even larger ques-
tion. Beginning with Deng Xiaoping’s
reforms in 1978, China has moved stead-
ily away from central planning toward
private economic initiative. Even within
the economy’s industrial sector, where
state-owned enterprises were once dom-
inant, the share of production still car-
ried out under direct state ownership or
control has shrunk to 42 percent. Most
citizens are now free to decide where to
work, whether to start a business, and
whom to hire. Private wealth accumula-
tion, including ownership of productive
assets as well as residential real estate, is
not just allowed but encouraged.

But at the national level the Chinese
government remains a one-party dicta-
torship; and there is little publicly ex-
pressed interest in multiparty politics,
broader freedom of expression, or oth-
er elements of Western-style democra-
cy. Whether a country with one-½fth of
the world’s population and (soon) the
world’s second-largest economy can sus-
tain the combination of market-oriented
economics and nondemocratic politics 
is one of the most signi½cant open ques-
tions in world affairs today.

Even within the Western world, how-
ever–where electoral democracy and a
market-oriented economy are mostly
taken for granted–parallel movement
does not automatically imply a causal
linkage. Do the two necessarily go to-
gether? And if so, what is the causal
mechanism?

Half a century ago, the open question
was whether central planning or a de-
centralized private market could better
deliver ef½cient production of goods 
and services, investment in new capital
resources, and gains over time in pro-
ductivity and therefore, ultimately, in 
a population’s standard of living. Rich-
ard Nixon’s famous ‘kitchen debate’
with Nikita Khrushchev, in 1959, attract-
ed so much interest at the time not just
on account of the surrounding theat-
rics but because the question about
which they were arguing was genuine-
ly under dispute. Americans’ memories
of the 1930s were still strong; Soviet liv-
ing standards were reportedly improv-
ing rapidly; and the Soviets had only
recently demonstrated their scienti½c
prowess by launching the Sputnik satel-
lite into orbit around the Earth. Later,
when Khrushchev said that the Soviet
Union would ‘bury’ the United States, 
he was not threatening nuclear war (as
many at the time misinterpreted him to
imply) but predicting that the Soviets,
with their superior economic system,
would eventually overwhelm the West
economically and therefore politically.

Khrushchev was wrong. And as more
and more people living under Commu-
nism came to realize the error of that
prediction, change ensued in fairly short
order. Mao’s China gave way to Deng’s
not as a matter of ideological preference
–quite the contrary–but because Chi-
nese citizens did not want to live in pov-
erty forever and China’s rulers feared the
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consequences of forcing them to do so.
Similarly, a key trigger of the demise of
the Soviet Union and its empire was that
enough people there and in Eastern Eu-
rope–importantly including practical-
ly all of the nomenklatura–eventually
understood that, notwithstanding the
of½cial propaganda, they were falling
ever farther behind Western living 
standards. In 1990 the average Soviet 
living standard was only one-third that
of the United States, even after allow-
ing for differences in the cost of living.
The comparable ratio for Poland ver-
sus (West) Germany was one-eighth.

Perhaps ironically, an even more dra-
matic demonstration of the superior ef-
fectiveness of market-oriented econom-
ic systems is Korea. At the time of its
partition, at the end of World War II,
what became South Korea was the poor-
er, more agricultural part of the Korean
peninsula; most of the industry was in
the north. Incomes and living standards
were meager to negligible by Western
standards. Today the South Korean stan-
dard of living is more than half that of
the United States, modestly ahead of
Portugal’s, and more than twice Rus-
sia’s. South Koreans enjoy levels of life
expectancy, nutrition, and literacy com-
parable to Americans’ (and the South
Korean child mortality rate is lower).

North Korea, by contrast, remains a
desperately poor country where people
regularly starve in signi½cant numbers,
malnutrition is widespread, and those
who can manage to do so sneak across
the border into China in search of either
handouts or surreptitious work at sub-
sistence wages. Whether these contrasts
will eventually arrest the attention of the
North Korean public, and the country’s
political leadership, in a way comparable
to what happened in China, the Soviet
Union, and Eastern Europe is an inter-
esting subject for speculation.

But the important fact remains that,
ever since the Industrial Revolution, de-
centralized market economies have had
a proven record of delivering rising liv-
ing standards over sustained periods of
time. Asking whether a market economy
and democracy go together is therefore
tantamount to asking whether economic
growth and democracy go together. And
thinking of the matter in that way sug-
gests a mechanism by which the connec-
tion between the two might indeed be
causal.

The experience of many countries sug-
gests that when a society experiences 
rising standards of living, broadly dis-
tributed across the population at large, 
it is also likely to make progress along 
a variety of dimensions that are either
part of the very de½nition of democracy
or closely associated with democracy.
These include not just open, contested
elections to determine who controls the
levers of political power but also politi-
cal rights and civil liberties more gener-
ally; openness of opportunity for eco-
nomic and social advancement; toler-
ance toward recognizably distinct ra-
cial, religious, or ethnic groups within
the society, including immigrants if 
the country regularly receives in-migra-
tion; and a sense of fairness in the pro-
vision made for those in the society who,
whether on account of limited opportu-
nities, lesser human endowments, or
even just poor luck in the labor market,
fall too far below the prevailing public
standard of material well-being.

Conversely, experience also suggests
that when a society is either stagnating
economically or, worse yet, suffering a
pervasive decline in living standards, 
it is not only likely to make little if any
progress in these social, political, and 
(in the eighteenth-century sense) mor-
al dimensions, but all too often it will



undergo a period of rigidi½cation and
retrenchment, sometimes with cata-
strophic consequences.

The key to why so many societies be-
have in this way is that most people eval-
uate their living standards not in abso-
lute but relative terms. Further, sub-
stantial evidence points to two distinct
benchmarks by which people judge 
how well off they are: Most people are
pleased when they are able to live better
than they, or their families, have lived in
the past. And they are pleased when they
are able to live better than their friends,
neighbors, coworkers, and others with
whom they compare themselves.

The pervasive tendency for people 
to evaluate their economic situation 
by these relative, rather than absolute,
benchmarks explains a variety of eco-
nomic and psychological behaviors that
otherwise would be puzzling. For exam-
ple, within any one country, at any giv-
en time, people with higher incomes are
systematically happier than those with
lower incomes, but there is no corre-
sponding increase over time in how hap-
py people are on average even though
average incomes may be steadily increas-
ing. As Adam Smith observed long ago,
“All men, sooner or later, accommodate
themselves to whatever becomes their
permanent situation,” so that “between
one permanent situation and another
there [is], with regard to real happiness,
no essential difference.” Smith went on,
“In every permanent situation, where
there is no expectation of change, the
mind of every man . . . returns to its nat-
ural state of tranquillity. In prosperity,
after a certain time, it falls back to that
state; in adversity, after a certain time, 
it rises up to it.”2

But this propensity toward a relative
rather than an absolute perspective can
also explain why market economies, as
long as they deliver rising living stan-
dards to most of a society’s population,
lead more often than not to democracy
and many of the other features of a dem-
ocratic society. If people derive satisfac-
tion both from living better than they
have in the past and from living better
than people around them–and, impor-
tantly, if these two sources of satisfac-
tion are at least partially substitutes for
one another–then when people are in
fact living better than they have in the
past (and have con½dence that their liv-
ing standard will continue to improve in
the future) they will attach less urgency
to the desire also to live better than oth-
ers around them. Hence the economical-
ly self-protective instinct that underlies
so much of what emerges as intolerant,
antidemocratic, and ungenerous behav-
ior–racial and religious discrimination,
antipathy toward immigrants, lack of
generosity toward the poor–naturally
takes a back seat to other priorities when
the economy is delivering sustained
growth with broadly distributed increas-
es in living standards.

A salient implication of this key role
played by rising living standards (as
opposed to merely a country’s average
income level) is that many countries
throughout the developing world prob-
ably will not have to wait until they
reach Western levels of per-capita in-
come before they begin to liberalize so-
cially and democratize politically. Here
again, South Korea is an instructive ex-
ample. Over roughly a quarter century,
beginning within a decade of the con-
clusion of the Korean War, South Korea
achieved a remarkable record of eco-
nomic growth that took the country’s
per-capita income from an extremely
low level to better than what one-fourth

2  Adam Smith, The Theory of Moral Sentiments
(Oxford: Oxford University Press, 1976), 149.
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of Americans then enjoyed and better
than what one-third of the richer coun-
tries in Western Europe had. And, over 
a similar period, but following some-
what behind, South Korea evolved from
a one-party military dictatorship under
Syngman Rhee and his successors into 
a reasonably well-functioning electoral
democracy, with most of the usual dem-
ocratic freedoms.

Over the past quarter century China
has maintained the fastest advance in
per-capita income observed anywhere 
in the world: on average, 7 percent per
annum in real value. These economic
gains have been highly uneven, especial-
ly between the country’s urban/com-
mercial minority and the rural/agricul-
tural majority, but it is clear nonetheless
that the bulk of the country’s population
has enjoyed a signi½cant improvement
in living standards. If the improvement
in living standards for the majority of
the population is the circumstance un-
der which a society normally makes
progress on social and political dimen-
sions as well, then it is likely that over
time China, too, will evolve in the direc-
tion of democracy if the country is able
to maintain its current rate of economic
advance.

If this conclusion seems optimistic,
that is because it is. The notion of a caus-
al connection between advances in ma-
terial well-being and in the social/polit-
ical/moral character of a society stems
from an Enlightenment tradition that
from its origins was grounded in, and
drew strength from, a robustly optimis-
tic perspective on the human enterprise.
Economics, which originally grew out 
of this same tradition, took a different
course during the nineteenth century
and became the ‘dismal science.’ But by
now experience has solidly discon½rmed
the fears of Malthus and Mill (and Marx,
too), and there is no reason why econo-

mics should not reclaim the essential
human optimism that was its intellec-
tual birthright.

The connection between rising living
standards and either social attitudes or
political institutions is not limited to
low-income countries, or to the mere
establishment of new electoral institu-
tions. In America, for example, eras in
which economic expansion has deliv-
ered ongoing material bene½ts to the
majority of the country’s population
have mostly corresponded to eras when
opportunities and freedoms have broad-
ened, political institutions have become
more democratic, and the treatment 
of society’s unfortunates has become
more generous. But when incomes have
stagnated or declined, reaction and re-
treat have been the order of the day. (A
major exception was the 1930s, when 
the Depression instead led to a signi½-
cant opening of American society and
strengthening of American democracy,
perhaps because the economic distress
was so severe and so widespread that 
the sense of being in the same sinking
ship together overwhelmed the more
competitive instincts that usually pre-
vail when people realize they are not 
getting ahead.)

Attitudes toward immigrants are a
useful case in point: The United States
experienced a wave of anti-immigrant
violence in the 1850s, which largely dis-
appeared during the robust industrial
expansion after the Civil War. The long
agricultural depression of the 1880s and
1890s saw a return of extremely ugly
anti-immigrant agitation and prejudice.
That movement gave way, after the turn
of the twentieth century when econom-
ic growth returned, to a period in which
the mood of the country was to welcome
–in the language of the time, to ‘Ameri-
canize’–large numbers of immigrants.



But the pair of economic downturns that
followed World War I then led to the
highly restrictive and plainly discrimina-
tory Emergency Quota Act of 1921 and
National Origins Act of 1924. (The ½rst
half of the 1920s was also when the Ku
Klux Klan achieved its greatest influence
in American society and politics, and 
not just in the South, or only in rural
areas, but also in states like Michigan
and Pennsylvania and in cities like Chi-
cago and Indianapolis.) 

Wholesale immigration reform fol-
lowed only in 1965, in the middle of the
longest sustained economic expansion
in U.S. history. As incomes stagnated in
the late 1980s and early 1990s, however, 
a backlash developed, which included
such manifestations as Proposition 187
in California and efforts in states like
Florida and Texas to deny public bene½ts
even to legal immigrants. But with the
strong economic expansion of the mid-
to-late 1990s, the issue disappeared to
such an extent that the one candidate
who chose to run for president in 2000
on an explicitly anti-immigrant platform
(Pat Buchanan) attracted so few votes,
even in the Republican primaries, that
he had to change parties. Today, follow-
ing the return of stagnating incomes
since 2000, immigration is again a high-
ly contentious issue.

It would be foolish to pretend that
every twist in this century and a half of
American attitudes and policies toward
immigrants was narrowly or determinis-
tically driven by the simple difference
between improving and stagnating liv-
ing standards. But it would be even more
foolish to pretend that the underlying
ebb and flow of economic prosperity
and stagnation had nothing to do with
what happened. And on other issues as
well, such as race relations, religious tol-
eration, generosity to the poor–in addi-
tion to such basics as who gets to vote

and under what circumstances–the his-
torical record likewise makes clear that
democracy more often advances when
living standards are advancing, too. One
can only speculate what American de-
mocracy would look like today if, per-
haps as a reaction to the Depression, the
country had abandoned its largely mar-
ket-oriented economic system in favor
of Soviet-style central planning, and the
fourfold increase in per-capita income
that has taken place (compared to the
pre-Depression peak) had not occurred.

America is not the only long-estab-
lished Western democracy where a con-
nection between rising living standards
and the strengthening of democratic
freedoms is evident. In Britain the open-
ing of the universities, the civil service,
and other areas of society to non-An-
glicans in the 1870s; the institution of
many forms of basic economic protec-
tion in the 1940s, as recommended by
the wartime Beveridge Report; and the
reform of British race relations in the
1960s all occurred during times of robust
economic expansion and widely shared
improvement in living standards. In
France the same was true for the broad
reforms in civil liberties, in electoral in-
stitutions, and in education during the
early years of the Third Republic, and 
for the parallel set of reforms introduced
by de Gaulle after World War II. In Ger-
many the legal and judicial reforms that
followed the uni½cation of the German
empire in 1871, the creation of the Fed-
eral Republic as a postwar democratic
state, and Willy Brandt’s dramatic chal-
lenge to “dare more democracy” like-
wise all occurred in the context of ro-
bust, sustained, widely shared increases
in incomes.

Conversely, many of the horrifying
antidemocratic phenomena that so
marred Europe’s twentieth-century 
history ensued in a setting of pervasive
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economic stagnation or decline. Hitler’s
rise to power in the wake of economic
and political chaos under the Weimar
Republic is a familiar story, but it is
worth recalling that as late as 1928 the
Nazi Party drew only 2.8 percent of the
vote in German national elections. What
made the difference, soon thereafter,
was the onset of the Depression, which
affected Germany more than any other
European country. Similarly, France’s
Vichy regime, which willingly collabo-
rated with the authorities in German-
occupied areas of the country (France
was one of only two European countries,
along with Bulgaria, to turn Jews over 
to the Nazis from territory the Germans
did not occupy), emerged out of a pro-
tracted period of French economic stag-
nation.

In these other countries as well, one
can easily point to signi½cant historical
events that contradict the tendency for
social and political progress to follow
economic progress (though probably
none so obvious, or so important, as the
1930s in America). Bismarck’s pioneer-
ing introduction of social insurance in
Germany in the 1880s, the Asquith re-
forms in Britain before World War I, and
the ambitious agenda of the Matignon
Accords in France in the 1930s are all
noticeable counterexamples. But what 
is at issue here is not the laws of physics,
which are plausibly true ‘everywhere
and always,’ but rather the kind of pre-
dominant tendency that signi½es rela-
tionships that emerge in the study of
human behavior, both at the individu-
al level and especially in the aggregate.
Viewed through that lens, the historical
record is clear enough.

Such relationships, of course, need not
be one-sided. The idea that rising living
standards foster democratic freedoms
and institutions need not preclude the

parallel notion that these features of so-
ciety enhance the ability of any econo-
my, but especially one based primarily
on private initiative and decentralized
markets, to achieve superior perform-
ance over time. At the most basic level, 
it is obvious that either formal or infor-
mal restrictions barring half of the pop-
ulation from certain jobs because they
are of the ‘wrong’ sex, and one-sixth of
the remainder because their skin is the
‘wrong’ color, interfere with a society’s
ability to make the most ef½cient use of
its labor resources. Failing to educate
and train large numbers of children in 
a way that adequately equips them for
postindustrial employment, in most
cases simply because their parents have
failed to earn middle-class incomes, pre-
sents a similar impediment.

Other elements of what democracy
normally entails may also plausibly en-
hance an economy’s ability to thrive 
and to grow, although in many cases nei-
ther the argument nor the evidence is
straightforward. Dictatorships may or
may not be benevolent, while electoral
democracies likewise often exhibit their
own forms of corruption and cronyism
–especially when, as in practically all
democratic countries today, the govern-
ment plays a signi½cant role in regulat-
ing economic activity. Wasted resources
and unproductive investment interfere
with economic ef½ciency and constrain
economic growth regardless of whether
the favored party is a dictator’s relative
or a campaign contributor to a political
party.

Not surprisingly, economists–who are
normally more interested in explaining
economic phenomena than in exploring
their consequences–have devoted sub-
stantial effort to investigating the role of
different political institutions, and dif-
ferent legal frameworks, in accounting
for why some countries enjoy more eco-



nomic success than others. Leaving aside
the obvious exceptions, like China and
countries where income from oil exports
has risen rapidly at times of tight world
energy markets, there is some tendency
for electoral democracies to perform
better economically, although even with
these exceptions excluded the relation-
ship is hardly close. Indeed, some evi-
dence suggests that while moving from
minimal civil liberties and political
rights to something more like the world
average is helpful in this regard, ‘too
much’ democracy exerts a negative in-
fluence on an economy’s growth (per-
haps because of more redistributive tax-
ation, or excessive litigation and regula-
tion). Even more so than electoral insti-
tutions per se, the evidence indicates
that effective ‘rule of law,’ especially the
protection of property rights, matters 
for economic growth.

As a result, societies may ½nd them-
selves stuck in either a virtuous circle in
which economic growth and democratic
freedoms mutually reinforce one anoth-
er or, less fortunately, a vicious circle in
which the stagnation of living standards
blunts any movement toward democrat-
ic reform while adverse political institu-
tions and the absence of basic freedoms
retard economic improvement for most
citizens. Leaving aside the episodic char-
acter of market-driven economic growth
in most Western societies, the long-term
experience of countries like the United
States is a rough example of the former.
The current plight of many countries in
sub-Saharan Africa presents even sharp-
er examples of the latter.

But in either case, the relationships 
at work also bear on the more funda-
mental question of how market-orient-
ed economic organization and democ-
racy are connected. The rule of law 
and protection of the rights of credi-
tors and other property-holders, for ex-

ample, are clearly essential to any eco-
nomic system based on markets and on
private initiative and incentive. On the
available evidence, these institutions
also appear–perhaps for just that rea-
son–to be signi½cant contributors to
economic growth. Hence at least some
elements of what is normally meant by
democracy are not just consequences of
rising living standards but also key pre-
conditions to the form of economic or-
ganization that makes sustained increas-
es in living standards possible.

Free markets are not without their limi-
tations, of course, and prominent among
them in the context of democracy and its
broader implications is the absence of
any moral principle governing the distri-
bution of what the economy produces.
Until fairly recently, most economists,
following the thinking of Simon Kuznets
half a century ago, believed that while
incomes would become more unequal
for some time in the early stages of a
country’s economic development, in due
course that process would reverse and a
narrowing of inequality would accom-
pany further increases in the average in-
come. The more recent record has belied
this theory. Income inequality in Amer-
ica, for example, has been increasing
again since the late 1960s. The share of
the nation’s income accruing to the top
½fth of all households has risen from
42.6 percent in 1968 to 50.4 percent in
2005 (the latest data available), while the
share received by each of the other four
½fths has correspondingly fallen. Most
other industrialized countries have had
similar experiences.

To be sure, there is no lack of plausi-
ble explanations for this phenomenon,
some of them consistent with the ideas
underlying Kuznets’s original thinking.
Most economists agree that the prima-
ry force widening the distribution of in-

Dædalus  Summer 2007 53

Capitalism,
economic
growth &
democracy



54 Dædalus  Summer 2007

Benjamin M.
Friedman
on
capitalism 
& democ-
racy

comes in recent decades has been a tech-
nological revolution that has sharply in-
creased the demand for some kinds of
skills while reducing the demand for
others. As a result, workers who happen
to have those newly scarce skills (com-
puter programming, for example, or fa-
cility with certain forms of organization-
al management) have been able to com-
mand high premiums in the labor mar-
ket, while those whose skills are in les-
ser demand (more basic industrial disci-
plines, or even brute-force manpower)
have seen their wages decline and jobs
become harder to ½nd. The difference
from what Kuznets thought is that in-
stead of occurring just once, at the be-
ginning of a country’s economic devel-
opment, this kind of massive shift in the
demand for different kinds of skills in
the workforce can recur whenever an
economy undergoes a technological rev-
olution. As a result, the distribution of
incomes need not simply widen once
and then contract inde½nitely thereaf-
ter, but rather can undergo repeated epi-
sodes of widening inequality depending
on the course of technological innova-
tion.

Importantly, however, Kuznets and
other economic historians (most promi-
nently Jeffrey Williamson) posited that
the subsequent narrowing of inequali-
ties, once the technological basis of pro-
duction has stabilized, is also the result
of systematic economic forces. On the
demand side, larger wage premiums 
for workers with certain skills lead busi-
ness to innovate in yet further ways, so
as to economize on the use of what has
now become high-wage labor. At the
same time, the larger wage premiums
give workers an increased incentive to
acquire the skills that are scarce, there-
by introducing a supply response as 
well. And since in most countries the
education of young people who are yet

to enter the labor force is primarily the
responsibility of the public sector, the
government likewise can respond to the
incentive to impart those skills that the
labor market now values more highly.
Over time, therefore, the widening of
inequality brought on by technologi-
cal revolutions in countries that are far
along the path of economic develop-
ment is also likely to turn around.

But this process may be a lengthy one,
as the experience of the United States
and other industrialized countries in
recent decades suggests, and along the
way the wider inequality remains a fact
with which the society must deal. If the
overall growth rate is suf½cient, as it has
been in China, incomes may become
sharply more unequal and yet most citi-
zens will enjoy improving living stan-
dards. But when aggregate growth is
more modest, as is likely to be the case
where the economy is already highly
industrialized, a suf½cient widening in
the distribution of incomes means that
many if not most citizens will fail to en-
joy an improvement in their living stan-
dards.

The implications, from the perspec-
tive of what connects market-oriented
economies to democratic societies, are
sobering. If part of what matters for tol-
erance and fairness and opportunity, 
not to mention the strength of a soci-
ety’s democratic political institutions, 
is that the broad cross-section of the
population has a con½dent sense of get-
ting ahead economically, then no socie-
ty–no matter how rich it becomes or
how well-formed its institutions may be
–is immune from seeing its basic dem-
ocratic values at risk whenever the ma-
jority of its citizens lose their sense of
economic progress.

Since the widening of the American
income distribution began in the late
1960s, and especially since the onset 



of the economic pressures that ½rst
emerged when the opec cartel quadru-
pled oil prices in 1973, overall economic
growth in the United States has failed to
offset the effect of ever-wider inequali-
ties in retarding the economic advance
of most Americans. Between 1973 and
1993 the economy’s average growth rate,
after correcting for rising prices, was 2.8
percent per annum. After allowing also
for population growth, the increase in
per-capita income averaged 1.7 percent.
But because so much of the fruits of that
economic growth went to a fairly small
group at the top, the increase in the me-
dian income–that is, the income of the
family just at the middle of the country’s
income distribution–averaged only 0.3
percent.

With faster overall growth, and some
slowing in the widening of the income
distribution, the median American fam-
ily income rose at a much healthier pace
during the remainder of the 1990s: on
average, 2.3 percent per annum faster
than inflation. Since then, however, 
the patterns of the prior two decades
have again been dominant. From 2000
through 2006, the economy overall ex-
panded on average at 2.5 percent per an-
num. But at least through 2005 (again,
the latest data available), the median
family income has declined, compared 
to inflation, by 0.5 percent per annum.
Indeed, the median family income has
declined, in real terms, in four of the
past ½ve years. 

Five years is not a very long time from
the perspective of basic influences on
human behavior, and therefore on the
advance or retreat of democratic society.
But on the current trajectory of modest
overall growth and widening inequality,
the stagnation of incomes for a signi½-
cant proportion of American families
may plausibly continue for some years to
come. Further, except for a more favor-

able interlude in the mid-to-late 1990s,
what is happening now is mostly a con-
tinuation of patterns that have been in
place for the past three decades. If these
trends persist, many of the social and
political pathologies that have emerged
in the past, both here and elsewhere, are
likely to reappear.

As the Kuznets-Williamson line of
thinking suggests, all this may well turn
around once the pace of technological
innovation slows. The larger question 
is whether that slowing in the adoption
of new technology (more speci½cally, in
the demands that new technology places
on the skill base of the workforce) will
occur. What if the characteristic feature
of economic production and organiza-
tion in the postindustrial age turns out
to be an accelerated pace of ongoing
technological change? Would the dy-
namic responses governing the supply 
of economic skills, including responses
to individual incentives as well as poli-
cies implemented by government, be
able to keep up? These questions loom
as the greatest uncertainties threatening
the link between the market-oriented
economy and political democracy in the
years ahead.
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Capitalism and democracy have coex-
isted in so many countries in the last two
centuries that they appear to stand in a
cause-and-effect relationship. However,
it has become ever clearer that capital-
ism does not inevitably lead to democ-
racy. That they frequently coexist only
demonstrates that they are compatible.

Yet, despite this compatibility, the
leaders of capitalist economies regular-
ly criticize some of the central institu-
tions of democracy, notably democratic
legislatures. They are particularly quick
to condemn not only the decisions of 

democratic legislatures, for adopting
what they regard as irrational econom-
ic policies, but also the way they make
decisions. The extremely negative eval-
uation of Congress in the last few years
is typical. It is hardly a new phenome-
non, nor is it limited to the United
States. Over 170 years ago, the French
artist Honoré Daumier caricatured the
legislature in the reign of Louis Philippe
with a famous lithograph entitled Le ven-
tre législatif en 1834, which cruelly depicts
thirty-four members of parliament as
obese, corrupt, evil men.1

Legislatures are paradoxical institu-
tions. Although historically they have
been indispensable to democracy, their
decision-making processes inevitably–
indeed necessarily–have antimajoritar-
ian characteristics. Although they are
supposed to represent the people, the
way they work mysti½es most people,
even members of the economic elite.
Because they are meant to represent all
the people, legislatures consist of many
members, each with an equal mandate
to be there. But it de½es common sense
to expect four hundred or more mem-
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bers to get anything done when they
have no reason to obey each other.

Most people have dramatically con-
trasting perceptions of legislatures. 
On the one hand, they know that great
events have taken place in legislative 
settings. But those events are rare. 
Those few people who are committed
observers of the legislature–viewers 
of c-span, for example–usually see
numbingly boring scenes of members
speaking to an empty chamber. Win-
ston Churchill, who loved the House of
Commons, recognized that the floor of
parliament was usually empty. When it
came time to rebuild the House after it
had been damaged by a bomb in World
War II, Churchill insisted, to everyone’s
surprise, that it be rebuilt exactly as it
had been, far too small to seat all its
members. Churchill explained:

If the House is big enough to contain all its
members nine-tenths of its debates will be
conducted in the depressing atmosphere
of an almost empty or half-empty cham-
ber.2

Few countries follow Britain’s quaint ex-
ample of having too small a parliamen-
tary chamber. Most countries now tele-
vise their parliamentary debates, wide-
ly publicizing how often the floor of the
legislature is nearly empty, and contrib-
uting to public despair about the insti-
tution. Solitary speeches on an empty
floor–that is the scene in legislatures far
more often than great events. No won-
der few people pay attention. No wonder
those who are successful in business in a
free-enterprise economy disparage dem-
ocratic legislatures, regarding their pro-
cedures as inef½cient, their decisions as
frequently irrational, and their members
as unprincipled if not corrupt.

The contradictory characteristics of
legislatures arise out of the contrast be-
tween the characteristics the institution
had at its origin in medieval Europe–
its genetic properties–and the charac-
teristics it developed as it adapted to 
the changing political environment.

The antecedents of the modern legis-
lature are the feudal assemblies of me-
dieval, precapitalistic Europe.3 Mon-
archs convened assemblies of feudal
lords because they needed these power-
ful individuals for money and for mili-
tary conscripts. These assemblies were
not intended to govern but merely to
consult–to parler–with kings.

We can trace three characteristics of
what we now call a legislature to these
origins. The institution was, ½rst, an as-
sembly of influential people who occa-
sionally had the opportunity to give or
withhold consent to the king. Second,
the members of the institution repre-
sented others, such as social classes or
local communities; this determined 
who was selected to be a member, how
they were selected, and how many were
selected. Third, what the members did
was to bargain with the monarch, ex-
changing consent to the king’s wishes
for legal favors to their constituents.

The more frequently these assemblies
met, the more they devised procedures
that would enable such proud and pow-
erful individuals to reach collective de-
cisions. Thus assemblies of feudal lords
were transformed into parliaments, but
not yet–not nearly yet–into democratic
parliaments.4 But the genetic properties
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2  Winston Churchill, 393 H.C. Deb. 5th ser.,
col. 404, October 28, 1943.

3  Antonio Marongiu, Medieval Parliaments: 
A Comparative Study (London: Eyre & Spottis-
woode, 1968), parts I and II.

4  Lord Campion, An Introduction to the Proce-
dure of the House of Commons (London: Mac-
millan, 1958), chap. 1.
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of legislatures–that they are a collection
of influential people; that they represent
others; and that they bargain with the
government on behalf of their constitu-
ents–have made legislatures distinctive
political institutions, recognizable in all
their subsequent manifestations.

Over time the occasional assertion of
influence by these parliaments took the
form of lawmaking power. The term
‘legislature’ ½rst appeared at the end of
the seventeenth century in England. It
came from the noun ‘legislator,’ mean-
ing lawgiver. In the Oxford English Diction-
ary the ½rst reference to ‘legislature’ is to
Hale’s History of Common Law, which as-
serts that “without the concurrent Con-
sent of all Three Parts of the Legislature,
no . . . law . . . can be made.”5 Notice that
phrase “all Three Parts of the Legisla-
ture”–a reference to the House of Lords,
the House of Commons, and the king.
These three together were the lawgivers.
Using ‘legislature’ to apply only to par-
liament was the result of a mid-eigh-
teenth-century theory that it was desir-
able to separate the powers of govern-
ment, a theory most notably developed
by the French political philosopher
Montesquieu.

After the term ‘legislature’ was applied
only to parliament, it crossed the Atlan-
tic, where Montesquieu’s advocacy of
the separation of powers suited the col-
onists especially well. In The Federalist,
No. 47, on the separation of powers,
James Madison repeatedly cites “the cel-
ebrated Montesquieu.”6 ‘Legislature’
there became the common word to refer
to the colonial assemblies in America,
because by asserting lawmaking powers

these assemblies could challenge British
control.

Beginning in the nineteenth century
the term was used to refer to represen-
tative assemblies in the presidential sys-
tems of Latin America, but elsewhere
the representative assembly is not usual-
ly called a legislature. Although ‘legisla-
ture’ is often used as a generic term to
denote all variants of this institution, 
the actual name of the institution varies
greatly from one country to another. In
Germany it is called the Bundestag, in
Russia the Duma, in Israel the Knesset,
in France the National Assembly, and so
on. In general, the name each country
uses denotes the structure of the institu-
tion, that it is an assemblage, and not its
function.

The relationship of the legislature to
the executive developed differently in
Europe than in America. There, the me-
dieval parliament evolved into an in-
strument to democratize monarchical
government, not by a separation of 
powers between itself as the lawmak-
ing body and the governmental execu-
tive. The gradual expansion of the right
to vote for parliament in the nineteenth
century gave parliament a legitimacy
that enabled it to challenge, to limit, 
and in some countries to replace the
authority of the monarch. The result 
was parliamentary government, in
which the branches are fused, different
in form from presidential government 
as it evolved in the Americas, where the
branches are separate.

But whether legislatures became law-
making bodies in presidential systems or
governing bodies in parliamentary sys-
tems, the institution that was originally
merely a consultative assembly for mon-
archs became an institution engaged in
making important political decisions.
And though it began in feudal societies
in medieval Europe, its most powerful

5  Oxford English Dictionary, 2nd ed. (Oxford:
Oxford University Press, 1989).

6  Alexander Hamilton, James Madison, and
John Jay, The Federalist (New York: Modern
Library, n.d.), 313.



manifestation developed in eighteenth-
century America, accompanied by the
rise of a capitalist economy. Democratic
legislatures also formed in Europe and 
in Latin America in the nineteenth cen-
tury, but the greatest number of exam-
ples of the institution came into being in
the second half of the twentieth century,
notably during what Samuel Huntington
has called the second and third waves of
democracy.

Thus, at their origin, legislatures were
not decision-making bodies but arenas
for talking. Adapting them into insti-
tutions capable of making decisions in-
volved–and keeps involving–contra-
dictions between their original genet-
ic properties and the characteristics 
they evolved as their role in governing
expanded. These adaptations are the
sources of four paradoxes that legisla-
tures exhibit: the paradox of hierarchy,
that legislators are both proud individ-
ualists and obedient followers of party
leaders and committee chairs; the para-
dox of majority rule, that voting in large
bodies works only with antimajoritarian
restrictions; the paradox of transparen-
cy, that the legislative process is formally
public but is in signi½cant respects hid-
den from public scrutiny; and the para-
dox of cross-national comparability, that
legislatures are both indigenous to each
nation but also comparable across the
world.

The authority of a legislature rests on
its claim to represent the nation. That
claim derives in part from the represen-
tativeness of its individual members.
Each of them is a representative of a part
of the nation. Since every member of a
legislature is equally a representative of 
a constituency, all members are constitu-
tionally equal in status. They cannot for-
mally accept a hierarchical relationship
to each other.

But the sum total of representatives 
of constituencies produces a very large,
unwieldy body in nearly every country,
large and small. There is no close rela-
tionship between the size of a country’s
population and the size of its legislature,
or between changes in a country’s popu-
lation over time and changes in the size
of its legislature. Rather, variation in the
size of legislatures reflects different con-
cepts of representation, implemented by
different electoral systems for choosing
representatives.

For example, the National Assembly of
Hungary, elected by a complicated three-
tier system of elections, has 386 mem-
bers for its 10 million citizens, one mem-
ber for every 26,000 people. In the Unit-
ed States, there are 435 members of the
House of Representatives for 300 million
people, one member for every 690,000
people. Members of Congress therefore
have twenty-seven times the number of
constituents that their Hungarian coun-
terparts have. In fact, many European
countries–Britain, Germany, and Italy–
have legislatures 50 percent larger than
ours with populations one-½fth of ours.
The Elizabethan House of Commons
grew during the sixteenth century from
296 members to 462, twice as fast as 
the population.7 It therefore had more
members for six million inhabitants in
the England of the year 1700 than we
have in our House of Representatives to-
day for a population ½fty times as large.

The implementation of varying con-
cepts of representation–not population
alone–produces memberships whose
sizes take little account of how the re-
sulting bodies can possibly work. Obvi-
ously, four hundred, ½ve hundred, or 
six hundred members cannot act at 

7  J. E. Neale, The Elizabethan House of Commons
(Hammondsworth, Middlesex: Penguin Books,
1963), 133.
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all unless there is some coordination
among them–at least an agreement on 
a sequence of decision making, an agen-
da. Furthermore, unless there is some
agreement on sharing the work, many
members will try to get a free ride and
avoid having to make decisions. Agen-
da setting and division of labor requires
organization, some constraints on what
each member can do, and hence some
inequalities among members.

Nearly half of the signers of the U.S.
Constitution had served in colonial leg-
islatures and, as a result, knew these re-
alities. Yet, as members of the Continen-
tal Congress, they ignored their previous
legislative experience. In the fluid politi-
cal situation of revolutionary America,
each member guarded his state’s prerog-
atives jealously and refused to entrust
agenda-setting power to any subset of
their members. Consequently, the Con-
gress suffered the disorganization typi-
cal of a pure majority-rule institution.
One member wrote that he had

been witness to a Report made by a Com-
mittee of the Whole, which had been en-
tered upon the Journal, superseded by a
new Resolution, even without reference 
to the Report. A Resolution, carried al-
most Nom Con [without objection]–en-
tered, and half an hour after reconsidered
and expunged. When I add that such ir-
regularity is the work of almost every day,
you will not wonder that I wish to be any
where but in Congress.8

The Continental Congress also by and
large refused to select standing commit-

tees, relying instead on a huge number
of ad-hoc committees–over three thou-
sand of them were elected between 1774
and 1788–each with little authority and
no chance to develop expertise.9 The
result was that most decisions had to 
be made by all members on the floor 
of Congress; thus decision making was
slow, and the workload of every mem-
ber very heavy.

The lineage of American legislatures
shows a remarkable continuity from the
colonial assemblies, to the legislatures 
of the states after the Revolution, and 
to the U.S. Congress. But in that lineage,
the Continental Congress, under the Ar-
ticles of Confederation, was what Pever-
ill Squire and Keith E. Hamm have called
an “evolutionary mutant.”10 Political
scientists love to study that mutant just
as biologists study mutations, to gain in-
sight into normality by examining the
abnormal.

Under normal circumstances, when
members bear the cost of discussion
without an agenda, they select steering
committees, or presiding of½cers, or
party leadership. When they experi-
ence the consequence of allowing every
member an equal role in every decision,
they learn to divide legislative work and
to pinpoint responsibility for accom-
plishing it, although that similarly re-
quires the delegation of functions. Ap-
pointing subsets of members as commit-
tees is the typical solution, but it raises
the danger that influence on decisions
will be unequal. That is why inexperi-
enced legislative institutions resist that
solution.

8  Quoted in Rick K. Wilson, “Transitional
Governance in the United States: Lessons from
the First Continental Congress,” in Gerhard
Loewenberg, Peverill Squire, and D. Roderick
Kiewiet, eds., Legislatures: Comparative Perspec-
tives on Representative Assemblies (Ann Arbor:
University of Michigan Press), 299–300.

9  Ibid, 297.

10  Peverill Squire and Keith E. Hamm, 101
Chambers: Congress, State Legislatures, and the
Future of Legislative Studies (Columbus: The
Ohio State University Press, 2005), 6.



The committee structure is a princi-
pal source of hierarchy within the legis-
lature. Research has identi½ed three
sources of committee authority. First,
division of labor among committees per-
mits legislators to specialize and allows
the legislature to develop the informa-
tion needed to make complex decisions
simultaneously on many subjects. Defer-
ence to committee recommendations is
therefore deference to expertise and to
ef½ciency. Second, division of labor
among committees provides opportuni-
ties for bargaining, enabling members 
to trade decisions they care little about
(decisions made in other committees)
for decisions that are crucial to them
(decisions in their own committees).
Deference to committees is therefore
recognition that members are not equal-
ly interested in all subjects coming be-
fore them. And third, committees are
instruments subject to the control of po-
litical parties, allowing parties to organ-
ize legislative work across subject areas
and, in parliamentary systems, between
the legislature and the executive, so that
the party label will have policy meaning.
Members defer to party control because
it gives value to the party label, on which
their reelection chances depend.11

For these reasons members who are
constitutionally each other’s equals have
incentives to defer to each other in a va-
riety of ways that permit them to coor-
dinate their work and to obtain results.
But the conflict between equality of sta-
tus and hierarchy never goes away. It
leaves the suspicion, both among mem-
bers and in the public, that members,
though nominally equal to each other,

have highly unequal influence on legis-
lative outcomes. The relative privacy of
committee decisions, and the decentral-
ized decision making they produce, fa-
cilitates the influence of lobbies, both
legitimate and–as we have recently seen
–illegitimate. The U.S. Congress has car-
ried this decentralization further than
any other legislature, with 16 commit-
tees and 87 subcommittees in the Sen-
ate, and 22 committees and 135 subcom-
mittees in the House. That makes it par-
ticularly susceptible to the influence of
narrow interests, a condition that is cur-
rently of great concern in the United
States.

The paradox of majority rule is the sec-
ond of the four paradoxes. One would
expect a legislature composed of equals
in a democratic setting to proceed in the
most egalitarian manner possible, with
rules that give no members special pow-
ers. That implies issue-by-issue deci-
sions taken by majority vote. However,
as legislators vote on a constant stream
of issues, they (unlike voters in general
elections) interact with each other and
often negotiate compromises. Instead 
of voting up or down on separate issues,
they are inclined to develop multiple al-
ternatives. Each legislator may have a
different order of preferences among
these alternatives. Therefore, in succes-
sive votes, the majority that prefers one
alternative is likely to consist of different
individuals from the majority that pre-
fers another. When that is the case, suc-
cessive votes among pairs of alternatives
may produce successive majorities in a
potentially endless cycle.

For example, a legislature may face a
decision on whether to raise income,
corporation, or sales taxes. In successive
votes between two alternatives at a time,
the sales tax could defeat the income tax,
the corporation tax defeat the sales tax,

11  Kenneth A. Shepsle and Barry R. Weingast,
eds., Positive Theories of Congressional Institu-
tions (Ann Arbor: University of Michigan Press,
1995), 5–35.
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and the income tax defeat the corpora-
tion tax. But from the earlier pairing we
know that the income tax is defeatable
by the sales tax, so the cycle would begin
again unless there is some rule to stop it.

The possibility of voting cycles has
long been recognized. Clearly articulat-
ed at the end of the eighteenth century
by the French philosopher, legislator,
and mathematician, the Marquis de
Condorcet,12 it is the basis of the theo-
rem for which Kenneth Arrow won a
Nobel Prize in economics.13 Arrow’s
theorem demonstrates that there is no
sure way of always translating the ra-
tional preferences of individuals into
coherent, consistent, stable preferences
of a group, except by adopting nonma-
joritarian rules on the voting procedure,
such as imposing a particular sequence
on voting or by restricting the right of
amendment.

Many European legislatures vote on
mutually exclusive alternatives in suc-
cession, one by one, and the voting stops
as soon as one alternative receives a ma-
jority. Usually the most extreme alterna-
tive is voted on ½rst, followed by those
that produce less and less change. The
British parliament and most English-
speaking legislatures, including ours, 
use an amendment procedure by which
pairs of alternatives are compared and
one is removed at each voting stage.14

In either case the sequence in which
votes are taken strongly influences the

outcome. Experienced legislators often
acquire great skill in exploiting particu-
lar sequences to their own advantage.
They attempt to influence results by en-
gaging in ‘tactical’ voting, that is, voting
with an eye to results rather than as an
expression of their sincere preferences 
at each stage.

These rules of procedure, necessary to
translate the choices of individual legis-
lators into the decisions of legislatures,
are bound to create inequalities among
members, because they concentrate
power in the chair of the legislature, or
in a rules committee, or in some other
agenda setter. Without such a concen-
tration of power, the decisions of legis-
latures will be incoherent, inconsistent,
and unstable. But the ordinary citizen,
watching the voting process in the legis-
lature, views it cynically. The untutored
observer expects that it should be simple
to aggregate the decisions of individuals
into the decisions of a group. But it is
not, and it generates a conflict between
the idea of majority rule and the reality
of decision making in large bodies.

The third paradox of legislatures is the
paradox of transparency. Although rep-
resentation nowadays means the elec-
tion of members of legislatures by vot-
ers, it had other meanings earlier in the
history of legislatures. In status soci-
eties, representatives could be appoint-
ed, could choose themselves, or could
inherit their representative positions, as
did the members of the British House of
Lords. But in the modern world, being
elected by constituencies through one
means of voting or another is the indis-
pensable condition of representative-
ness. Even authoritarian countries imi-
tate that process.

The implication of the electoral con-
nection is that voters must be able to
hold their representatives accountable–

12  David Williams, Condorcet and Modernity
(Cambridge: Cambridge University Press,
2004), 206–212.

13  Kenneth J. Arrow, Social Choice and Individual
Values (New York: Wiley, 1951).

14  Bjørn Erik Rasch, “Parliamentary Floor Vot-
ing Procedures and Agenda Setting in Europe,”
in Loewenberg, Squire, and Kiewiet, eds., Legis-
latures: Comparative Perspectives, 270–276.



which means they must be able to see
what legislators and legislatures do.
Thus the meetings of the legislature
must be open, subject to public scruti-
ny. The German parliament went so far
as to embody that principle in the ar-
chitecture of the renovated Reichstag,
which was opened in 1999. The parlia-
mentary chamber is enclosed by trans-
parent walls, opening it to light and to
public view. The pinnacle of the build-
ing is a transparent dome open to visi-
tors, from which they can see the cham-
ber in session.

Transparency, however, displays to the
public all of the characteristics of legisla-
tive proceedings that run counter to its
expectations: time-consuming bargain-
ing among large numbers of decision
makers; compromise among points of
view, which often entails compromise of
principles; insincere posturing among
members trying to mute conflict; and
complex procedures to organize work
and get results. Unlike decision making
in the judicial or executive branches of
government, the legislative process is
relatively open. But its very transparency
is the source of public distrust. As John
Hibbing and Elizabeth Theiss-Morse
have written, “Congress is . . . viewed by
the public as an enemy . . . because it is so
public.”15

As a result, legislatures everywhere
attempt to obscure some parts of their
decision-making processes by closing
some committee meetings and most po-
litical party meetings. Of course, they
also hide the bargaining that takes place
between the executive and the legisla-
ture, and between interest groups and

legislators. That is why so little of im-
portance goes on on the floor of the 
legislature, where the public view is fo-
cused. No wonder the average citizen is
baffled and distressed, and no wonder
economic leaders try to exercise influ-
ence behind the scenes.

The paradox of transparency has the
curious aspect that members try to in-
gratiate themselves with their constit-
uents by criticizing the institution to
which they belong. They run for reelec-
tion by running against Congress, in ef-
fect blaming their colleagues for every-
thing that the public regards as wrong
with Congress. So public criticism of
Congress can exist hand-in-hand with
each constituency’s approval of its own
member of Congress. This explains why
incumbents are rarely defeated despite
the fact that public support of Congress
has ranged between just 8 and 28 percent
in the last thirty-½ve years.16 Getting
transparency right is a Goldilocks prob-
lem: not too little but also not too much.

The fourth paradox of legislatures is
that they look alike in so many respects
across the world, and yet the legitimacy
of each legislature rests on its assertion
that it represents a particular people 
and their culture. As a political institu-
tion, every legislature has organization-
al characteristics in common with every
other legislature. This makes it possible
to compare them and for countries to
copy them from each other. But in spite
of their structural commonalities–that
their members are equal to each other,
that they are ‘representatives,’ that they
are not organized hierarchically–they
take various forms from country to
country: their members are chosen by
different electoral systems; their mem-
bers have many nation-speci½c attri-

15  John R. Hibbing and Elizabeth Theiss-
Morse, Congress as Public Enemy: Public At-
titudes toward American Political Institutions
(Cambridge: Cambridge University Press,
1995), 61. 16  Ibid, 38.
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butes; their party groupings, their infor-
mal norms of behavior, and their influ-
ence within their separate political sys-
tems all differ.

Over their long histories, legislatures
have influenced each other across na-
tional and cultural boundaries. This in-
teresting diffusion of procedures and
practices can be traced in the seven-
teenth and eighteenth centuries from
England to America, in the nineteenth
century from the British to the French
and Belgian parliaments, from them 
to parliaments in Central Europe, and
from the United States to Latin Ameri-
ca. In the twentieth century there was
institutional transfer from the British
and French parliaments to the parlia-
ments of their former colonies, and from
Western and Central European parlia-
ments to the parliaments of newly dem-
ocratic states in Eastern Europe. The
paradox is that legislatures are country-
speci½c, yet they have often been imitat-
ed by one country from another, or im-
posed by one country on another. 

The ‘exportability’ of legislatures has
always been a matter of dispute, but es-
pecially in the last thirty years during 
the so-called third wave of democrati-
zation–the proliferation of open, com-
petitive political systems in Latin Amer-
ica, and in Southern and East Central
Europe. These newly democratic coun-
tries invariably designed legislatures as
parts of their political systems, building
on their own indigenous assemblies.
They have grafted onto their own tradi-
tional institutions some features from
either the U.S. Congress–in the case of
most Latin American countries–or from
Western European parliaments–in the
case of countries in Southern or East
Central Europe. But the results of these
exports have varied greatly, from the re-
cent success of institutional transfer to
Southern and Eastern Europe, to its fre-

quent failures in Africa and the Middle
East. Though blueprints are exportable,
applying them in new settings requires
adaptation to indigenous political char-
acteristics, which has very uncertain re-
sults and unanticipated consequences.

A speci½c example taken from the pe-
riod of democratization after World War
II can illustrate the point. A group of
members of the new postwar German
parliament, on a study trip to Washing-
ton in 1949, was impressed by the hear-
ings procedure of the U.S. Congress.
Their enthusiasm led to the adoption 
of hearings in the rules of the German
Bundestag in 1951. But in the following
fourteen years only nine days of com-
mittee hearings took place among all of
the Bundestag’s committees. Suddenly,
in 1968, the number of hearings explod-
ed. In the most recent term of the Bun-
destag there were over three hundred
days of committee hearings. What had
happened was that, for completely unre-
lated reasons, the executive-legislative
relationship changed in Germany in the
1960s, giving to legislative hearings a rel-
evant political function they had not had
before. In the absence of the Congres-
sional blueprint, the hearings procedure
would not have developed. But without
internal changes in German politics it
would not have thrived.

In the contemporary world, the trans-
fer of institutional blueprints is no
longer limited to countries that adjoin
each other geographically, or that speak
the same language, as once was the case.
And the rate at which legislatures have
been newly established or reestablished
in the last thirty years is unprecedented.
Political scientists have been struggling
to identify the determinants of success
in transplanting legislatures. The para-
dox is that legislatures are representa-
tions of a nation’s political culture and
therefore vary as national cultures do,



and yet they have genetic properties that
none of them can escape. The result can
be a mutation, either interesting, vital,
or, occasionally, debilitating. The fail-
ure of parliaments in post–World War I
Europe provides many examples of the
morbidity of parliaments. Some parlia-
ments in effect dissolved themselves,
like the German Reichstag in 1933, and
others became so incapable of acting
that they easily fell victim to dictators.

I have explained that the paradoxes of
legislatures–the apparent contradic-
tions they exhibit–result from the evo-
lution of medieval parliaments into in-
struments of democracy. On the surface
legislatures may appear as democratic,
majoritarian, and egalitarian institu-
tions. But experience shows that, to be
effective, they must accept internal hi-
erarchies; they must adopt procedures
that structure their voting sequence and
constrain majority rule; they must at
least partly hide their decision-making
processes from their constituents; and
they must symbolize their national dis-
tinctiveness while also accepting certain
structural imperatives.

These contradictions feed public cyni-
cism toward legislatures as institutions.
That cynicism is often especially marked
among the captains of industry. Their
criticism is not only speci½c to the issues
that concern business leaders. It extends
to the legislature’s characteristic mode
of procedure, which consists of decen-
tralized authority, bargaining, compro-
mise, and partisanship–all of which
stand in sharp contrast to the strictly
hierarchical structure of decision mak-
ing common in much of the business
world.

Since legislatures symbolize democ-
racy, and have often been the agents of
democratization, the contradictions of
the institution feed skepticism about

democracy generally, not only in that
part of the world that has never known
it, as in the economic powerhouses of
Asia, but also in established democra-
cies. Distrust of democracy undoubtedly
has many reasons speci½c to our times,
to the intractable issues that face most
governments, to the scandals that have
destroyed the reputation of many prom-
inent leaders, and to the lack of experi-
ence with self-government in those
countries that are newly democratic or
that maintain authoritarian regimes.
Unfortunately, the contradictions that
legislatures exhibit undercut their capac-
ity to promote or to sustain democracy.

What can be done to strengthen the
capacity of legislatures to encourage and
support democratic government? The
electoral connection that ties members
of legislatures to their own constituents
does not necessarily strengthen the con-
stituents’ support of the institution as a
whole. Neither do the standard projects
of civic education, getting out the vote,
discussing the issues, and explaining the
formalities of constitutional powers–
worthwhile as these efforts might be on
other grounds.

Strengthening the legislative institu-
tion probably depends on sources out-
side of itself, outside of political educa-
tion, and outside of politics altogether. 
It may best come from public experience
with collective decision making in non-
governmental settings, in civil society. 
It is in these settings that we experience
the social dilemmas that arise whenever
we try to move from individual prefer-
ences to collective decisions. These are
the same dilemmas that lie at the heart
of the paradoxes of legislatures. If we
can learn to reflect on these dilemmas–
to recognize them when we act within
our households, our synagogues and
churches, our schools, our professions,
and our modern business enterprises–
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we can draw on what Robert Putnam 
has called our “social capital”17 to un-
derstand decision making in legislative
politics.

Every citizen has experience with
making group decisions in personal or
civic or professional settings. Thus every
citizen can draw analogies between that
experience and the challenges that face
legislatures. The paradoxes of legisla-
tures–of hierarchy with equality, of ma-
jority rule with procedural constraints,
of transparency with privacy, of differ-
ences and similarities among groups–
exist in private as well in public decision
making. By analogy, from what citizens
understand close to home to what baf-
fles them on the national stage, they 
may best be able to develop understand-
ing–and respect–for the paradoxes that
democratic legislatures exhibit, paradox-
es that they cannot escape. That is the
route to appreciating that democratic
political institutions and capitalist eco-
nomic institutions are not only compat-
ible but that they are indeed capable of
reinforcing each other.

17  Robert D. Putnam, Bowling Alone: The Col-
lapse and Revival of American Community (New
York: Simon & Schuster, 2000), chap. 1.



Perhaps the most intractable problem
of political theory turns on setting the
right interaction of market and politi-
cal institutions.1 Markets rest upon the
twin institutions of private property 
and freedom of contract. The former
allows all individuals the exclusive pos-
session, use, and disposition of particu-
lar resources, such as land or chattels;
the latter structures the transfer of hu-
man and tangible resources by hire, sale,
lease, or partnership. Property rights
both separate neighbors and allow indi-
viduals to plan over time. Contract per-
mits them to coordinate their activities
for mutual gain. It is this one-two punch

that facilitates the economic growth that
satis½es human wants.

If that were all there was to it, then
political theory would be easy because
government would be irrelevant. Mar-
ket systems, however, do not rest on 
thin air. They depend critically upon 
the use of state monopoly power, ½rst 
to protect the holders of property from
depredations of strangers, and next to
enforce the contracts that facilitate the
transfer and recombination of human
and physical assets. Try as one might, it
is hard–make that impossible–to think
of any just and reliable system for sup-
plying that infrastructure that does not
rely upon the sound operation of demo-
cratic politics, with its own distinctive
deliberative and voting procedures.

And that is where the dif½culties be-
gin. The simmering tension between
market and political institutions arises
in a multitude of contexts. But it be-
comes perhaps most vivid in connection
with the steamy local controversies over
the mundane matters of the ownership
and use of land: what should be done if
some political majority votes to take the
home or business of one person for some
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public use without paying any compen-
sation for the privilege?2

It won’t do to ½ght the hypothetical by
saying that such untoward results never
happen because they do: It is easy to re-
count numerous situations throughout
the world where ethnic majorities use
their political power to plunder their ri-
vals. Nor do these issues play out only on
the grand scale of outright con½scation.
As will become painfully clear, a minia-
turized version of this struggle, often
with unspoken racial overtones, takes
place daily in the ubiquitous planning
commissions and zoning boards in the
United States and everywhere else in the
developed world.

The underlying structural weakness of
majority rule, moreover, cannot be easi-
ly corrected by adopting a constitutional
requirement for unanimous (or even just
owner’s) consent for any surrender or
alteration of property rights. Now a new
risk emerges, for that device leaves the
state vulnerable to serious holdouts at
the instance of a landowner whose prop-
erty is vital to siting a military facility or
completing a public highway.

Yet rescue is close at hand. The Fifth
Amendment to the United States Con-
stitution states: “Nor shall private prop-
erty be taken for public use, without just
compensation.” Now that “just compen-
sation” is substituted for “the consent 
of the owner,” the state may take the pri-
vate property of its citizens for public
use, so long as it compensates them for
the property so taken. This clever inter-
mediate practice nicely cuts between the

horns of a real dilemma. The power to
take prevents any property owner from
demanding a king’s ransom before sur-
rendering the property. But the need to
pay just compensation prevents the ma-
jority from oppressing isolated individu-
als for its own political advantage. Right-
ly calculated, the just compensation re-
quirement ensures that owners can be
no worse off after the taking than they
were before.

The basic protection offered to prop-
erty rights does not undermine the
ideals of deliberative democracy. Quite
the opposite: strong property rights
work well in tandem with that system 
of governance. Here’s why. The pattern
of deliberation within any collective
body does not depend solely on its mem-
bers’ opinions and attitudes, which ac-
tive interchange reveals and re½nes. Pol-
itics is not just about expression, senti-
ment, and education. It also depends on
the practical problems that give rise to
the need to deliberate in the ½rst place.
Let it be known that any individual is
fair game for expropriation, and the
grandest deliberative body in the world,
when composed of self-interested indi-
viduals, may well solemnly conclude
that the public welfare requires the con-
½scation of particular resources from
politically vulnerable parties. The adroit
deliberator can point out to members 
of the majority faction–without having
to make peace with the rest–that the
gains from con½scation will far exceed
its costs to members of the winning co-
alition. Duly persuaded, the majority
could vote to ratify the proposed con-
½scation and rest content that they have
been generous toward friends. Or, for
strategic reasons, that same majority
could limit the power of those same vul-
nerable groups to use or dispose of their
property in various productive or market
transactions.

2  I note in passing that a veritable ½restorm of
protest arose when the Supreme Court held in
Kelo v. New London, 125 S. Ct. 2655 (2005), that
the public use requirement of the takings clause
allowed the state to condemn property for pri-
vate development purposes, even with payment
of just compensation. I put aside any systematic
discussion of that issue in this paper.



Dædalus  Summer 2007 69

Delibera-
tive democ-
racy at zero
prices

The objections to these con½scatory
practices customarily fall into two class-
es. The ½rst raises the fairness objection,
that no majority should be able to ‘single
out’ by legislation or administrative rule
a small group of vulnerable individuals
to bear some unique burden for which
they receive in exchange no unique ben-
e½t. The second is the related ef½ciency
objection, that con½scation reduces the
overall stock of goods and services avail-
able in the economy. But as long as the
political majority stands to bene½t from,
without having to pay full value for, the
property taken, it will be quite content
to reduce the property’s value. Thus, if
left free to do so, the state may expropri-
ate land worth $100,000 to its owner
even if it is worth only $40,000 in public
hands. The $60,000 loss is concentrated
on one person, while the political major-
ities pro½t by their share of the $40,000
that the same asset has in public hands.

Those well-organized majorities
would not, however, attempt this pecu-
liar maneuver if they had to compensate
the owner for his losses, for even with
political intrigue it is highly unlikely that
they could raise the $100,000 in taxes
needed to buy off the property owner.
Once constrained by the constitutional
requirement of just compensation, the
political deliberations will raise the
pointed question of why the majority is
asked to pay so much for so little. When
no answer is forthcoming, the misguid-
ed project will fail. The fairness and the
ef½ciency objections work in tandem in
most situations, which is why property
protection through a just compensation
rule is a necessary precondition for sta-
ble political governance. 

Of course, no one can claim that this
one feature offers ironclad protection
against all abuse through democratic
political processes. Notable dif½culties
arise in calculating the proper level of

compensation, to take into account the
subjective value that an owner has in 
his or her property. But better that we
suffer from some errors in calculation
than pretend that no compensation is
the ideal result.

Nor is it easy to identify the goods that
the state should provide. It is commonly
supposed, for example, that streetlights
or national defense are public goods that
can be ½nanced only through public tax-
ation. The happy story arises only when
all individuals within the system equally
value the state-provided goods. At that
point, the taxation system prevents free
riding by those individuals who would
be happy to let others pay for installa-
tions from which they will then derive a
large bene½t. In fact, however, the term
‘public good’ often misleads as well as
informs, because we have no reason to
think that all the individuals who pay
taxes for a product or service value it
equally. The streetlight that supplies il-
lumination to some people may not pro-
tect others further down the block, or 
it may blind the homeowner who lives
next to it. Likewise, states will spend
military appropriations on wars that
many citizens strongly oppose. 

The just compensation principle, then,
does not solve the question of what pub-
lic projects should be undertaken when
their perceived bene½ts and burdens dif-
fer widely across various groups, even if
the actual costs of the projects are evenly
distributed through the society. At this
unhappy juncture, democratic rule fol-
lowing debate is, for all its flaws, about
as good as any society can do. 

Yet just because political perfection is
unattainable gives no reason to abandon
sensible safeguards that tend to reduce
the overall level of political intrigue.
Having to pay for land used as a military
facility or a road does not eliminate the
need for deliberating on whether the fort
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or road is called for at all. But it does of-
fer one useful check against a systemat-
ic form of abuse that, if left unchecked,
is highly likely to produce an excess of
condemnations initiated by parties who
suffer no ½nancial consequences from
their own behavior. Demand is always
high for property that can be forcibly ac-
quired at no cost. Churchill was wrong
when he said democracy was the worst
of all forms of government, except the
rest. Constitutional democracy will work
better.

In dealing with the relationship be-
tween private property and democratic
institutions, much attention, especially
in the United States, is placed on institu-
tions that operate at the national level.
But with land-use condemnation and
regulation, most of the action is at the
state and local level. One useful way to
check whether private-property protec-
tion is compatible with democratic in-
stitutions is to look at state and local
zoning laws, whereby the state and local
governments announce in advance that
only certain types of uses–manufactur-
ing, commercial, and residential, for ex-
ample–are permitted in certain speci-
½ed zones. The hallmark of the state and
local systems is that the law provides
constitutional protection against forc-
ible dispossession, but much less, or no,
protection against restrictions on partic-
ular types of land uses.

Everyone thinks that just compensa-
tion makes sense when the government
expropriates land for public use, but that
proposition is sharply contested in those
cases where the state forswears occupa-
tion in favor of restrictions, found in zon-
ing or environmental laws, on how a
landowner uses his property. Those who
are opposed to strong protection of
property-use rights often champion leg-
islation at the national and state level

that is intended to promote community
deliberation over proper land use. The
grand constitutional trade of the modern
welfare state substitutes a right to partic-
ipate in administrative procedures for
strong property rights. For example, the
National Environmental Policy Act of
1969 (nepa) and the various state acts
based on it–the so-called sepas–allow
various projects that affect the built en-
vironment to go forward only after the
owner prepares for the public an Envi-
ronmental Impact Statement (eis) that
examines the environmental impact of
the proposed action, the adverse effects
it could generate, and alternative meas-
ures that might be taken to avoid these
consequences.

The conventional defense of this com-
bination of weak property rights and
strong noti½cation and disclosure re-
quirements starts from the premise that
intelligent planning of complex land-use
allocation decisions must avoid two per-
ils. The ½rst perceived risk is that devel-
opers will pressure local government
of½cials into making hasty decisions to
allow new projects to go forward. The
second perceived risk is that a weak in-
formation base impairs informed public
participation in land-use decisions. The
effort typically back½res, as these end-
less deliberative arrangements produce
much mischief in land-use matters.

To see why, start with this simple ques-
tion: should we treat restrictions on land
use as fundamentally different from the
occupation of land? This question was
brought to a head eighty years ago in Vil-
lage of Euclid v. Ambler Realty Co.,3 which
has de½ned judicial attitudes toward
zoning from that date forward.

The Ambler Realty Company held ti-
tle to a 68-acre parcel of land located be-

3  272 U.S. 365 (1926).



tween the Nickel Plate Railroad to the
north and Euclid Avenue to the south,
and bounded by a single-family zone to
the west and a two-family zone to the
east. As an integrated plot, it was worth
about $680,000 when devoted to its
highest and best use as a site for a new
plant for the Fisher Body Company.
When zoned, it was divided into three
separate areas that were slated, from
north to south, for industrial use, apart-
ment use, and single-family homes.

To Justice Sutherland, the second di-
vision was as important as the ½rst, for
with ill-concealed racial overtones he
described apartment houses as “para-
sites” in neighborhoods with single-
family homes. No racial issue was dir-
ectly before the Court in Euclid. Still, the
bottom line was that this zoning scheme
stripped about 75 percent of value from
the site. Was that loss in value, driven 
by the regulation, compensable? The
Supreme Court said no, by a six-to-three
vote. 

In one abstract sense, the Euclid
scheme had a perverse internal logic. 
If the Village had to divide the property
into zones, better that the area next to
the railroad tracks be zoned industrial,
and the area near residential neighbor-
hoods be zoned residential. But why
zone at all? The one obvious conse-
quence of the Village’s zoning decision
was a loss of roughly $510,000 in land
value, because the divided parcel was
much less attractive to develop than the
integrated parcel, which Ambler Realty
could develop, taking care to limit the
negative spillovers from one portion of
its parcel to another. In other words, if
that parcel had been kept intact after
development, Ambler would have borne
the loss from any noxious use directly.
But since the parcel was divided, buyers
paid less for land that was encumbered
with unwanted noises or smells. The

welfare of the owner therefore tracks the
overall social welfare, whether he holds
or subdivides. Ironically, enforced divi-
sion within the middle of the tract in-
creased the likelihood of boundary con-
flicts on the one hand and reduced the
use value of the plot on the other.

So where was the social gain that off-
set the $510,000 hit? The short answer is
nowhere, at least at that magnitude. The
project in question would probably not
have had any adverse physical effects on
neighbors: sixty-eight acres allowed for
setbacks to avoid conflicts. And the pub-
lic could have attacked any remaining
noxious use that survived without the
zoning law through the law of nuisance,
which awards both damages for the hurt
and an injunction against continuation
of the harm. Some indirect costs could
have come from siting the new project 
in the neighborhood. But even the di-
rection of those effects was uncertain at
best, for (some) housing values could
have swung upward if the new industri-
al plant had provided jobs for the peo-
ple who live nearby. In addition, the pro-
posed industrial use was in fact more
consistent with the overall patterns of
industrial land use in immediate envi-
rons adjacent to the Village of Euclid. So
the decision by a provincial local govern-
ment probably caused more external dis-
location, not less.

The resolution of the relevant legal
issue now quickly follows. Why should
these formal restrictions on use not be
treated as though they were a taking of
property? The perverse public-choice
dynamic–excessive government activi-
ty at no price–works as powerfully for
any restrictions on use as it does for the
outright con½scation of property. In a
world without just compensation, the
political forces that constitute the domi-
nant coalition will impose these restric-
tions so long as the bene½ts they receive
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are greater than the costs that they, not
society, have to incur to achieve those
gains.

The values lost in zoning cases can be
worth literally tens of millions of dollars
(as with downzoning of developable ag-
riculture land). But in all cases the private
losses to the owner are part of the social
calculus. They cannot be ignored. Nor
can we overlook the gratuitous loss of
property value stemming from the un-
certainty created by the instability that
hangs over these use rights, like a regu-
latory sword of Damocles. Yet the mo-
ment that compensation for these losses
in value has to come out of government
coffers, the political calculus changes:
the forces in favor of zoning have to per-
suade the neighbors through democratic
politics to tax themselves $510,000, and
for what? The proposal will fail because
no one can identify the net positive ben-
e½ts that make this social venture worth
undertaking.

At this point, a skeptic might ask me
whether this means that, without cash
on the barrelhead, all zoning ordinances
are categorically off-limits. The answer
to that question is a cautious but prin-
cipled no: certain focused zoning ordi-
nances may generate packages of bur-
dens and bene½ts that make sense social-
ly. In certain cases, for example, restric-
tions on exterior design imposed on a
given region (similar to the restrictive
covenants in a private planned develop-
ment) allow a benevolent kind of cancel-
ing-out to take place: the restriction on
each party is a negative to each owner,
but it is more than offset by the indirect
gains obtained from the parallel restric-
tions imposed on others. The compensa-
tion formula thus has an internal gyro-
scope that tends to weed out regulations
that cause negative-sum games from
those that generate positive-sum games.
But this will only work if the logic that

we use for outright con½scation covers
all forms of government-mandated
property transactions.

This entire issue of compensation is of-
ten clouded by a distinction that econo-
mists like to draw between two kinds of
externalities, which they (misleadingly)
describe as ‘real’ and ‘pecuniary.’ The
former covers cases in which the restric-
tions in question impose overall alloca-
tive losses on the system. In contrast,
pecuniary externalities cover changes,
positive or negative, which do not have
any ‘real allocative effect.’ For example,
a change in housing prices because of 
an influx of new buyers is a pecuniary
externality, but pollution is a real exter-
nality.4

These two opposing examples help ex-
plain the conventional, if puzzling, ver-
bal distinction. A pecuniary externality
covers the losses suffered by disappoint-
ed participants in a competitive market.
Those ubiquitous losses are ‘real’ to the
party who sustains them, but if they
were compensable, then any technolog-
ical improvement that results in lower
prices would be the target of nonstop lit-
igation from disappointed competitors.
Every competitive loss is offset by some
greater gains, so that behind a Rawlsian
veil of ignorance all people would pre-
fer to bear those losses rather than the
greater systemwide losses from private
monopolies or state regulation. In con-
trast, real externalities, like pollution,
result in private losses to the aggrieved
party that accurately reflect some over-
all systemwide losses. Hence it is sensi-
ble to protect persons against real losses
but not against pecuniary ones.

The traditional law on takings and just
compensation was alert to that distinc-

4  http://en.wikipedia.org/wiki/Pecuniary_
externality.
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tion: it rightly treated nuisances as real
externalities for which it provided legal
remedies. Competitive losses, on the
other hand, were considered pecuniary
externalities that traveled under the ru-
bric damnum absque injuria (“harms with-
out legal injury”) and were thus not
compensable. 

That distinction should guide our as-
sessment of the political activities of lo-
cal governments. Once the current rules
allow local governments (through their
deliberative processes) to impose real
losses without paying just compensa-
tion, persons who suffer only pecuniary
externalities (that is, competitive losses)
will have a ½eld day trying to get politi-
cal relief. Nothing is as common as an
effort by one competitor to ‘zone out’ a
rival from the central business district,
by persuading local government to des-
ignate suitable sites for rivals as non-
commercial. Yet just as in Euclid, the
huge losses to the downzoned landown-
er are not offset by external social gains,
and the zoning restrictions create a geo-
graphical monopoly that harms con-
sumers.

What is true with respect to commer-
cial developments is also true with re-
spect to residential ones, which take on
cockeyed form once the compensation
requirement is absent. The severe zon-
ing and building restrictions on new con-
struction around Lake Tahoe, for exam-
ple, unwisely sustained in Tahoe-Sierra
Preservation Council, Inc. v. Tahoe Regional
Planning Agency,5 show how insiders who
impose these neighborhood losses on
others purport to act with high environ-
mental purpose. In this case, the runoff
into Lake Tahoe, which has destroyed its
matchless deep blue, stems from the ex-
cessive paving over of bare land by early
landowners of the nearby lands.

The correct solution is to pull up
chunks of asphalt devoted to low-value
uses. But the entrenched homeowners
have found political ways to force the
costs of their own excesses on the non-
voting landowners of vacant lots. Hav-
ing contributed nothing toward the pol-
lution of Lake Tahoe, the nonvoters are
saddled with the full costs of harm pre-
vention. Only the rich on huge lots can
now afford to build at all. Yet the hard
ground covering already in place just
remains. 

Requiring compensation to the out-
siders who cannot build would lead to
more (and more intelligent) environ-
mental protection. If the just compensa-
tion requirement were in place, the cur-
rent owners would probably prefer to rip
out their own expensive asphalt than pay
owners of vacant land huge amounts of
money in order to prohibit all new con-
struction on lakeside lots. And the same
policy works well for wholly undevel-
oped areas. The last thing we want to do
is foster a ‘race’ mentality that induces
landowners to rush construction on va-
cant land because they cannot otherwise
protect their future rights to build!

In international trade, it is well rec-
ognized that phony health and safety
claims often conceal anticompetitive
entry restrictions. The same social dan-
ger is at work in the zoning cases, which
falls prey to the pettiness of local pro-
tectionist politics. The just compensa-
tion requirement ½ghts that ugly form 
of localism, by seamlessly taking into
account the interests and desires of out-
siders to the (voting) community, in-
cluding future buyers from developers,
without compromising local protection
against real externalities like pollution.

In contrast, ignoring the difference
between pecuniary and real externali-
ties undermines the mechanisms of so-
cial choice when political participation,5  535 U.S. 302 (2002).
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without ½nancial accountability, is made
the centerpiece of land-use policy. Here
is one telltale sign of how it works. The
New York’s sepa statute was at issue in
Chinese Staff & Workers Association v. City
of New York.6 The case held that the con-
struction of a luxury condominium on a
vacant lot in Chinatown had enough of
an adverse effect on the “physical envi-
ronment”–de½ned to cover historical
and aesthetic changes as well as popula-
tion shifts within the community–to
trigger a full-scale environmental impact
statement, which delayed the project
and galvanized political opposition. Just
look at who was suing: Chinese groups
(which had themselves moved into what
was once Little Italy) that feared their
displacement owing to new competitive
entry. Invariably overlooked in this pro-
cess were the gains to the new owners,
their employees, and customers. Chinese
Staff thus illustrates the unwise territori-
alism of deliberative processes, which
silences all outsiders to ‘the’ community.

The alert reader might at this point
rightly ask: aren’t the real negative ex-
ternalities more complicated because 
of traf½c, parking, and the like? And so
they are. But don’t let the tail wag the
dog. To see how to attack this issue, it is
necessary to have some understanding
of a central issue in land-use law–the
problem of exactions.

Go back to Euclid, where the zoning
law generated few external bene½ts 
and large owner losses, and ask what
maneuvers are likely to take place once
the zoning ordinance is put in place. If 
it produced some net bene½t, then no
one would have an incentive to buy their
way out of the status quo. But that is not
what happened in Euclid. Rather, in a de-
pressingly familiar pattern, the land was

eventually rezoned for industrial use, al-
lowing the construction of gm’s Fisher
Body plant. Both the local government
and the landowner looked for ways to
undo the original zoning move.7

Suppose that the reduction in the Am-
bler Realty site was $510,000, while the
gain to the rest of the township was only
$100,000. Now the parties are in a posi-
tion to make a bargain that allows Am-
bler to build its plant in exchange for
providing the community, say, $205,000
in side bene½ts. Town and landowner
each gain $205,000 by a deal that calls
for building anything from new roads to
new schools, or indeed, as in one case, a
contribution to community artwork.

At this point, we have this odd inver-
sion. The defenders of broad state pow-
er see in the exaction game a useful ap-
plication of the principle of freedom of
contract, since both sides are better from
the transaction than they were before.
Yet the defenders of markets are suspi-
cious of these gains, and for good rea-
son. Note that the bargain would have
been unproblematic if the Village of
Euclid had purchased its initial downzone
for cold hard cash. As owner of those
development rights, it could sell them
off to anyone, including Ambler, at a
price. But of course, the Village did not
buy these rights. It just took them. The
danger is that the prospect of a free bar-
gaining chip for resale will provide a
greater incentive to take property rights
in the ½rst place. Allow exactions and 
no one has any idea which initial land-
use restrictions make sense, for it is not
credible to believe that the Village would
have paid $350,000 to acquire the ben-
e½ts that it exacted, if it never had the
power to downzone the property at all.

7  See Nicolas M. Kublicki, “Land Use By, For,
and of the People,” Pepperdine Law Review 19
(1991): 112.6  502 N.E. 2d 176 (N.Y. 1986).
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Sensing both the use and the dangers
of these exactions, the Supreme Court
has tried with only middling success to
place some limits on the exaction game.
In Nollan v. California Coastal Commis-
sion,8 the Court narrowly held that the
Commission could not tell a landowner
that he could rip down a shack and build
a beachfront house, like his neighbors,
only if he ½rst donated a lateral ease-
ment to the public that would allow ev-
eryone to walk to and fro in front of his
house. In one sense that deal makes per-
fect sense because Nollan’s right to build
a new home is probably worth ten times
the cost of that lateral easement. But this
analysis leaves unexplained why the
Commission has the right to single him
out for permit denial when an enlarged
house will pose no threat to the health or
safety of any other individual.

Unfortunately, Justice Scalia muddled
the analysis, by holding only that the
easement in front of the house was not
“germane” or “tightly connected” with
the Commission’s legitimate interest in
preserving a “viewspot” from the Paci-
½c Coast Highway, which ran behind the
houses, parallel to the beach. The right
result is to recognize that the viewspot
has to be purchased just like the ease-
ment, for it does not make a particle of
difference that the easement can be
termed ‘possessory’ while the restriction
on use is a mere ‘restrictive covenant.’
Both are property interests that private
parties must buy. Both are still property
interests when the state wants to acquire
them for the public at large. We will get
better social results if government agen-
cies are not able to bundle the two inter-
ests together, but are instead forced to
condemn each separately at a price that
reflects the losses they impose on own-
ers.

All of this does not mean that new
construction never creates additional
harms. Revert back to the Tahoe exam-
ple, and now any new owner who paves
over his land should be held responsi-
ble for his share of the runoff damage
caused to the lake, just like the other
owners are. In some cases, that could
mean requiring that owner to pay his
fair share for the construction of a con-
duit or a well to control dangerous run-
off. But it hardly follows that he has the
sole burden of paying for the removal 
of all water generated by his neighbors.
And once the right metric is found, then
the political process will no longer give
rise to the corrupt exaction deals that
followed in the wake of Euclid. Instead,
the disputes will focus on the principled
and narrow liability question of just how
much harm to a common pool resource
(the clear lake) this landowner contrib-
uted.

Nollan was an easy case not because 
of any lack of “tight” relationship be-
tween the lateral easement and the pub-
lic views over the land. It was easy be-
cause the construction of an ordinary
beachfront home created no dangerous
runoff in the first place.

Zoning has been advertised as a way 
in which local democratic politics can
improve land-use decisions relative to
those of the simpler common law, which
used nuisance law to control harmful
externalities and contracts to organize
voluntary efforts among neighbors. Like
so much of Progressive rhetoric of the
½rst third of the twentieth century, this
foray into democratic politics has been
widely oversold. The huge losses that
zoning and similar land-use restrictions
incur do count as part of the losses of the
community. And the political process
that allows for their exercise brings in its
wake a set of undesirable social practices8  483 U.S. 825 (1987).



that reveal the dangers that lurk when
political majorities are able to impose
extensive regulation on others at no cost
to themselves. We desperately need to
broaden the application of the just com-
pensation requirement. For, ultimately,
stronger property rights will lead to bet-
ter deliberative processes.
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While there have been many histori-
cal instances of capitalism without lib-
eral, representative democracy, there 
are no known cases of liberal, represen-
tative democracy without capitalism.
But with few exceptions, academic ana-
lysts have tended to focus either on the
threat capitalism poses to democratic
institutions, or on the support democrat-
ic politics offer to capitalist legitimacy.

Academic discussion of the tensions be-
tween democracy and capitalism tends
to treat capitalism as a hindrance, or
even danger, to democracy. Capitalism is
based upon inequality of reward, while
democracy is based upon some notion of
equality. The inequality of wealth, and
the ability of the wealthy to influence
the holders of political power, is said to
undermine the equality of representa-
tion inherent in the democratic ideal.

There are also powerful arguments for
the compatibility of democracy and capi-
talism. Democracy smooths away the
rougher edges of capitalism in a man-
ner that ultimately contributes to capi-
talism’s legitimacy. Transfer payments
from the wealthy to the less wealthy; in-
surance against illness, unemployment,
and old age; and other policies associ-
ated with the democratic welfare state
soften the harsh effects of the market,
reconciling the vast majority of the pop-
ulace to market institutions.

My purpose in this essay is to explore
the other, less examined side of the coin:
a series of arguments that democracy
may be a threat to the functioning of the
capitalist market. 

Most of these arguments begin with
the assumption that as an information
and incentive system, the market tends
to be more ef½cient than representative
democracy. It was Adam Smith, in The
Wealth of Nations (1776), who explained
why productivity tends to increase with
the expansion of the market. The exis-
tence of a market in which supply and
demand, rather than political ½at, deter-
mine prices creates monetary incentives
for entrepreneurs, landlords, and work-
ers to move their resources into the most
pro½table use. Prices and wages supply
information indicating where effective
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demand is greater than supply. For en-
trepreneurs, landlords, and workers,
prices act as signals; and larger pro½ts,
rents, and wages offer monetary incen-
tive to follow those signals.

In the twentieth century, theorists
such as Friedrich Hayek have expanded
our understanding of the role of the
market in providing actionable infor-
mation. In a social world of remarkable
complexity, in which prices are affected
by everything from the weather to po-
litical developments to ongoing changes
in the tastes of billions of consumers,
prices are “sound proxies for relevant
information, proxies that every day al-
low billions of people to make adjust-
ments to new supply and demand cir-
cumstances of which they may be en-
tirely ignorant.”1 All of the critical anal-
yses that follow assume that because the
competitive market is more productive,
ef½cient, and innovative, it tends to pro-
duce a rising standard of living.

A rising standard of living, in turn,
tends to be conducive to democracy.
Indeed, modern democracies derive no
small part of their legitimacy from their
ability to provide a rising standard of liv-
ing. Modern society, in Ernest Gellner’s
trenchant characterization,

is the only society ever to live by and rely
on sustained and perpetual growth, on an
expected and continuous improvement. 
. . . Its favored mode of social control is
universal Danegeld, buying off social ag-

gression with material enhancement; its
greatest weakness is its inability to sur-
vive any temporary reduction of the so-
cial bribery fund, and to weather the loss
of legitimacy which befalls it if the cornu-
copia becomes temporarily jammed and
the flow falters . . . . 2

A growing economy also blunts political
conflict, since it allows for some degree
of redistribution of wealth, in which in-
creasing the income of some need not
come at the expense of others.

Economic growth is of course not the
only good in life or in politics, and poli-
ties with other strong sources of legiti-
macy can weather substantial econom-
ic downturns and even depressions. But
historically, economic stagnation and
decline have often spelled the end of rep-
resentative democracy, as was so often
the case in interwar Europe.

But can democratic political processes
themselves contribute to economic stag-
nation or even decline? The question is
bound to occur, especially to anyone ob-
serving recent attempts in Western Eu-
rope to reform pension systems, taxes,
and labor laws in order to reinvigorate
stagnant economies.3

The notion that political interests may
distort or diminish the potential bene½-
cent effects of the market precedes the
democratic age. We ½nd powerful state-
ments of such arguments in the works 
of Adam Smith and Edmund Burke. It
was a major theme of The Wealth of Na-
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1  Jeffrey Friedman, “Popper, Weber and Hay-
ek: The Epistemology and Politics of Igno-
rance,” Critical Review 17 (1–2) (2005): xxvii.
Friedman’s entire piece is highly relevant to 
the theme of this essay. Hayek’s classic papers
on these issues are “The Use of Knowledge in
Society” (1945) and “The Meaning of ‘Compe-
tition’” (1946), both in Friedrich A. Hayek, In-
dividualism and Economic Order (Chicago: Uni-
versity of Chicago Press, 1948).

2  Ernest Gellner, Nations and Nationalism (Ith-
aca, N.Y.: Cornell University Press, 1983), 22.

3  Timothy B. Smith, France in Crisis: Welfare,
Inequality and Globalization since 1980 (Cam-
bridge: Cambridge University Press, 2004);
Meinhard Miegel, Die deformierte Gesellschaft:
Wie die Deutschen ihre Wirklichkeit verdrängen
(Munich: Propyläen, 2002).
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tions. Most of the ½rst half of the book
explains how the capitalist market, un-
der the right conditions, can lead to
“universal opulence”–an ongoing rise
in the standard of living for the vast
majority of the populace. Much of the
second half of the book examines the
forces that stand in the way of the opti-
mal functioning of the market.

For the market to operate most effec-
tively, everyone must be able to sell la-
bor, invest capital, or rent land in a man-
ner that best promotes their self-inter-
est. But as Smith showed, much of Euro-
pean society and government was struc-
tured to impede the free movement of
labor, capital, land, and goods. Smith
believed that the public interest would
be best served if every man channeled
his self-interest through the market. But 
he realized that from the point of view 
of the individual producer or group of
producers, it was most bene½cial to cir-
cumvent the competitive market, and use all
available means to prevent competition,
in order to obtain the highest possible
price for their wares.

Smith thought that wherever and
whenever individuals or groups could
promote their own interests by protect-
ing themselves from market competi-
tion, even at the expense of the public,
they would. “People of the same trade
seldom meet together, even for merri-
ment and diversion, but the conversa-
tion ends in a conspiracy against the
public, or in some contrivance to raise
prices,” Smith wrote. The citizens of the
towns, Smith documented, contrived 
to keep the price of urban-made goods
high, at the expense of the inhabitants of
the countryside. Manufacturers were the
most successful in pressing their private
interests through their disproportionate
influence over members of parliament.

Merchants, too, were well positioned
to persuade those in power that what

they wanted was identical to the general
interest. Though they were few in num-
ber, they were located in large cities and
had economic means at their disposal,
making their “sophistry and clamour”
more effective than that of rival groups.
Long accustomed to limiting competi-
tion in the towns, merchants had in
more recent decades learned to stem
competition in international trade. One
of the ½ve books of The Wealth of Nations
is devoted to an attack on the policies of
international trade then dominant in Eu-
rope. Smith dubbed these policies “the
mercantile system” because he believed
it reflected the interests of merchants
and manufacturers.

With the expansion of the franchise in
the century and a half after the publica-
tion of The Wealth of Nations, the prob-
lems and tactics of groups organized to
exert political influence to circumvent
market competition were not so much
eliminated as universalized.

Edmund Burke’s Thoughts and Details 
on Scarcity (1796) adumbrated the theme
of economic ignorance among politi-
cians and voters, a topic later explored
by John Stuart Mill, Joseph Schumpeter,
and more recent analysts of democratic
politics. In 1794 and 1795, poor harvests
had led to a rise in British food prices
and to rural unrest. The result was a
series of proposals for the government 
to lower the price of food or to raise the
wages of laborers. Burke maintained
that most people poorly understood the
functioning of the market for basic food-
stuffs, and that those who traded in such
goods were the objects of great preju-
dice.

One role of the intellectual in poli-
tics, for Burke, was to advise legislators 
to stand up to short-term political and
moral pressures when they threaten
long-term national economic interests.
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To have wages set by government of½-
cials, rather than through negotiations
between employers and employees, he
maintained, placed crucial decisions
about the agricultural economy into the
hands of those who lacked either knowl-
edge of, or interest in, agriculture. It was
also foolish for politicians to heed the
cries of urban dwellers who demanded
government intervention to lower food
prices, for such city folk “are in a state of
utter ignorance of the means by which
they are to be fed.” Agriculture, Burke
argued, ought to operate according to
the common principles of commerce,
namely, that all involved should be on
the lookout for the highest pro½t.

The government’s task was to protect
middlemen, such as the “factor, jobber,
salesman, or speculator, in the markets
of grain,” from the ignorance and envy 
of farmers and consumers. Against those
who objected to large-scale middlemen
in the grain trade, Burke argued that
their larger capital made it possible for
them to operate with lower pro½t mar-
gins, ultimately bene½ting the producer
and consumer. The poor, Burke com-
plained, envied and resented the rich
without understanding the function of
the rich in accumulating capital, and so
were apt to act against their own inter-
ests.

But the throats of the rich ought not to be
cut, nor their magazines plundered; be-
cause, in their persons they are trustees for
those who labour, and their hoards are the
banking-houses of these latter . . . . When
the poor rise to destroy the rich, they act
as wisely for their own purposes as when
they burn mills, and throw corn into the
river, to make bread cheap.4

Smith and Burke were reflecting upon
the effects of political institutions that
were representative, though with too
limited a suffrage to count as democrat-
ic. But the themes they delineated–the
use of political influence to distort the
market, and ignorance about the func-
tioning of the capitalist market by polit-
icians and voters–have proved remark-
ably durable. With the extension of the
franchise in Western societies in the
course of the nineteenth and twentieth
centuries, the two themes were extend-
ed and re½ned by subsequent thinkers
down to our own time.

In Considerations on Representative Gov-
ernment (1861), John Stuart Mill voiced
the recurrent fear of nineteenth-centu-
ry liberals that the political power of 
the non-property-owning majority in a
democracy might have disastrous eco-
nomic consequences. Even if that non-
possessing majority recognized that “it
is not for their advantage to weaken the
security of property . . . by any act of ar-
bitrary spoliation,” they might still be
inclined to enact policies that would
damage or destroy the capitalist market.
These included imposing an undue bur-
den of taxation upon the possessors of
property and especially on savings; re-
pudiating the national debt, taxing away
inheritances, and increasing government
spending “without scruple, expending
the proceeds in modes supposed to con-
duce to the pro½t and advantage of the
laboring classes”; raising wages, limiting
competition in the labor market, or dis-
couraging labor-saving innovations; and
adopting tariffs to protect local produc-
ers from foreign competition. Though all
of these policies would be at odds with
the long-term interests of the working
classes, such measures might well con-
form to their short-term interests and
certainly to their perceived short-term in-
terests.

4  R. B. McDowell, ed., The Writings and Speech-
es of Edmund Burke, vol. 9 (Oxford: Clarendon
Press, 1991), 121.
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The turn of the century Italian sociolo-
gist and economist Vilfredo Pareto pop-
ularized the term ‘spoliation’ to refer to
the use of political power by the less pro-
ductive to extract gains from the more
productive. “Illegal appropriation by vi-
olence is easily explained by the law of
the strongest,” Pareto noted. “Likewise
it is understandable that the majority
which makes the laws is in a position to
exact for itself whatever tribute it pleas-
es.” The more intriguing question, for
him, was “how a small number of indi-
viduals is able, by underhand methods,
to get the majority to pay tribute to a mi-
nority.”5

Pareto’s answer has been reformulat-
ed by many later analysts, of whom the
best known is perhaps Mancur Olson, 
in his books The Logic of Collective Ac-
tion: Public Goods and the Theory of Groups
(1971) and The Rise and Decline of Nations:
Economic Growth, Stagflation, and Social
Rigidities (1981). The logic of collective
action–like its methodological cousin,
public choice theory–begins with the
premise that individuals in the political
arena can best be understood as self-in-
terested actors, just as they are assumed
to be in the marketplace for purposes of
economic analysis.6 “An individual in
any large group with a common inter-
est will reap only a minute share of the
gains from whatever sacri½ces the indi-
vidual makes” to achieve the common
goals of his group, Olson explained. But
in a small group, where each individual

stands to gain a great deal from the at-
tainment of the group’s goal, the mem-
bers have a far bigger incentive to influ-
ence politicians on behalf of the group’s
interest.

Domestic producers of sugar, for ex-
ample, are relatively few in number, 
and each stands to gain a lot from tar-
iffs on imported sugar, which prevent a
free market in sugar and hence raise its
price by impeding downward pressure
on sugar prices from foreign competi-
tion. The consumers of sugar, by con-
trast, are a large and diffuse group, and
each stands to lose only a little by being
forced to pay more for sugar through 
tariffs. The handful of producers will
therefore be more likely to organize to
influence elected representatives, devot-
ing substantial resources to getting and
retaining the tariffs from which the sug-
ar producers pro½t. Meanwhile it is un-
likely that sugar consumers will form a
lobby at all (though, of course, candy
manufacturers may well lobby against
sugar tariffs in an attempt to lower their
raw material costs and enhance their
pro½ts). Thus, each group seeks protec-
tion from market competition for the
commodity or service it produces. As
groups gain protection, the ef½ciency
and productivity of the market decline
and, in extreme cases, stop altogether.

A related theorem of the logic of col-
lective action is that of ‘rational igno-
rance.’ Acquiring the knowledge of gov-
ernment policy needed to ascertain the
interests of one’s group requires time,
money, and attention. For those with a
small stake in the outcome (the sugar
consumers), it is not worth their while
to obtain the necessary knowledge, just
as it is not worth the effort required to
pursue their self-interest. Thus their ig-
norance is rational.

A telling criticism of the rational igno-
rance thesis is that it radically overesti-

5  Vilfredo Pareto, Sociological Writings, trans.
Derick Mir½n (New York: Praeger, 1966), 115,
139–142 and passim.

6  On public choice theory, see the collection 
of seminal articles by its most prominent expo-
nent, James M. Buchanan, The Logical Founda-
tions of Constitutional Liberty, in The Collected
Works of James M. Buchanan, vol. 1 (Indianapo-
lis: Liberty Fund, 1999).
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mates the rationality of individuals as
voters. Academic theorists of democracy
often overlook the many empirical stud-
ies that demonstrate how little voters
know about the candidates for whom
they cast their ballots and about the 
policies they represent. Analysts from
Burke through Joseph Schumpeter 
down to Jeffrey Friedman in our own 
day have argued that voters fail to pur-
sue their economic self-interest in the
political arena because they lack the 
relevant information or understanding
of economic processes to decide intelli-
gently. These analysts contrast this in-
ability to make informed judgments
about matters of public policy with the
ability of individuals to make informed
decisions in the marketplace. As Schum-
peter put it:

In the ordinary run of often repeated de-
cisions the individual is subject to the sal-
utary and rationalizing influence of favor-
able and unfavorable experience. He is al-
so under the influence of relatively simple
and unproblematical motives and inter-
ests which are but occasionally interfered
with by excitement. Historically, the con-
sumers’ desire for shoes may, at least in
part, have been shaped by the action of
producers offering attractive footgear and
campaigning for it; yet at any given time 
it is a genuine want, the de½niteness of
which extends beyond “shoes in gener-
al” and which prolonged experimenting
clears of much of the irrationalities that
may originally have surrounded it. More-
over, under the stimulus of those simple
motives consumers learn to act upon un-
biased expert advice about some things
(houses, motorcars) and themselves be-
come experts in others. It is simply not
true that housewives are easily fooled in
the matter of foods, familiar household
articles, wearing apparel.

When voters seek their economic self-
interest through politics, Schumpeter
acknowledged, they do so in a way that
democratic theory rightly regards as cor-
rupt, by placing their self-interest above
the interests of the commonweal:

[T]here are many national issues that 
concern individuals and groups so di-
rectly and unmistakably as to evoke 
volitions that are genuine and de½nite
enough. The most important instance is
afforded by issues involving immediate
and personal pecuniary pro½t to individ-
ual voters and groups of voters, such as
direct payments, protective duties, silver
policies and so on. Experience that goes
back to antiquity shows that by and large
voters react promptly and rationally to
any such chance. But the classical doctrine
of democracy evidently stands to gain 
little from displays of rationality of this
kind. Voters thereby prove themselves 
bad and indeed corrupt judges of such
issues, and often they even prove them-
selves bad judges of their own long-run
interests, for it is only the short-run prom-
ise that tells politically and only short-run
rationality that asserts itself effectively.7

But when it comes to larger issues 
of national and international policy,
Schumpeter argued, the likelihood of
voters being either well-informed or
thoughtful diminishes:

[W]hen we move still farther away from
the private concerns of the family and 
the business of½ce into those regions of
national and international affairs that 
lack a direct and unmistakable link with
those private concerns, individual voli-
tion, command of facts and method of
inference soon cease to ful½ll the require-

7  Joseph A. Schumpeter, Capitalism, Socialism
and Democracy, 3rd ed. (New York: Harper and
Row, 1950), 258–261.
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ments of the classical doctrine [of democ-
racy]. . . . 

The reduced sense of responsibility and
the absence of effective volition in turn
explain the ordinary citizen’s ignorance
and lack of judgment in matters of domes-
tic and foreign policy which are if any-
thing more shocking in the case of educat-
ed people and of people who are success-
fully active in non-political walks of life
than it is with uneducated people in hum-
ble stations. Information is plentiful and
readily available. But this does not seem to
make any difference. Nor should we won-
der at it. We need only compare a lawyer’s
attitude to his brief and the same lawyer’s
attitude to the statements of political fact
presented in his newspaper in order to see
what is the matter. In the one case the law-
yer has quali½ed for appreciating the rele-
vance of his facts by years of purposeful
labor done under the de½nite stimulus of
interest in his professional competence;
and under a stimulus that is no less pow-
erful he then bends his acquirements, his
intellect, his will to the contents of the
brief. In the other case, he has not taken
the trouble to qualify; he does not care to
absorb the information or to apply to it
the canons of criticism he knows so well
how to handle; and he is impatient of long
or complicated argument. All of this goes
to show that without the initiative that
comes from immediate responsibility, ig-
norance will persist in the face of masses
of information however complete and
correct . . . . 8

Because they are so removed from actu-
al responsibility for their opinions, vot-
ers can be swayed by emotional and ir-
rational appeals. An incident reported
by Peter Drucker in The End of Rational
Man (1939) comes to mind, in which he
witnesses the enthusiastic response of a
crowd to a National Socialist orator who

proclaims, “We don’t want lower bread
prices. We don’t want higher bread
prices. We want National Socialist bread
prices!”

The emotion most hazardous to capi-
talist economic growth is envy, or the
more virulent desire to bring the high
low that Nietzsche called ressentiment, 
a combination of jealousy and inferiori-
ty.9 W. H. Mallock, Schumpeter, Hay-
ek, and a variety of lesser lights have fo-
cused on the signi½cance of entrepre-
neurial minorities in capitalist econom-
ic growth.10 Whether by virtue of higher
intelligence, stronger will, higher risk
tolerance, greater perseverance, or supe-
rior resourcefulness, the more entrepre-

8  Ibid., 261–262.

9  As John Stuart Mill put it in Considerations on
Representative Government (London: Parker, Son,
and Bourn, 1861), 72–73:

Where there exists a desire for advantages
not possessed, the mind which does not po-
tentially possess them by means of its own
energies is apt to look with hatred and mal-
ice on those who do . . . . [T]hose who, while
desiring what others possess, put no ener-
gy into striving for it, are either incessantly
grumbling that fortune does not do for them
what they do not attempt to do for them-
selves, or overflowing with envy and ill-will
toward those who possess what they would
like to have.

10  W. H. Mallock, Aristocracy and Evolution: 
A Study of the Rights, the Origin, and the Social
Functions of the Wealthier Classes (London: Mac-
millan & Co., Ltd., 1898), excerpted in Jerry 
Z. Muller, Conservatism: An Anthology of Social 
and Political Thought from David Hume to the 
Present (Princeton, N.J.: Princeton University
Press, 1997); Joseph Schumpeter, “Die sozialen
Klassen im ethnisch homogen Milieu” (1927),
translated by Heinz Norden as “Social Classes
in an Ethnically Homogeneous Environment”
(1951) and excerpted as “Aptitude and Social
Mobility,” in Muller, Conservatism. On the
theme in Hayek, see Jerry Z. Muller, The Mind
and the Market: Capitalism in Modern European
Thought (New York: Knopf, 2002), chap. 13.
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neurial contribute disproportionately 
to capitalist innovation and growth. Yet
this innovative minority can easily be-
come a lightning rod or scapegoat for
democratic discontent. Stigmatized by
members of declining, older elites as
greedy parvenus who do not know or re-
spect the rules of the established game,
they can also become the objects of mass
resentment by the less successful or un-
successful.

This problem presents itself most
acutely when economic success coin-
cides with ethnicity or religion. Just as
economic success among nations is var-
iable, and influenced by a range of his-
torical and cultural factors, so too is 
economic success among ethnic groups
within nations. Greeks and Armenians 
in the Ottoman empire, ethnic Chinese
in the Paci½c Rim, Lebanese Christians
in West Africa and Latin America, Par-
sis in India, Indians in East Africa, and
Jews in a variety of contexts are exam-
ples of mercantile and professional mi-
norities who combine the transgenera-
tional cultural transmission of knowl-
edge about commerce with other advan-
tages, often including translocal and
transnational contacts and an emphasis
on education.

Such minorities often play a promi-
nent role in the economic and thus so-
cial and cultural transformation of so-
ciety–a process bound to disrupt set-
tled hierarchies and ways of life. That
role, combined with their dispropor-
tionate success and their salience as an
ethnic ‘other,’ makes them frequent ob-
jects of ressentiment. Authoritarian rulers
can manipulate such emotions, but even
they are historically more likely to pro-
tect such useful minorities than are new-
ly or recently created democratic re-
gimes adopted in times of rapid capital-
ist transformation. Despoiling the mer-
chant minority–either through infor-

mal violence or through the ballot box–
may be the road to economic perdition,
by destroying the knowledge, talent, and
capital that make growth possible. But 
it offers short-term emotional satisfac-
tions that have often proved irresistible
in mass polities.11

Guilt is another emotion that may im-
pede the innovative minority’s econom-

11  Reflecting on the rise of National Socialism,
Friedrich Hayek noted in his 1944 Road to Serf-
dom (139–140):

In Germany and Austria the Jew had come
to be regarded as the representative of capi-
talism because a traditional dislike of large
classes of the population for commercial
pursuits had left these more readily accessi-
ble to a group that was practically excluded
from the more highly esteemed occupations.
It is the old story of the alien race’s being
admitted only to the less respected trades
and then being hated still more for practic-
ing them. The fact that German anti-Semi-
tism and anti-capitalism spring from the
same root is of great importance for the un-
derstanding of what has happened there, 
but this is rarely grasped by foreign observ-
ers . . . . That in Germany it was the Jew who
became the enemy . . . [was the] result of 
the anticapitalist resentment on which the
whole movement was based . . . [much like]
the selection of the kulak in Russia.

Amy Chua deals with tensions between de-
mocracy and disparate ethnic achievement 
in World on Fire: How Exporting Free Market De-
mocracy Breeds Ethnic Hatred and Global Insta-
bility (New York: Doubleday, 2003), while 
systematically ignoring the role of culture and
of human capital in explaining the success of
what she terms “market-dominant minorities.”
On the subject of merchant minorities and
their political vulnerability, see also Gellner,
Nations and Nationalism, 101–109; Joel Kot-
kin, Tribes: How Race, Religion, and Identity De-
termine Success in the New Global Economy (New
York: Random House, 1994); Yuri Slezkine,
The Jewish Century (Princeton, N.J.: Princeton
University Press, 2004), 20–39; and Daniel
Chirot and Anthony Reid, eds., Essential Out-
siders: Chinese and Jews in the Modern Transfor-
mation of Southeast Asia and Central Europe (Se-
attle: University of Washington Press, 1997).
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ic effectiveness. In a democratic culture,
the successful themselves may ½nd in-
equality of achievement culturally sus-
pect. At some level, they may feel that
their own success is unjusti½ed and un-
justi½able. Under the impetus of such
guilt, government may spend substan-
tial sums on programs that do little good
or even harm, but that serve to assuage
the guilt of the successful and demon-
strate their good intentions.12 This guilt
also helps account for the appeal of the
egalitarian ideal of ‘social justice.’ Hay-
ek pointed out that the concept has no
de½nable meaning, and that it often
serves as a substitute for traditional re-
ligious content among those in search 
of some higher purpose. The mantra of
‘social justice,’ he argued, is easily ma-
nipulated by groups in search of allies
whose support they need to increase
their economic gains through political
pressure.13

Another more mundane hazard to 
capitalist growth posed by democratic
politics is inflation. Currency inflation
disrupts the informational function of
prices. For if the monetary unit by which
self-interested individuals determine the
most pro½table use of their resources is
itself changing in unpredictable ways,
economic calculation becomes more dif-
½cult, like trying to measure with a ruler
that keeps changing in size.

When inflation occurs steadily and
gradually, it is more easily factored into
economic decision making. But such in-
flation becomes harder to maintain the
more democratic forces are allowed to

influence governmental monetary deci-
sions. In the short run inflation is popu-
lar. It is one way governments deal with
the surfeit of economic pressures upon
them. When spending exceeds revenue
it is tempting for government simply 
to print more money to pay off its bills.
Inflation also helps borrowers by di-
minishing the real value of their debts.

When labor unions use their political
power to push up wage rates beyond the
level of pro½ts, the result may be bank-
ruptcy and growing unemployment. Un-
der such circumstances, governments
may try to stimulate growth by injecting
more and more credit into the economy.
But that leads to an inflationary spiral, as
workers demand higher wages and busi-
nesses raise their prices to keep up with
the declining value of money. Eventually
this may get out of hand, as was the case
in much of Western Europe and the
Americas in the late 1970s and 1980s.14

In response to the agonies of infla-
tion, democratic polities have adopted 
a variety of policies to remove control 
of the currency from democratic pres-
sures. Many Western countries now in-
sulate central banks from the influence
of elected representatives and the con-
stituencies they represent. The coun-
tries of the European Union, for exam-
ple, have ceded control of their curren-
cy to the European Central Bank and 
are inhibited from excessive budget de½-
cits by eu rules. A number of nations be-
yond the United States and the Europe-
an Union have pegged their currencies 
to the dollar or the euro in an attempt to
avoid the inflationary effects of their do-
mestic politics.

12  Edward Ban½eld, The Unheavenly City Revisit-
ed (Boston: Little, Brown, 1974), excerpted in
Muller, Conservatism, esp. 351–357.

13  Friedrich A. Hayek, The Mirage of Social Jus-
tice, in Law, Legislation and Liberty, vol. 2 (Chi-
cago: University of Chicago Press, 1976).

14  For an early analysis of this process, see
Friedrich Hayek, The Constitution of Liberty
(Chicago: University of Chicago Press, 1960),
280–283.



After a lifetime of reflecting upon the
hazards posed by democracy to capital-
ism and to liberalism, Hayek asked rhe-
torically, “Is there really no other way for
people to maintain a democratic govern-
ment than by handing over unlimited
power to a group of elected representa-
tives whose decisions must be guided by
the exigencies of a bargaining process in
which they bribe a suf½cient number of
voters to support an organized group of
themselves numerous enough to outvote
the rest?”15

Perhaps the answer to Hayek’s charac-
terization of the public choice critique 
of democracy is no. Perhaps there are 
no de½nitive solutions to the dif½culties
created by economic ignorance on the
part of politicians and voters, the influ-
ence of the irrational forces of envy and
guilt, and the rational but self-defeating
forces leading to inflation. These may be
the inherent hazards of capitalist democ-
racy. To regard the problems presented
by democracy to capitalism as problems
is not to delegitimize democracy. As we
noted, democracy and capitalism have 
in many times and places stood in mutu-
ally fructifying tension. Yet an awareness
of inherent hazards is a ½rst step toward
minimizing them.
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15  Friedrich Hayek, The Political Order of a Free
People, in Law, Legislation and Liberty, vol. 3
(Chicago: University of Chicago Press, 1979),
4–5.



What, if any anything, can economic
and demographic forecasts tell us about
the prospects for capitalism and democ-
racy around the world?1 To help answer
that question, I divided the world into
groups based on economic output, tab-
ulated population and gross domestic
product (gdp) in 2000, and then fore-
cast population and gdp for 2040. The
population forecasts are those of the
United Nations. The economic forecasts
are mine, but were influenced by the
forecasts of the cia and The Economist.

In the year 2000, as Table 1 shows, six
groupings of countries dominated the
global economy: the United States, the
European Union (which then consisted
of ½fteen countries [eu15]), India, Chi-

na, Japan, and a group of six Southeast
and East Asian countries (Singapore,
Malaysia, Indonesia, Thailand, South
Korea, and Taiwan [se6]). As measured
by gdp, these six groupings accounted
for 73 percent of the world’s economic
output and 57 percent of the global pop-
ulation. The balance of the world (in-
cluding Latin America, Africa, and East-
ern Europe) accounted for about 28 per-
cent of gdp and 42 percent of the global
population.

Although political power is dif½cult 
to de½ne, the United States, at least ac-
cording to its advanced military technol-
ogy and its ability to project its military
might anywhere, obviously ranks ½rst.
The eu15 also has great wealth and ad-
vanced military technology. The num-
ber of active troops in the armies of the
eu15 nations is collectively slightly high-
er than that of the United States; and
although their annual defense budgets,
taken together, are only a third of that 
of the United States, they have nearly as
many ½ghter aircraft as, and more tanks
than, the United States does. Perhaps the
biggest gap is in hard assets: the eu15 is
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far behind the United States in aircraft
carriers, missile cruisers, destroyers, and
submarines.

It is noteworthy that the United States
and the European nations that control
these military resources generally have
freely elected representative govern-
ments, and constitutions that guarantee
basic human rights. Ever since World
War II, the countries that have domi-
nated the world economy have shared 
a broad commitment to liberal and dem-
ocratic values.

Table 2 presents the forecasts for 2040.
To my mind, the most striking feature 
of Table 2 is the relative decline in eco-
nomic power of the eu15, implied by 
its stagnant population and its modest
growth in gdp. This is unsettling, not
least because of the central political 
role that Europe, along with the United

States, has long played in promoting
open societies.

Although the eu15 population in 2000
exceeded that of the United States by
about a third, by 2040 the eu15 popu-
lation will be somewhat smaller than 
that of the United States. The projected
stagnation of the eu15 population is
based primarily on the persistence of
extremely low fertility rates. The total 
fertility rate (roughly the average number
of children a woman is expected to have
during the course of her childbearing
years) has fallen far below the level re-
quired for the reproduction of the popu-
lation (2.1 children) in most eu15 coun-
tries, and has been that way for several
decades.

One implication of the low fertility
rate is that the population of the eu15 
is aging rapidly. In the year 2000, the

Table 1
The Global Distribution of Gross Domestic Product (gdp) in 2000, by Grouping of Nations

*  Totals do not equal 100 percent due to rounding.
a  The ½fteen countries that comprised the European Union in 2000.
b  A group of six Southeast and East Asian countries: Singapore, Malaysia, Indonesia, Thailand, South Korea,
and Taiwan.

Grouping
Population

(in millions)
Percent of 

total

gdp in
billions of

dollars (ppp)
Percent of

total

United States

eu15a

India

China

Japan

se6b

Subtotals

Rest of the World

World

282

378

1,003

1,369

127

381

3,540

2,546

6,086

5

6

16

22

2

6

57

42

99*

9,601

9,264

2,375

4,951

3,456

2,552

32,199

12,307

44,506

22

5

21

11

8

6

73

28

101*
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median age in Italy and Germany, for
example, was about forty, which is a de-
cade higher than in China and half a de-
cade higher than in the United States. 
By 2040, the median age in Italy and
Germany is predicted to be about ½fty.
This rapid aging of many eu15 countries
means that their dependency ratios (the ra-
tio of economically inactive to econom-
ically active persons) will soar. These
demographic factors will, by themselves,
signi½cantly curtail the capacity for eco-
nomic growth.

However, political and cultural fac-
tors appear to be reinforcing the imped-
iments to economic growth. These in-
clude limitations on the length of the
workweek and increasingly heavy taxes
on businesses to support large social-
welfare programs (which are neverthe-

less facing bankruptcy). These measures
are threatening to make eu15 ½rms un-
competitive in the global market.

I do not mean to imply that labor pro-
ductivity and per-capita income in the
eu15 will not grow. They will grow at a
rate that by past standards was not bad
(about 1.8 percent per annum), but they
will not be able to match the surge in
growth that will prevail in Asia (see
Table 3). The European market will be
about 60 percent larger in 2040 than it
was in 2000. But the U.S. market will 
be over 300 percent larger, India’s will 
be over 1,400 percent larger, and China’s
will be 2,400 percent larger. Indeed, the
Chinese market in 2040 by itself will
probably be larger than the combined
markets of the United States, the eu15,
India, and Japan. It may well be the case

Table 2
The Global Distribution of Gross Domestic Product (gdp) in 2040, by Grouping of Nations

Note: gdp in U.S. dollars of 2000.
*  Total does not equal 100 percent due to rounding.
a  The ½fteen countries that comprised the European Union in 2000.
b  A group of six Southeast and East Asian countries: Singapore, Malaysia, Indonesia, Thailand, South Korea,
and Taiwan.

Grouping
Population

(in millions)
Percent of 

total

gdp in
billions of

dollars (ppp)
Percent of

total

United States

eu15a

India

China

Japan

se6b

Subtotals

Rest of the World

World

392

376

1,522

1,455

108

516

4,369

4,332

8,701

5

4

17

17

1

6

50

50

100

41,944

15,040

36,528

123,675

5,292

35,604

258,083

49,774

307,857

14

12

5

40

2

12

85

16

101*
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that English will survive as the principal
commercial language until 2040, but I
suspect that there will be an explosion 
of business managers in the West who
speak Mandarin.

To many, the most provocative aspect
of Table 2 is the forecast that, in 2040,
the Chinese economy will reach $123 
trillion, or nearly three times the out-
put of the entire globe in the year 2000.
Moreover, the per-capita income of Chi-
na will reach $85,000, more than twice
the forecasted per-capita income of the
eu15, and also much higher than India’s
or Japan’s. In other words, China is pre-
dicted to go from a poor country in 2000
to a superrich country in 2040, although
it will not have overtaken the United
States. The basis for so optimistic a view
of the course of the Chinese economy
needs to be elucidated, with attention

paid to both economic and political is-
sues.

When analyzing the constraints on
Chinese economic growth, I have found
it useful to divide the economy into
three sectors: agriculture, services, and
industry. Over the quarter century be-
tween 1978 and 2003, the growth of la-
bor productivity has been high in each 
of these sectors, averaging about 6 per-
cent per annum. At the national level,
output per worker grew by 9 percent.
That is because the level of output per
worker was much higher in industry 
and services than in agriculture. Hence,
by shifting workers from agriculture–
where the bulk of labor was concentrat-
ed–to industry or services, the economy
obtained an additional boost. This inter-
industry shift added 3 percentage points
to the annual national growth rate. I ex-
pect interindustry shifts to continue to

Table 3
Annual Rates of Growth, 2000–2040

a  The ½fteen countries that comprised the European Union in 2000.
b  A group of six Southeast and East Asian countries: Singapore, Malaysia, Indonesia, Thailand, South Korea,
and Taiwan.

Grouping
Population
(percent)

gdp

(percent)

gdp per 
capita

(percent)

United States

eu15a

India

China

Japan

se6b

Subtotals

Rest of the World

World

0.8

0.0

1.0

0.2

-0.4

0.8

0.5

1.3

0.9

3.8

1.2

7.1

8.4

1.1

6.8

5.3

3.6

5.0

2.8

1.2

6.0

8.0

1.5

6.0

4.8

2.2

4.0
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affect China’s economic growth over the
next generation.

In addition, a more important factor
in sustaining China’s high growth rate
will be the enhancement of the quality
of labor by education. China has invest-
ed heavily in rapidly expanding enroll-
ment ratios in both secondary and ter-
tiary education. As I have reported else-
where, U.S. data indicate that college-
educated workers are 3 times as pro-
ductive, and a high-school graduate 1.8
times as productive, as a worker with
less than a ninth-grade education. Thus,
increasing the enrollment ratio in high
school to 100 percent and in college to
50 percent over the next generation
would, by itself, add over 6 percentage
points to the annual growth rate.

These targets for higher education are
not out of reach. One should remember
that as recently as 1980, the Western Eu-
ropean nations had tertiary enrollment
ratios of about 25 percent. Only the
United States had tertiary enrollment ra-
tios above 50 percent. The movement to
ratios of 50 percent in Western Europe
was a product of the last two decades of
the twentieth century. In the case of the
United Kingdom, two-thirds of the in-
crease from 19 to 52 percent took place
between 1990 and 1997.

The signi½cance of investment in hu-
man capital as an engine of economic
growth has not eluded the State Coun-
cil. In 1998, Jiang Zemin called for a 
massive increase in enrollments in high-
er education. The response was swift:
over the next four years enrollment in
higher education increased by 165 per-
cent (from 3.4 million to 9.0 million),
and the number of students studying
abroad also rose by 152 percent. Since 
the tertiary enrollment ratio increased
by about 50 percent between 2000 and
2004 (from 12.5 to 19.0 percent), my pro-
jection for 2040 is not overly optimistic. 

So far I have focused purely on eco-
nomic issues. Some analysts argue that
political instability is a serious impedi-
ment to China’s ability to maintain high
rates of economic growth. They have
outlined several scenarios in which po-
litical factors could thwart economic
goals. Some of these scenarios begin
with an economic breakdown brought
on by a sharp cyclical downturn that
would raise unemployment and under-
mine a precarious social stability. Oth-
ers warn that the ½nancial problems 
and inef½ciencies of the state-owned
enterprises (soes) have brought on a
growing social unrest. These problems
have not only led to rising urban unem-
ployment but have also resulted in the
failure to pay promised wages, pensions,
health-care allowances, and housing al-
lowances. Still others warn of an im-
pending collapse in the banking system,
which is beset by a huge burden of non-
performing loans, a breakdown that
could undermine the microeconomic
stability of the economy.

When speculating about the future,
the range of possible scenarios is virtu-
ally unlimited. The point at issue is not
what might occur, but what is likely to
occur. Moreover, many of the problems
singled out are of long standing, such 
as the inef½ciency of many soes. While
these soes may be a drag on the econo-
my, China has nevertheless been able 
to grow at over 8 percent per capita for
more than a quarter of a century. The
idea that these inef½cient ½rms will sud-
denly go bankrupt is far-fetched. The
policy of China’s State Council has been
to phase them out gradually or to reor-
ganize them on a pro½table basis so as
not to increase unemployment sharply.
Not only does the Chinese government
have the ½nances needed to continue
subsidizing inef½cient ½rms if it chooses
to do so for economic or political rea-



sons, but also the burden of these subsi-
dies will progressively diminish as the
share of the industrial output supplied
by these underperforming soes steadily
declines and the burden of a given level
of subsidies rapidly diminishes with the
economy growing so quickly.

Although China’s top leaders disagree
about points of economic policy, the
proposition that China should continue
to transform itself into a market econo-
my is no longer at issue. Nor do they 
disagree over the policy of promoting
increasing autonomy in economic de-
cisions as a lever of rapid economic
growth. As many analysts have pointed
out, the government is uni½ed around a
policy called “market-preserving feder-
alism.” This Chinese form of federalism
limits the central government’s control
over economic decision making, pro-
motes creative competition among lo-
cal governments, constrains rent seek-
ing, and provides an array of incentives
to induce innovative local enterprises.
This type of federalism is also apparent
in the design of the tax system, “½scal
federalism,” which aims to prevent tax-
ation from stifling economic growth. In
the tax reform of 1994, the central gov-
ernment limited its primary administra-
tion to vat and taxes on centrally owned
enterprises. It also set up local tax bu-
reaus under the direction of local gov-
ernments to supervise income taxes.

While much remains to be done in 
the design of the ½scal system, especial-
ly with respect to narrowing regional in-
equalities, these issues are on the leader-
ship’s agenda of needed reforms. The
central leadership is also aware of the
danger that local autonomy may move 
in counterproductive ways that promote
rent seeking, moral hazard, and other
forms of corruption, and that it must
monitor performance and penalize cor-
ruption where possible. The successful

unfolding of autonomy requires a cen-
ter strong enough to integrate national
and local goals, to discipline local au-
thorities whose corrupt practices threat-
en the progress of reform, and to provide
rewards to those who advance it.

Some analysts argue that unless Chi-
na permits competing political parties,
powerful pressures will build up be-
tween the provinces and the center that
will undermine political stability and
thwart continued high rates of econom-
ic growth. Others caution that the un-
solved inequalities have also built up
pressures at the grassroots that threat-
en to become unmanageable. Addition-
al issues stressed by analysts include
mounting environmental hazards, lag-
ging development of public-health pro-
grams, and endemic corruption.

The dif½culty with these arguments is
that they assume that the leaders of the
Chinese Communist Party (ccp) and the
State Council are unaware of these prob-
lems. The leaders are quite well aware
that the successes of their growth poli-
cies have weakened the central govern-
ment’s control over daily life and access
to information. Indeed, their reforms
were meant to promote creativity at the
local level by fostering local initiative,
and to facilitate new ideas and technolo-
gies by encouraging the entry of global
½rms into the Chinese market. More-
over, the leaders of the ccp encourage
critiques of current policies that hamper
economic growth, although they prohib-
it competitive political parties. Debates
over governmental policies at all levels
are as vigorous and wide-ranging at the
meetings of the Chinese Economists
Society as they are at the American Eco-
nomic Association.

The leaders of the ccp have responded
to changing economic and social condi-
tions by modifying the central goal of
the ccp and by co-opting the elites who
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are at the forefront of China’s economic
and social transformation. The slogan 
of the ccp, “Three Represents,” intro-
duced by Jiang Zemin in the spring of
2000 to replace the slogan of “Three
Revolutionary Classes” (peasants, work-
ers, and soldiers), reflects this process 
of adaptation. Zemin’s slogan portrayed
the ccp as: (1) the embodiment of soci-
ety’s most advanced productive forces;
(2) the promoter of an advanced culture;
and (3) representing the needs and inter-
ests of the great majority of the Chinese
population. 

To extend its connections with the
elites who are bringing about the trans-
formation of China, the ccp encouraged
the formation of a wide array of new
business and professional societies with
strong ties to the state. It also trans-
formed the membership of the ccp,
bringing into its fold the technocratic
leaders of business, social, and intellec-
tual life. During the two decades follow-
ing 1982, the proportion of the Central
Committee members holding college
degrees increased from a little over half
to nearly 99 percent.

The Sixteenth Congress of the ccp,
which met in November 2002, made
provincial leaders the most prominent
group in the Politburo, representing 42
percent of its membership. By contrast,
the military represented only 8 percent
of the Politburo, and central-party in-
stitutions accounted for 25 percent. The
balance of the Politburo membership
came from Shanghai political circles 
or from institutions other than provin-
cial leaderships or central-government
institutions. Given the dominant role 
of provincial leaders in the shaping of
national policy, it makes little sense to
dwell on the possibility of a conflict be-
tween the national and provincial lead-
ers, especially when many of the central
leaders came from provincial posts.

Other analysts argue that leaders of
the ccp and the State Council are out 
of touch with public opinion. However,
the weight of evidence contradicts that
view. Since the late 1980s, local and pro-
vincial governments have been using
polling techniques to determine public
opinion on an array of economic and so-
cial issues. Academic critics of govern-
ment policies abound, and interactions
between these critics and top govern-
ment leaders are numerous. The range 
of problems raised by respondents to
surveys mirrors the complaints of aca-
demic critics and foreign analysts, in-
cluding widespread corruption, increas-
ing inequality, persistent unemploy-
ment, burdensome taxes, and unpaid
pensions. Nevertheless, the polls also
reveal majority support for the central
government and overwhelming belief
that the courts, the press, and govern-
ment institutions will be responsive to
their grievances.

Popular con½dence in the government
reflects the widespread belief among the
Chinese that their living conditions have
improved (67 percent better, 12 percent
worse, 20 percent no change). The lev-
el of con½dence about whether living
conditions will continue to improve is
similar. According to another poll, op-
timism about the future is slightly high-
er in rural areas (75 percent) than in the
cities (68 percent). Hence, it is not sur-
prising that political reform is quite lim-
ited, although there is an expectation
that the government will gradually im-
prove legal and governmental institu-
tions. This generally favorable view of
government is a result of not only the
pragmatic responses of leaders at all 
levels of government to grievances, but
also the frequent intervention of the
central government with local of½cials
when they are too slow to respond to
complaints. It also reflects the rapid in-
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creases in income experienced by the
great majority of households for more
than a quarter of a century.

This combination of widely shared
economic advances and governmental
attention to public opinion, especially
with respect to grievances, is a formu-
la for continued political stability. One
indication of the stability of the regime
and the self-con½dence of its leaders is
its successful bid for the 2008 Olympic
Games. Another is its encouragement of
Chinese students to enroll in American
and European universities. The gradual
loosening of constraints on expression
in China is likely to continue over the
next several decades. Whether or not
these developments lead to a multiparty
system of the American type remains to
be seen. However, the government’s re-
sponsiveness to popular concerns indi-
cates that political stability is likely to
remain at the level required for contin-
ued long-term economic growth.

In the case of India, it is not only neces-
sary to explain why I am so optimistic
about its economic future, but also why 
I am more optimistic about Chinese eco-
nomic growth than Indian economic
growth. Although India’s per-capita in-
come has been growing at quite high
rates by global standards–about 6 per-
cent per annum (7 percent since 1996)–
its growth rate has been a third less than
the Chinese rate. Constraints on Indian
economic growth are still substantial. 

Although India has an excellent sys-
tem of higher education, which is capa-
ble of supplying the engineers, chem-
ists, statisticians, and other professionals
needed to run a modern economy, India
lags substantially behind China, South
Korea, and other asean countries in
current educational achievement. Over
40 percent of the population is still illit-
erate, and gross secondary-school en-

rollment rates in 2002 were less than
half of those of China. Enrollment in
institutions of higher education has
grown by 5 percent per year between
1980 and 2002. But this expansion rate 
is only half of that experienced by Chi-
na over the same period.

Another problem for India is the low
rate of growth of labor productivity in
agriculture, which is about half that of
China. Since about two-thirds of India’s
labor force is in agriculture, this problem
hinders the growth of the overall econo-
my in two ways. It slows down the rate
of transfer of labor from agriculture to
industry and services, where output per
worker is much higher. Second, the cul-
ture of rural areas is less conducive to
education than that of the urban areas.
Hence, the high-school dropout rate in
India’s rural areas is quite high, especial-
ly when compared with China’s.

The prospects for growth in India face
political threats from three sources: un-
resolved religious tensions, especially
between Hindus and Muslims; unre-
solved ethnic disputes; and unresolved
pressures created by the caste system.

Sharp religious tensions prevail be-
tween the Hindu majority and the large
minority of Muslims. These tensions
periodically erupt into violent clashes,
such as the 2002 riots in the state of Gu-
jarat, which produced some two thou-
sand deaths. Terrorist attacks are also
related to disputes over Kashmir. In
2001, Kashmiri terrorists attacked the
Indian parliament in New Delhi, killing
a dozen people. In 2006, terrorists plant-
ed explosives on a train in West Bengal,
killing ½ve and injuring scores more.

The Indian caste system, which di-
vides the population into a hereditary
hierarchy that determines economic and
social opportunities, has relaxed some-
what as a result of government policies.
The government has also sought to off-
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set the discrimination against lower
castes with educational subsidies. How-
ever, the caste system remains rigid in
rural areas and is propped up by parties
that seek to represent themselves as the
champions of the lower castes.

Nevertheless, India has so far con-
tained the social, religious, and ethnic
clashes that threaten to undermine the
conditions for its economic growth.
Moreover, the commitment of the lead-
ers of both major parties to ease these
divisions suggests that conditions for
rapid economic growth will continue
during the next generation.

Thus far I have dealt with political
questions primarily as they bear on the
potential for economic growth. Howev-
er, Tables 1 and 2 indicate that the richer
countries that were the chief bastions of
liberal democracy during the second half
of the twentieth century–the eu15, the
United States, and Japan–will decline 
in relative importance by 2040. In 2000,
these groups represented 51 percent of
global gdp, but by 2040 their combined
share is projected to decline to 21 per-
cent. Most worrisome is the projected
decline in the eu15 from 21 percent to
just 5 percent of the global share of gdp.
Given Western Europe’s role during the
past several centuries as the cradle of lib-
eral democracy–exporting it to the New
World, Oceania, and other continents–
who will take up the slack during the
next generation?

My answer is Asia. Liberal democracy
is thriving in India and has become root-
ed in four of the se6 (Taiwan, South Ko-
rea, Indonesia, and Singapore), although
it is more fragile in Thailand and Malay-
sia. The United States is an influential
Paci½c power that is helping to promote
liberal democracy throughout Asia and
Oceania. On this account, the nations
representing 45 percent of global gdp in

2040–the United States, the eu15, India,
Japan, and the se6–will be promoters of
liberal democracy, in the six categories
singled out by Tables 1 and 2.

However, Tables 1 and 2 were designed
to point to economic trends, not trends
in liberal democracy. Some of the most
notable promoters of liberal democracy
fall into the category I call ‘Rest of the
World.’ Tables focused on trends in lib-
eral democracy must include countries
that are not yet global economic power-
houses, such as South Africa, Australia,
New Zealand, Chile, Mexico, and Cana-
da, among others.
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Poem by Lawrence Dugan

Silent Rome

Used as I am to the loud, colorful legions of the 1950s
Your black-and-white silence
Is a strange quietude.
The circus never sends up a sound.
From the Alps to Carthage it’s quiet.
The imperial navy docks noiselessly.
Vesuvius would explode silently,
Cleopatra die as she probably did,
Without a word.  Decrees are posted
On the screen.  D’Annunzio’s dialogue titles
Give us all the mythography we need.
Dagon’s temple flames will be fed,
The heroine must escape, all without a sound.
The drama of passions . . . 

The exit sign glows,
The red emblem of sad reality.  Rome speaking
Would have seemed absurd.
What greater empire than Rome ?  What greater
Drama than silence ?  What greater rumors than
Perfect whispers written by D’Annunzio ?
The Vandals may leave Vandalusia for conquest
But they go silently, a cloud of dust
To be reckoned with.

Lawrence Dugan is a librarian with the Free Library of Philadelphia. His poems have appeared in “The
New Republic,” “Southern Review,” “First Things,” “Chronicles,” and “Poetry East.”

© 2007 by Lawrence Dugan



No one of any kind or shape or species
can begin to imagine what it’s like for
me being swirled and twisted around 
all manner of ½lthy objects in a horrible
current. I, who was used to, knew only,
the calm processes of digestion as my
milieu. How long will this chaos last (the
digestion has its ordained program) and
where am I going? Helpless. All I can do
is trace back along my length–it is con-
siderable also in the measure of its time
–how I began and lived and what has
happened to me.

My beginning is ingestion–yes,
sounds strange. But there it is. I might
have been ingested on a scrap of lettuce
or in a delicacy of raw minced meat
known as, I believe, Beefsteak Tartare.
Could have got in on a ½nger licked by
my human host after he’d ignored he’d
been caressing his dog or cat. Doesn’t
matter. Once I’d been ingested I knew
what to do where I found myself, I
gained consciousness; nature is a mir-
acle in the know-how it has provided,
ready, in all its millions of varieties of
eggs: I hatched from my minute con-
tainment that the human eye never
could have detected on the lettuce, the
raw meat, the ½nger, and began to grow
myself. Segment by segment. Measured-
ly. That’s how my species adapts and
maintains itself, advances to feed along
one of the most intricately designed pas-
sageways in the world. An organic one.
Of course, that’s connected with per-
haps an even more intricate system, the
whole business of veins and arteries–
bloody; our species has nothing to do
with that pulsing about all over in nar-
row tubes. 

My place was warm and smooth-
walled, rosy-dark, and down into its
convolutions (around thirty coiled feet
of it) came, sometimes more regularly
than others, always ample, many differ-

Fiction by Nadine Gordimer

Tape Measure

Nadine Gordimer, a Foreign Honorary Mem-
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ent kinds of nourishment to feed on, si-
lently, unknown and unobserved. An
ideal existence: The many forms of life,
in particular that of millions of the spe-
cies of my host who go hungry in the
cruel light and cold my darkness pro-
tected me from (with the nourishment
comes not only what the host eats but
intelligence of what he knows of his
kind’s being and environment)–they
would envy one of my kind. No enemy,
no predator after you, no rival. Just your
own winding length, moving freely, rest-
ing sated. The nourishment that arrived
so reliably–years and years in my case–
was even already broken down for con-
sumption, ready-mashed, you might 
say, and mixed with sustaining liquids.
Sometimes during my long habitation
there would be a descent of some potent
liquid that roused me pleasurably all my
length–which, as I’ve remarked, had be-
come considerable–so that I was lively,
so to speak, right down to the last, most
recently added segments of myself.

Come to think of it, there were a cou-
ple of attempts on my life before the
present catastrophe. But they didn’t suc-
ceed. No! I detected at once, infallibly,
some substance aggressive toward me
concealed in the nourishment coming
down. Didn’t touch that delivery. Let it
slowly urge its way wherever it was go-
ing–in its usual pulsions, just as when I
have had my ½ll; untouched! No thank
you. I could wait until the next delivery
came down: clean, I could tell. Whatev-
er my host had in mind, then, I was my
whole length aware, ahead of him. Yes!
Oh, and there was one occurrence that
might or might not have had to do with
whatever this aggression against my
peaceful existence might mean. My
home, my length, were suddenly irradi-
ated with some weird seconds-long form
of what I’d learnt secondhand from my
host must have been light, as if some–

Thing–was briefly enabled to look in-
side my host. All the wonderful secret
storage that was my domain. But did
those rays ½nd me? See me? I didn’t
think so. All was undisturbed, for me, for
a long time. I continued to grow myself,
perfectly measured segment by segment.
Didn’t brood upon the brief invasion of
my privacy; I have a calm nature, like all
my kind. Perhaps I should have thought
more about the incident’s implication:
that thereafter my host knew I was
there; the act of ingestion conveys noth-
ing about what’s gone down with the
scrap of lettuce or the meat: he wouldn’t
have been aware of my residency until
then. But suspected something? How,
I’d like to know; I was so discreet.

The gouts of that agreeable strong 
liquid began to reach me more frequent-
ly. No objection on my part! The stuff
just made me more active for a while, I
had grown to take up a lot of space in 
my domain, and I have to confess that I
would ½nd myself inclined to ripple and
knock about a bit. Harmlessly, of course.
We don’t have voices so I couldn’t sing.
Then there would follow a really torpid
interval of which I’d never remember
much when it was over . . . 

A contented, shared life; I knew that
my host had always taken what he need-
ed from the nourishment that came on
down to me. A just and fair coexistence,
I still maintain. And why should I have
troubled myself with where the residue
was bound for, when both of us had been
satis½ed?

O how I have come to know now!
How I have come to know!

For what has just happened to me–I
can only relive again, again, in all horror,
as if it keeps recurring all along me. First
there was that period, quite short, when
no nourishment or liquid came down at
all. My host must have been abstaining.
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Then–
The assault of a terrible flood, bitter

burning, whipping and pursuing all
down and around down into a pitch-
black narrow passage ½lled with stinking
½lth. I’ve become part of what is pushing
its path there–that was where the nour-
ishment was bound for all the years, af-
ter the host and I had done with it, a suf-
focating putrefaction and unbearable ef-
fusions.

Jonah was spewed by the whale.
But I–the term for it, I believe–was

shat out.
From that cess I’ve been ejected into

what was only a more spacious one,
round, hard-surfaced, my segments have
never touched against anything like it, 
in my moist-padded soft home space,
and I am tossed along with more and
many, many kinds of rottenness, objects,
sections of which I sense from my own
completeness must be dismembered
from organic wholes that one such as
myself, who has never before known 
the outside, only the insides, of exis-
tence, cannot name. Battered through
this conduit by these forms, all ghastly,
lifeless, I think I must somehow die
among them–I have the knowledge how
to grow but not how to die if, as it seems,
that is necessary. And now! Now! The
whole putrid torrent had somewhere it
was bound for–it discharges (there is a
moment’s blinding that must be light)
and disperses into a volume of liquid in-
conceivable in terms of the trickles and
even gouts that had fed me. Unfathom-
able: I am swept up in something heady,
frothy, exhilarating; down with some-
thing that flows me. And I am clean,
clean the whole length of me! Ah, to be
cleansed of that ½lth I had never suspect-
ed was what the nourishment I shared
with my host became when we’d taken
our ½ll of it. Blessed ignorance, all those
years I was safe inside . . . 

My host. So he knew. This’s how he
planned to get rid of me. Why? What
for? This’s how he respected our coexis-
tence, after even sharing with me those
gouts of agreeable liquid whose happy
effects we must have enjoyed together. 
It ends up, him driving me out merciless-
ly, hatefully, with every kind of ordure.
Deadly.

But I’m adapting to this vastness! Can,
at least, for a while, I believe. It’s not
what I was used to and there’s no nour-
ishment of my habitude, but I ½nd that
my segments, the entire length of me
still obeys; I can progress by my normal
undulation. Undulating, I’m setting out
in an element that also does, I’m setting
out for what this powerful liquid vast-
ness is bound for–nature’s built into my
knowledge that everything has to move
somewhere–and maybe there, where
this force lands, one of my eggs (we all
have a store within us, although we are
loners and our fertilization is a secret)
will ½nd a housefly carrier and settle on
a scrap of lettuce or a ½ne piece of meat
in a Beefsteak Tartare. Ingestion. The
whole process shall begin over again.
Come to life.
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There is no human group, no matter
how remote, that does not have lan-
guage–and no nonhuman group that
does. By language I mean a combinato-
rial system of symbols with structure 
at more than one level (sentence, word,
morpheme, etc.), used not only to make
things happen but also to share thoughts
about the present and the nonpresent.
Many nonhuman animals have signal-
ing systems to attract mates, locate food,
and warn each other about predators,
but they cannot combine these signals
hierarchically to create new, meaningful
communications in any other context.

Not only are nonhuman groups un-
able to invent a communication system
like human language spontaneously, 
but, despite arduous attempts, they can-
not be taught one either (even a poten-
tially accessible one, like a system pro-
duced with the hands). Chimpanzees
and bonobos, our closest primate rela-
tives, are able to learn the words of the
system but not the underlying or surface
structures that organize those words.
Moreover, they use those words only to
make requests (of humans), and not to
make comments about the world around
them. In contrast, when exposed to a
language, human children acquire that
language without any explicit instruc-
tion at all. Indeed, human children are
arguably the best language learners
around, arriving at more complex and
complete linguistic systems than do
older learners.

But can human children invent lan-
guage? Language was clearly invented 
at some point in the past and then trans-
mitted from generation to generation.
Was it a one-time invention, requiring
just the right assembly of factors, or is
language so central to being human that
it can be invented anew by each genera-
tion? This is a question that seems im-
possible to answer–today’s children do
not typically have the opportunity to in-
vent a language, as they are all exposed
from birth to the language of their com-
munity. The only way to address the
question is to ½nd children who have not
been exposed to a human language.

There are tales, perhaps apocryphal, of
human children being raised by animals,
who would, of course, not provide them
with human language. Under such cir-
cumstances, children do not invent lan-
guage. Even children raised by inhu-
mane parents, who deprive their chil-
dren of input from language, do not in-
vent language. But it is hard to imagine

Susan Goldin-Meadow, a Fellow of the Ameri-
can Academy since 2005, is Bearsdley Ruml Dis-
tinguished Service Professor at the University of
Chicago. Her books, “The Resilience of Lan-
guage” (2003) and “Hearing Gesture: How Our
Hands Help Us Think” (2003), explore what we
can learn about the human mind from looking at
our hands. She also coedited “Language in Mind:
Advances in the Study of Language and Thought”
(with Dedre Gentner, 2003).
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why a child living under such inhospi-
table circumstances would–at a mini-
mum, there is no one with whom to use
the language.

It turns out, however, that there are
children, raised by caring parents, who
are unable to take advantage of the lan-
guage to which they are exposed. These
children are congenitally deaf, with
hearing losses so severe that they can-
not acquire the spoken language that
surrounds them, even with intensive
instruction. Moreover, they are born to
hearing parents who do not know a sign
language and have not placed their chil-
dren in a situation where they would be
exposed to one. These children lack an
accessible model for human language.
Do they invent one?

My colleagues and I have been study-
ing children in these circumstances for
thirty years. When we began, it was
common for hearing parents to send
their deaf children to oral schools. But
despite the schools’ best efforts, many
profoundly deaf children were unable 
to acquire spoken language (this was
many years before cochlear implants
came on the scene). The children we
studied had made little progress in Eng-
lish and had not been exposed to either
American Sign Language or any form of
Signed English.

We found that the children were able
to communicate with the hearing indi-
viduals in their worlds, and used gesture
to do so. This is hardly noteworthy since
all hearing speakers gesture when they
talk. The surprising result was that the
deaf children’s gestures did not look like
the gestures their hearing parents pro-
duced. Their gestures had language-like
structure; the parents’ gestures did not.

The children combined gestures,
which were themselves composed of
parts (akin to morphemes in conven-
tional sign languages), into sentence-

like strings that were structured with
grammatical rules for deletion and or-
der. For example, to ask me to share a
snack, one child pointed at the snack,
gestured eat (a quick jab of an O-shaped
hand at his mouth), and then pointed at
me. He typically placed gestures for the
object of an action before gestures for the
action, and gestures for the agent of an
action after.

Moreover, the children’s gesture sys-
tems were generative: the children com-
bined gestures conveying several propo-
sitions within the bounds of a single ges-
ture sentence. For example, one child
produced several propositions about
snow shovels within a single (albeit 
run-on) sentence: that they are used to
dig, that they are used when boots are
worn, that they are used outside and
kept downstairs. The gesture systems
had parts of speech (nouns, verbs, ad-
jectives). They were also used to make
generic statements (as in the snow shov-
el example) and to tell stories about the
past, the present, the future, and the hy-
pothetical. The children even used their
gestures to talk to themselves and about
their own gestures.

In contrast, the children’s hearing 
parents used their gestures as all speak-
ers do. Their sloppily formed gestures
were synchronized with speech and
rarely combined with one another. The
gestures speakers produce are meaning-
ful, but they convey their meanings ho-
listically, with no componential parts
and no hierarchical structure.

The striking ½nding is not that the
deaf children communicate with their
gestures. It’s that the gestures are struc-
tured in language-like ways, while their
parents’ gestures are not. Indeed, their
gestures are suf½ciently language-like
that they have been called home signs.
The children could have used mime to
communicate–for example, miming
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eating a snack to invite me to join the
activity. But they did not. They produced
discrete, well-formed gestures that
looked more like beads on a string than 
a continuous unsegmentable ribbon of
movement. Segmentation and combina-
tion are at the heart of human language,
and they formed the foundation of the
deaf children’s gesture systems. But seg-
mentation and combination were not
modeled for the children in their par-
ents’ gestures. The children had sponta-
neously imposed this organization on
their communications.

While the deaf children created the
rudiments of language without a model
to guide them, they did not formulate a
full-blown linguistic system–perhaps
for good reason. Their parents wanted
them to learn to talk and thus did not
share the children’s gesture systems
with them. As a result, the children’s
systems were one-sided: they produced
language-like gestures to their parents,
but received nonlinguistic co-speech
gestures in return.

What would happen if such a child
were given a partner with whom to de-
velop language? Just such a situation
arose in the 1980s in Nicaragua when
deaf children were brought together in 
a group for the very ½rst time. The deaf
children had been born to hearing par-
ents and, like the deaf children I have
described, presumably had invented ges-
ture systems in their individual homes.
When they were brought together, they
developed a common sign language,
which has come to be called Nicaraguan
Sign Language (nsl). The distance be-
tween the home signs invented by indi-
vidual children without a partner and
the sign system created by this ½rst co-
hort of nsl can tell us which linguistic
properties require a shared community
in order to be introduced into human
language.

But Nicaraguan Sign Language has 
not stopped growing. Every year, new
deaf children enter the group and learn
to sign among their peers. A second co-
hort of signers had as its input the sign
system developed by the ½rst cohort.
Interestingly, the second-cohort signers
continued to adapt the system so that
the product became even more lan-
guage-like. The properties of language
that cropped up in the second and sub-
sequent cohorts are properties that de-
pend on passing the system through
fresh minds–linguistic properties that
must be transmitted from one ‘genera-
tion’ to the next in order to be intro-
duced into human language.

nsl is not unique among sign lan-
guages–it is likely that all sign languages
(including American Sign Language)
came about through a similar process.
Another recent example, a deaf commu-
nity now in its seventh generation and
containing 3,500 members, was founded
two hundred years ago by the Al-Sayyid
Bedouins. Within the last three genera-
tions, 150 deaf individuals were born
into this community, all descended from
two of the founders’ ½ve sons. Al-Sayyid
Bedouin Sign Language (absl) was thus
born. absl differs from nsl in that it is
developing in a socially stable commu-
nity, with children learning the system
from their parents. The signers from
each of the three generations are likely
to differ, and to differ systematically, in
the system of signs they employ. By ob-
serving signers from each generation, 
we can therefore make good guesses as
to when a particular linguistic property
½rst entered the language.

Furthermore, because the individu-
al families in the community are tight-
ly knit, with strong bonds within fami-
lies but not across them, we can chart
changes in the language in relation to 
the social network of the community.



For example, some linguistic properties
remain within a single family; others
spread throughout the community. Is
there a systematic difference between
properties that do and do not spread? 
In addition, because we know who talks
to whom, we may be able to determine
who was responsible for spreading a par-
ticular property (the men in the commu-
nity? the women? the adolescents? a
socially dominant family?). This small
and self-contained community conse-
quently offers a singular perspective on
some classic questions in historical lin-
guistics.

A priori we might have expected sign
languages to be structured differently
from spoken languages. After all, sign
languages are processed by eye and
hand, whereas spoken languages are
processed by ear and mouth. But, in
many ways, the languages are not dif-
ferent. Sign languages all over the world
are characterized by the same hierar-
chy of linguistic structures (syntax, mor-
phology, phonology), and thus draw on
the same human abilities as spoken lan-
guages. Furthermore, children exposed
to sign language from birth acquire that
language as naturally as hearing children
acquire the spoken language to which
they are exposed, achieving major mile-
stones at approximately the same ages.

However, the manual modality makes
sign languages unique in at least one re-
spect. It makes it easy to invent repre-
sentational forms that can be immedi-
ately understood by naïve observers
(e.g., indexical pointing gestures, icon-
ic gestures). As a result, as we have seen
here, sign languages can be created anew
by individuals and groups, and thus of-
fer us a unique opportunity to glimpse
language in its infant stages and watch 
it grow.

Homemade sign systems also allow 
us to address questions about the rela-

tion between language and thought.
Languages around the globe classify
experience in different ways. Benjamin
Whorf, following Edward Sapir, ½rst
popularized the notion that linguistic
classi½cations might influence not only
how people talk but also how they think.
More speci½cally, Whorf suggested that
the required use of a particular linguistic
categorization might, at some point, also
affect how speakers categorize the world
even when they are not talking.

This provocative hypothesis is most
often explored by comparing the non-
linguistic performance of speakers
whose languages differ systematically 
in the way they categorize experience.
But deaf children who have had no ex-
posure to a conventional language and
invent their own are also relevant to the
hypothesis. Their thoughts cannot pos-
sibly have been shaped by a convention-
al language. Therefore, the conceptual
categories the children do express in
their invented languages must reveal
thoughts that do not depend on conven-
tional language. And the categories that
the deaf children do not introduce into
their homemade languages have the po-
tential to reflect thoughts that do depend
on language. If, for example, a deaf child
does not invent gestures for the spatial
relations top, middle, bottom, will that
child have more dif½culty solving a task
that depends on these relations than will
a child whose language provides her
with linguistic terms for the relations?

Whatever the answers to these ques-
tions, it is clear that language is not a
fragile ability in humans. It is handed
down from generation to generation, 
but it need not be. Each new generation
of human children has the potential to
invent language. The language we learn
is thus influenced not only by the lan-
guage around us, but also by the lan-
guage within us.
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Beginning in the mid-1970s, congres-
sional politics became much more divi-
sive. More Democrats staked out consis-

tently liberal positions, and more Re-
publicans supported wholly conserva-
tive ones. Pundits, the press, and poli-
ticians themselves often use the term
‘polarization’ to describe contempo-
rary American politics. But how do we
know, scienti½cally, that politics has
become more polarized over the past
thirty years?

The fact that the members of Con-
gress form overlapping cohorts suggests
a possible method to investigate this
question. The conservative Rick San-
torum recently held the Pennsylvania
Senate seat once held by the moderate
John Heinz. How can we claim that 
Santorum was more conservative than
Heinz? Heinz served with Arlen Spec-
ter, who also served with Santorum.
Heinz and Specter had very similar vot-
ing records. In contrast, Specter voted
with the liberals (or Democrats) much
more frequently than Santorum did.
Observations like this one form the ba-
sis for measuring increases in polari-
zation. Thus replacements like that of
Heinz by Santorum in Pennsylvania, or
of Ervin by Edwards in North Carolina,
are the symptoms of polarization.

By adapting the standard dichoto-
mous-choice model, we have created a
procedure for measuring ideology–dw

nominate. We have used it to analyze
all of the roll-call votes in the ½rst 108
Congresses (1789–2004), a project we
discuss in greater detail in our book Ide-
ology and Congress. This procedure is
based on a simple geometric model of
voting behavior. Each legislator is repre-
sented by one point, and each roll call is
represented by two points–one for ‘yea’
and one for ‘nay.’ These points form a
spatial map (maps available at voteview.
ucsd.edu and voteworld.berkeley.edu).

Jordan Ellenberg, in “Growing Apart:
The Mathematical Evidence for Con-
gress’ Growing Polarization,” a Slate

Keith T. Poole, a Fellow of the American Acad-
emy since 2006, is professor of political science at
the University of California, San Diego. He has
written ½ve books, including “Congress: A Politi-
cal-Economic History of Roll Call Voting” (with
Howard Rosenthal, 1997), “Spatial Analysis of
Parliamentary Voting” (2005), and “Polarized
America: The Dance of Ideology and Unequal
Riches” (with Nolan M. McCarty and Howard
Rosenthal, 2006).

Howard Rosenthal, a Fellow of the American
Academy since 1992, is Roger Williams Straus
Professor of Social Sciences, Emeritus, at Prince-
ton University, and Professor of Politics at New
York University. His numerous publications in-
clude “Partisan Politics, Divided Government,
and the Economy” (with Alberto Alesina, 1995)
and “Ideology and Congress” (with Keith T.
Poole, 2007). He also edited “Credit Markets 
for the Poor” (with Patrick Bolton, 2005).

Keith T. Poole 
& Howard Rosenthal

on party polarization 
in Congress

© 2007 by the American Academy of Arts 
& Sciences



article about our research, likened this
map to a road map. While a spreadsheet
that tabulates the distances between
every pair of sizable cities in the United
States contains the same information 
as the corresponding road map, the
spreadsheet, unlike the road map, does
not give us an idea of what the United
States looks like. Likewise, a spatial map
formed from roll calls allows us to visu-
alize the political world of a legislature
in a way that a mere spreadsheet with
the data cannot. The closeness of two
legislators on the map shows how simi-
lar their voting records are, and the dis-
tribution of all the legislators displays
what the dimensions are. 

The number of dimensions needed to
represent a legislature is usually small,
because legislators typically decide how
to vote on the basis of their positions on
a small number of underlying evaluative,
or basic, dimensions. In recent U.S. Con-
gresses, we can easily predict how a ‘lib-
eral’ or a ‘conservative’ will vote on
most issues. In fact, just two dimensions
can account for almost all of the four-
teen million choices of the twelve thou-
sand members who have served in Con-
gress. And one dimension alone suf½ces
in most cases, except in two periods,
roughly 1829–1851 and 1937–1970, when
race-related issues introduced a second
dimension. The two brief periods where
the spatial model fails are the Era of
Good Feelings, when there was a one-
party system, and the 32nd Congress
(1851–1853), when the Compromise of
1850 unraveled. In these periods, there 
is a poor ½t, even when ten or more di-
mensions are used. Voting is chaotic.

The ½rst dimension centers on the role
of government in the economy. The sec-
ond dimension differentiates the mem-
bers by region mainly over race and civil
rights, although in the latter part of the
nineteenth century it picked up regional

differences on bimetallism and the free
coinage of silver as well.

Our current political-party system
emerged at the end of Reconstruction in
1879. Republicans have always anchored
the conservative end of the ½rst–the 
liberal-conservative–dimension. They
moderated to the left beginning in the
early 1900s through the 1960s but then
turned back to the right in the early
1970s. Before the late 1920s the South-
ern Democrats anchored the liberal end
of this dimension. After World War I
they drifted to the right, until the early
1970s when they reversed course and
began moving back to the left. During
this whole span of time the Northern
Democrats have remained fairly stable
on the left side of the spectrum.

The split in the Democratic Party oc-
curred during the latter part of the New
Deal when, in the wake of the 1936 elec-
tions, Northern Democrats heavily out-
numbered Southern Democrats in Con-
gress. Many of the programs initiated
during the subsequent Second New Deal
were not to the liking of the South. Vot-
ing on minimum wages in 1937 and 1938,
followed by voting during World War 
II on the poll tax and on voting rights in 
the armed forces, helped to splinter the
Democratic Party into two highly dis-
tinct regional wings. Voting in Congress
became two-dimensional in order to dif-
ferentiate Northerners from Southerners
on civil-rights and related votes.

With the passage of the 1964 Civil
Rights Act, the 1965 Voting Rights Act,
and the 1968 Open Housing Act, this 
second dimension slowly declined in
importance and is now almost totally
absent. Issues that are related to race–
af½rmative action, welfare, Medicaid,
subsidized housing, the earned income
tax credit, etc.–are now questions of re-
distribution. Voting on these issues largely
takes place now along the liberal-conser-
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vative dimension; and the old split in 
the Democratic Party between North
and South has largely disappeared. Vot-
ing in Congress is now almost purely
one-dimensional–the liberal-conserva-
tive dimension accounts for about 93
percent of nonunanimous roll-call voting
choices in the 109th House and Senate.

At the same time that voting has be-
come one-dimensional again, the two
parties have become increasingly polar-
ized. We use the difference in party means
to measure polarization. Polarization
declined in both chambers from roughly
the beginning of the twentieth century
until World War II. This was the conse-
quence of the Republicans moderating
and the Southern Democrats becoming
more conservative. Polarization was
then fairly stable until the mid-1970s.
Over the past thirty years, however, po-
larization has increased sharply despite
rhetoric about ‘compromise,’ ‘working
together,’ and ‘compassionate conser-
vatism.’

This polarization has been mainly the
result of the Republican move to the
right during the past thirty years. Con-
servative Republicans have replaced
more moderate Republicans outside the
South, and moderate and conservative
Democrats in the South. The effect has
been a rightward movement on the lib-
eral-conservative dimension of the Re-
publican Party as a whole. As the num-
ber of Southern Democrats declined
sharply, the reduced Democratic contin-
gent has become much more liberal.

The polarization trend is essentially
the same in both the House and Senate
despite the differences in the institutions
and their apportionment. The correla-
tion between the two series in general 
is 0.93. The 1879–2006 correlation be-
tween the House and Senate Republican
liberal-conservative means is 0.94, and
for the Democrats the correlation is

0.84. These numbers indicate that the
forces driving changes in polarization
are broader events (like the Great De-
pression and wars) and ideas (like a vig-
orous antigovernment conservatism)
that arise outside of Congress.

Indeed, our research has ruled out a
number of institutional forces widely
believed to cause polarization. For ex-
ample, primaries existed when polariza-
tion was decreasing. There would not
have been an institutional barrier to pre-
vent a Ned Lamont from challenging a
Joe Lieberman in the 1960s. Gerryman-
dering is also not a factor, since polari-
zation is being driven by the sharply dif-
ferent ways in which Republicans and
Democrats are representing the same or
similar constituencies, and not by how
the nation is sorted into Republican and
Democratic districts.

The modern trend to polarization
began with the breakdown of the three-
party system. For almost ½fty years,
from the late 1930s to the early 1980s, 
the United States had three political 
parties: the Northern Democrats, the
Southern Democrats, and the Republi-
cans. Depending on the issue at hand,
each of the three parties could easily
form coalitions with one of the others
against the third. The Northern and
Southern Democrats united to organize
the House and Senate, thereby seizing
the spoils due the ‘majority’ party. The
Northern Democrats and Republicans
combined to pass the 1964 Civil Rights
Act and the 1965 Voting Rights Act; and
the ‘conservative coalition’ of Republi-
cans and Southern Democrats uni½ed 
to block liberal economic (and, in the
1970s, social) policies.

The demise of this system started with
the assassination of President Kennedy.
President Johnson was able to do what
Kennedy was unable to do: push funda-
mental civil-rights legislation through



Congress. President Johnson’s 1964 land-
slide victory over an ‘extremist’ Barry
Goldwater followed, producing a liber-
al Northern Democratic congressional
majority for the ½rst time since 1936.
This destabilized the Democratic coali-
tion. Democrats in the 89th Congress 
no longer required Southern support to
pass many of the expansive federal pro-
grams that are so much a part of our cur-
rent political debate. These programs,
along with other redistributive programs
initiated by the federal courts (manda-
tory school busing being the most con-
spicuous), led to a polarizing backlash 
in the late 1960s and early 1970s. Water-
gate blunted the effects of this backlash,
though, and the Republican Party did
not fully recover its footing until the
1980 elections.

But the old Southern Democratic Par-
ty, in effect, disintegrated, and with it
the second dimension of congressional
voting. Race has been drawn into the
½rst dimension, as race-related issues
increasingly became questions of re-
distribution. The end result is that the
Democrat and Republican parties have
become more homogeneous. The mod-
erates are gone, leaving us with a polar-
ized, one-dimensional Congress.

Whether we have ½nally reached the
peak of the modern polarization trend
remains to be seen. If anything, the 
most recent Congresses (1987–2006)
mark an acceleration of polarization. In
the Senate polarization has continued
unabated through the 109th Congress
(2005–2006), and the House has shown
no sign of moderating. The leaders then
and now reflect this trend to polariza-
tion: Nancy Pelosi and John Boehner 
are more extreme and far less bipartisan
than Tip O’Neill and Gerald Ford were
thirty years ago. But perhaps the center
will hold. Certainly the agreement by the
‘Gang of Fourteen’ to forestall the ‘nu-

clear option’ in the Senate in 2005 is a
promising sign. We have some hope that
over the next decade polarization may ½-
nally plateau and start to decline.
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Ever since I took Tom Emerson’s course
on political and civil rights and liber-
ties at Yale Law School in the late 1950s, 
I have thought of myself as a First
Amendment absolutist. I still do, even
though I understand that technically
there can be no such thing.

After I became editor of The Nation
in the late 1970s (I’m now emeritus), I
thought of myself and the magazine as
independent, even though I know that
we are somewhere on the liberal-left 
end of the political spectrum (but that,
of course, is at least partly because the
country has drifted so far to the right.)

The Nation (and I) had no problem
supporting the aclu’s position in the
early 1980s defending, on civil liberties
grounds, the neo-Nazis’ right to march
in Skokie, Illinois. And I might mention

that in the 1950s–the height and depths
of the McCarthy period–I believed in
the rights of Communists and others ac-
cused of so-called subversion to teach,
write movies, work for the government,
and all the rest. 

When, a couple of years ago, I took on
the chairmanship of the Columbia Jour-
nalism Review, some in the blogosphere,
and a letter-to-the-editor writer or two,
raised the question of whether the for-
mer editor of The Nation could preside
over an impartial media-monitoring
journal. I pointed out at the time that
one of my predecessors at cjr had pre-
viously been the editor of Fortune and
Money and somehow managed to put out
a distinguished journal. Could a former
editor of The Nation do so as well? Only
time would tell.

I mention all of the above by way of
declaring my interest, as the English say,
in what follows: the dangers to civil lib-
erties on college campuses from both the
left and the right.

During the McCarthy years, the issue
was academic freedom, and the princi-
pal danger was from the right, in the
sense that the government (in the form
of Congressional investigators backed
up by J. Edgar Hoover’s fbi) put pres-
sure on colleges and universities not to
employ Reds or even those who refused
on principle to cooperate with the in-
vestigators because they didn’t want to
name names, didn’t believe these retro-
grade committees had the right to in-
quire into political and personal beliefs,
and didn’t want to concede any legitima-
cy to those they regarded as opportunis-
tic inquisitors embarked on a political
wrecking expedition.

During the 1980s and 1990s, those on
the right claimed that the principal dan-
ger to the free flow of ideas on campus
was from the left. They blamed multi-
culturalism and the practitioners of
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identity politics–feminists, gay rights
activists, black nationalists, and even
supporters of af½rmative action–whom
they believed dominated academia and
enforced their politically correct party
line through informal intimidation and
the corrupt distribution of various aca-
demic plums.

These allegations always struck me 
as overblown and largely unproven, 
but The Shadow University: The Betrayal 
of Liberty on America’s Campuses, by Alan
Charles Kors and Harvey Silverglate,
abundantly documents that such charges
were not entirely without substance. 
For instance, speech codes, prohibiting
speech that ‘offends,’ have served to in-
sulate the self-appointed spokespersons
of these groups from criticism and the
need to debate debatable subjects. As
civil-liberties activist Wendy Kaminer
has written regarding the sensibilities of
the oppressed: “Who’s oppressed? Just
about everyone except the Caucasian
heterosexual males who don’t claim to
be disabled. Never mind that you’re at
Harvard; if you’re a non-Caucasian or
female, then, like a woman in Afghan-
istan you can claim to be oppressed.”

After the cold war and the culture wars
came 9/11 and, on campus, the so-called
language wars. In the name of combat-
ing terrorism, right-wing personalities
and groups (some of them already in
place) began to target individuals (like
Ward Churchill at the University of Col-
orado, who gave a speech referring to
World Trade Center victims as “little
Eichmans”) and departments (like Mid-
dle East and Asian Languages and Civi-
lization at Columbia). They argued that
the individuals ought to be banned from
teaching or tenure and that the depart-
ments, which they regarded as biased,
ought to be purged and/or forced to 
hire more ‘balanced’ faculty who would
teach in the approved manner.

Groups with names like Accuracy in
Academia, Students for Academic Free-
dom, Students for a Better America, Ed-
ucation Watch, and Professors Watch all
seemed to agree with Campus-watch.org
that there were too many professors
“who love bin Laden and hate America.”
One even offered to pay students for tap-
ing and turning in the guilty. (“$100 to
Rat Out Rad Profs,” proclaimed a New
York Post headline.) A so-called Academ-
ic Bill of Rights was introduced in some-
thing like seventeen state legislatures,
including, in its most extreme version,
Arizona’s, where a Senate Committee
proposed a bill that would ban profes-
sors from “endorsing, supporting or op-
posing any candidate for local, state or
national of½ce”; endorsing or opposing
litigation; and advocating “one side of 
a social, political, or cultural issue that 
is a matter of partisan controversy.”

Recently, the Zionist Organization of
America ½led a civil-rights complaint
with the U.S. Civil Rights Commission
against uc Irvine. The organization
sought to “protect” Jewish students
from the Muslim Students Association,
which had sponsored lectures with 
titles of such dubious taste as “Hamas:
The People’s Choice,” “Israel: The 4th
Reich,” and “Zionism Hijacking Juda-
ism.” The Commission issued a report
recognizing the right of Jewish students
to be protected from anti-Semitism.

Is all of this cause for concern? Of
course. And yet I feel that most of the
‘oppressed,’ including the Jewish com-
munity, can take care of themselves. I
also tend to agree with uc Irvine’s Jon
Wiener that many of these misleadingly
named right-wing campus watch groups
turn out to be paper tigers: a majority 
of them are fronts for the fundraising
activities of former lefty–now neocon
righty–David Horowitz, who presides
over a right-wing think tank, deceptive-
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ly titled The Center for Popular Culture,
and who last year published a book
called The Professors: The 101 Most Dan-
gerous Academics in America. Here it is in-
cumbent upon me to say, I made the cut!
(Although I was flattered to be included,
factual errors aside, I don’t believe I or,
for that matter, most of my fellow dan-
gers earned the honor. But then again, I
have a conflict of interest.)

Are civil liberties on college campuses
in danger? Always. It was not so long
ago that students at Brown actually
seized and destroyed copies of the cam-
pus newspaper containing an ad by pro-
vocateur Horowitz opposing reparations
for African Americans. But to ask wheth-
er the pendulum of danger has swung
left or right may be to ask the wrong
question. David Nasaw, executive direc-
tor of cuny’s Center for the Humani-
ties, will tell you that perhaps he is in a
special situation, but he worries more
about federal, state, and other intrusions
on faculty autonomy than he does about
attacks from the left or right: “What I
worry about is what happens at state 
and community colleges where there is
no tradition of faculty autonomy, and
where more and more college and uni-
versity presidents want to behave like
high school principals and run their own
show.”

Although there is no longer a McCar-
thy or Hoover to symbolize the federal
government’s intrusions on faculty pre-
rogatives, Ellen Schrecker, author of No
More Ivory Towers, a leading study of Mc-
Carthyism on campus, has written that
in some respects the situation today is
more dangerous: “McCarthyism dealt
mainly with off-campus political activi-
ties. Now they focus on what is going on
in the classroom. It’s very dangerous be-
cause it’s reaching into the core academ-
ic functions of the university, particular-
ly in Middle Eastern studies.”

Jonathan Cole, the former provost of
Columbia, who has documented in these
pages how the U.S. Patriot Act has inad-
vertently kept scientists from doing their
research, believes that actions the feder-
al government has taken in the name of
national security suggest that we may be
in for more federal repression. He point-
ed out that Columbia University’s bud-
get, in the early 1950s less than $50 mil-
lion, is now roughly $2.4 billion, more
than a quarter of which comes from the
federal government. Even as I write this,
The New York Times is reporting on what
The Chronicle of Higher Education has
called “the irbs wars.” The so-called
Institutional Review Boards (irbs), orig-
inally set up by the federal government
to protect human subjects from abuse, as
in the notorious Tuskegee syphilis study,
are now intruding on the research tech-
niques of sociologists, journalists, and
oral historians, among others. The re-
quirement that subjects ½ll out consent
forms, and the micromanagement of the
questions scholars may ask, is something
new in the academic ½rmament. So new
that legal scholars have argued that the
requirement of prior approval may vio-
late the First Amendment.

Where does this leave us? Neither the
Right nor the Left enters this fray with
clean hands. But those like Horowitz,
who trespass on the heretofore sacred
precincts of classroom autonomy, pose a
greater danger to democracy than those
they complain about. As the historian
David Brion Davis has said, over time
the countersubversives invariably do
more damage than the alleged subver-
sives they set out to disable. But in as-
sessing the dangers to civil liberties on
campus, we should look not only to the
left and to the right of us, but also at
what used to be called, in another con-
text, the Vital Center, which includes the
state itself.
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My association with Cliff goes back to
when we were both students at Anti-
och College. He was a ½dgety, scratchy,
given-to-mumbling sort of guy, in no
way prepossessing although I knew on

½rst exchange that he was no ordinary
student. Not that he was given over
much to casual conversation, even in
that high academic moment known 
as the Veteran Generation, when stu-
dent discussions (or better, arguments),
usually about politics, were pretty much
the order of the day. Cliff tended not to
get involved, but if drawn in he invari-
ably delivered some uncommon insight,
often in the form of a quick retort fol-
lowed by silence–a silence that some of
us took as a reproach or embarrassment,
as if our commentary fell short in some
way. I remember in particular one heat-
ed and very undergraduate discussion
over whether values were objective or
relative. Cliff put an end to the conver-
sation by saying that the only way to af-
½rm a value is in terms of another value.
It was the kind of oracular pronounce-
ment that could put some people off.

We had a number of common bonds–
for one, a miserable childhood. I was a
high school dropout. Cliff grew up effec-
tively without family–farmed out to a
family in Santa Rosa who treated him
badly. He discovered how bright he was
more or less by chance, when he took
the Navy V-12 examinations during the
war and knocked the top off them. A for-
mer high school teacher suggested Anti-
och. It was an inspired choice: there, a
good deal of learning was by doing. And
there, we both got married, to women
who fully shared our professional and
academic lives.

At ½rst he intended to major in Eng-
lish. He did a stint as editor of The An-
tiochian, the student literary journal
(which had the foresight to publish a
piece by fellow student Rod Serling). 
He then shifted to philosophy, coming
under the wing of George Geiger, a con-
vincing Deweyite who proctored Cliff
intellectually and helped persuade him
to go to Harvard in Social Relations.
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Among the looming intellectual influ-
ences of that day was, of course, Talcott
Parsons. Cliff studied with him at Har-
vard, even though he found the rigidity
of structural functionalism off-putting.
While Cliff’s proclivities were always
more or less phenomenological, he was
right to say, “We are all parsnips now.”
What comes through in two memoirs
(meditations, really, with their marvel-
ous titles), After the Fact (1995) and Avail-
able Light (2000), is a profoundly aes-
thetic sense of intellectual design and a
career of serendipitous encounters.

After we graduated, our paths contin-
ued to cross although my ½eld was polit-
ical science and his anthropology. We
were fascinated by the multiple transi-
tions taking place in the so-called devel-
oping world: colonialism to indepen-
dence, traditional to modernist cultures,
political systems under duress, national-
ism, and how they all affected opportu-
nities for civility and institutional de-
mocracy. We tried to make sense of the
entangled and entangling networks, the
webs of meaning and organization, that
such transitions entailed.

Moreover, we were not just hothouse
academics but ½eld workers as well, he
in Indonesia and Morocco and I in Afri-
ca and elsewhere. Cliff never hesitated 
at disciplinary boundaries (indeed, I be-
lieve he once entertained the notion of
doing an anthropological study of the
disciplines as savage tribes). Rather, his
was an extraordinary capacity to com-
bine the philosophical, the hermeneuti-
cal, the empirical, the structural, and the
linguistic, converting their theoretical
abstruseness into a coherence that reap-
peared as common sense. His writing
was always direct and elegant–with a
style and clarity of thought that made for
wide appeal in many scholarly ½elds.

From 1958 to 1959 we both had fellow-
ships at the Center for Advanced Study

in the Behavioral Sciences. It was an
extraordinary year. Among the fellows
were W. V. Quine, Tom Kuhn (who was
writing The Structure of Scienti½c Revolu-
tions), Tom Fallers, Roman Jacobson,
Meyer Fortes, Fred Egan, Edward Shils,
Morris Janowitz, and many others of
similar caliber. Cliff and Tom were on
leave from Berkeley, Shils and I from 
the University of Chicago.

It was at the Center that we got the
idea of establishing an interdisciplin-
ary group at Chicago to study new na-
tions; the intense intellectual atmos-
phere there at the time made it the per-
fect venue. We made Shils the director,
and Cliff agreed to come, as did Fallers
and Janowitz. Our ½rst year of full ac-
tivity was 1961. It was Cliff who edited
our ½rst collective effort, Old Societies 
and New States (1963). His article in that
book, “The Integrative Revolution: Pri-
mordial Sentiments and Civil Politics in
the New States” can only be described 
as prescient, with its emphasis on what
was later referred to as identity politics
and the ways in which development ex-
acerbated rather than mediated ethnic,
religious, and linguistic claims to loyalty
and jurisdiction.

Virtually all the comparative prob-
lems discussed in the committee–on
law, civil society, identity, development,
education, institution building, corrup-
tion, the role of the military, and de-
mocracy itself–are as relevant today 
as they were when the Committee be-
gan its work. Nor, despite all the work
done since then, have our knowledge 
and understanding of such matters pro-
gressed much beyond what we knew in
those days. We all had knowledge of cer-
tain cases in depth and combined such
knowledge with broad comparative and
theoretical interests. It was that combi-
nation by members from all the social-
science disciplines as well as law that
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gave the Committee its special intellec-
tual bite. When I left Chicago for Berke-
ley, Cliff took over as Executive Secre-
tary, and the Committee continued its
work for many years until, one might
say, the new nations stopped being new.

My own relationship with Cliff lasted
for exactly sixty years. During those
years Cliff was the most intellectually
stimulating ½gure I knew. I was instru-
mental to his career twice: ½rst in bring-
ing him to Chicago, and second in being
one of several who nominated him for
the ½rst social-science post at the Insti-
tute for Advanced Study. He was, in my
judgment, the ½rst among social scien-
tists. Over the years, he developed a
marvelous sense of public humor, too. 
In a phone conversation a few weeks be-
fore he died, he said, “You know, a lot of
people are dying now who never died be-
fore.” Perhaps it was his way of saying
goodbye.
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