THE POLITICAL ECONOMYY OF LIBERAL DEM OCRACY*

Sharun Mukand Dani Rodrik
Department of Economics John F. Kennedy School of Government
University of Warwick Harvard University
Coventry Cv4 7AL Cambridge, MA 02138
United Kingdom U.SA
Draft
July 2015

* This paper was written at the Institute for Advanced Sudy, to which we are grateful for
support. We also thank Carles Boix, Jan-Werner Mdiller, and Ira Katznelson for helpful
suggestions and members of the School of Social Science lunch table for useful discussions.



THE POLUTICAL ECONOMY OF LIBERAL DEMOCRACY
ABSTRACT

We distinguish between three sets of rights— property rights, political rights, and civil rights—
and provide a taxonomy of political regimes. The distinctive nature of liberal democracy isthat
it protects civil rights (equality before the law for minorities) in addition to the other two.
Democratic transitions are typically the product of a settlement between the elite (who care
mostly about property rights) and the majority (who care mostly about political rights). Such
settlements rarely produce liberal democracy, asthe minority has neither the resources nor the
numbersto make a contribution at the bargaining table. We develop a formal model to sharpen
the contrast between electoral and liberal democracies and highlight circumstances under
which liberal democracy can emerge. We discuss informally the difference between social
mobilizations sparked by industrialization and decolonization. Snce the latter revolve around
identity cleavages rather than class cleavages, they are less conducive to liberal politics.
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l. Introduction

By many measures, democracy has conquered the world. Snce the fall of the Berlin Wall
in 1989, the number of democracies hasrisen rapidly and cross-national tabulations suggest
that, for the first time in history, more countries now qualify asdemocracies than as non-
democracies (Fgure 1). Moreover, the discrediting of fascism and communism means that
democracy has no serious ideological competitorsat present. Democracy, as a form of political
rule, has become a true global norm.

While the spread of democracy is something to cheer about, the majority of today’s
democracies are electoral rather than liberal democracies. That is, they are political regimes
which allow political competition and generally fair elections, but exhibit considerable
violationsin the civil rights of minority and other groups not in power. For example, Hungary,
Ecuador, Mexico, Turkey, and Pakistan are all classified as electoral democracies (according to
the Freedom House1). But in these and many other countries, harassment of political
opponents, censorship or self-censorship in the media, and discrimination against minority
ethnic/religious groups run rampant.

Consider some examples from the OBCD club of democracies. In Hungary, “Roma and
other minorities have become frequent targets of harassment and of hate speech.” In Qroatia,
the judicial system not only “moves slowly,” but “displays an institutional bias in favor of ethnic
Qroat suspects.” Israel exhibits a wide range of civil-rights violations “related to minority rights
such asthose accorded non-Jdewish citizens, particularly Arab citizens, women’srights, and
regarding civil protest.” In Mexico, “in practice the Mexican military and other security forces
are notorious for breaching human rights and the courts do not provide adequate protection.”
In Turkey, “the rights of the defense, lengthy pre-trial detention and excessively long and catch-
all indictments’ constitute major problemsfacing opponents of the government and members
of the Kurdish minority.2

Fareed Zakaria coined the term “illiberal democracy” for political regimes such asthese
—and worse —that hold regular elections but routinely violate rights (Zakaria 1997). More
recently, political scientists Seve Levitsky and Lucan Way (2010) have used the term
“competitive authoritarianism” to describe what they view as hybrid regimes between
democracy and autocracy. Zakaria and others note that democracy developed in Western
BEurope out of aliberal tradition which emphasized individual rights and placed limitson state
coercion. In Britain, France, Germany, and even the United Sates, mass franchise arrived only
after liberal thought had become entrenched. Most of the world’s new democracies, by
contrast, emerged in the absence of a liberal tradition and did little to foster one. Asthe

' Freedom House, List of Hectoral Democracies, downloadable from https://freedomhouse.org/report-
types/freedom-world#.VVIZCSPVEZw.

2 The quotes come from the 2014 Qvil Rghts and Political Liberties Report (Bertelsmann Siftung 2014).
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shortcomings of these democracies have become more evident, it has become commonplace to
talk about a “democratic recession” (Diamond 2015).

Our focusin this paper is squarely on the missing ingredient in illiberal electoral
democracies: legal and administrative practices that ensure equal treatment and protect
minorities from discrimination. We argue that the failure to provide minority rightsisa readily
understood consequence of the political logic behind the emergence of democracy. What
requires explanation is not the relative paucity of liberal democracy, but its existence —rare as
it may be. The surprise isnot that few democracies are liberal, but that liberal democracies
exist at all.

To make our point, we distinguish between three sets of rights: property rights, political
rights, and civil rights. We define these asfollows:

Property rights protect asset holders and investors against expropriation by the
state or other groups.

Political rights guarantee free and fair electoral contests and allow the winners
of such conteststo determine policy subject to the constraints established by
other rights (when provided).

Qvil rights ensure equality before the law, in the administration of justice and
the provision of other public goods such as education and health.

We classify political regimes according to which (combination) of these rights are provided. In
dictatorships, it isonly the property rights of the elite that are protected. Qassical liberal
regimes protect property and civil rights, but not necessarily electoral rights. Bectoral
demaocracies, which constitute the majority of present-day democracies, protect property and
political rights, but not civil rights. Liberal democracies protect all three sets of rights.

Each one of these rights has a clear, identifiable beneficiary. Property rights benefit
primarily the wealthy, propertied elite. Political rights benefit the majority —the organized
masses and popular forces. And civil rights benefit those who are normally excluded from the
spoils of privilege or power —ethnic, religious, geographic, or ideological minorities.

When the propertied elite can rule on their own they establish an autocracy that
protectstheir (property) rights and little else. This has been the usual outcome throughout the
long arch of history. Mass democracy, on the other hand, requiresthe emergence of organized
popular groups that can challenge the power of the elites. In the 19" and 20'" centuries,
processes such as industrialization, world wars, and de-colonization led to the mobilization of
such groups. Democracy, when it arose, wastypically the result of a quid pro quo between the
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elites and the mobilized masses.® The elites acceded to the masses’ demands that the franchise
be extended (usually) to all males regardless of property qualifications. In return, the newly
enfranchised groups accepted limits on their ability to expropriate property holders. In short,
electoral rights were exchanged for property rights.

The defining characteristic of this political settlement isthat it excludesthe main
beneficiary of civil rights—the dispossessed minorities—from the bargaining table. These
minorities have neither resources (like the elite) nor numbers (like the majority) behind them.
S they do not have something to bringto the table, and cannot make any credible threats. The
political logic of democratization dictates the provision of property and political rights, but not
civil rights. Aswe formalize in section lll, the provision of civil rightsis costly to the majority and
largely unnecessary for the elite (who can pay for their own collective goods by extracting a
surplus from the masses). Therefore the political settlement isone that favors electoral
democracy over liberal democracy.

By distinguishing explicitly among three groups and three associated sets of rights, our
framework helps explain why liberal democracy is such arare beast. But liberal democracies do
exist, and the question is how they can ever be sustained in equilibrium. We discuss several
circumstancesthat can mitigate the bias against civil rightsin democracies.

Frst, there may not be a clear, identifiable cleavage — ethnic, religious, or otherwise —
that dividesthe majority from the minority. In highly homogenous societies, the “majority”
derives few benefits from excluding the “minority” from public goods and suffersfew costs
from providing equal access. This may account for the emergence of liberal democracy in
Sweden during the early part of the 20t century or in Japan and South Korea more recently.

Second, the two cleavages that distinguish the majority from the minority and the elite
from the non-elite may be in close alignment. In such a case, the elite will seek both property
and civil rights as part of the political settlement with the majority. Think, for example, of the
position of the white minority government in South Africa prior to the transition to democracy
in 1994.

3 There isan alternative strand of theorizing that views democratization asthe result of inter-elite bargaining. For a
recent model in that tradition that addresses a puzzle similar to ours—why and when do we get a “minimal”
democracy characterized by competitive elections only — see Bidner et al. (2015).

4 Thisis essentially the account of the emergence of democracy that is provided, for example, in Acemoglu and
Robinson (2009). See also Dahl (1971), Przeworski (1991), Rueschemeyer, Sephens, and Sephens (1992), and Boix
(2003) among others.
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Third, the majority may be slender and need the support of the minority to mount a
serious challenge to the elite. Or there may be no clear-cut majority, with society characterized
by a preponderance of cross-cutting cleavages. In these cases, repeated game incentives may
ensure that each group recognizes the rights of othersin return for its rights being protected by
them. Lebanon’s “consociational” democracy may have been an example of this, before
differential population growth and outside intervention upset the pre-existing balance of power

among different religious denominations.

Asthese examples make clear, two societal cleavages play a crucial role in our story.
Frst, there isthe divide between the propertied elite and the poor masses. Thisis largely an
economic divide and is determined by the division of land, capital and other assetsin society, as
well as access to the opportunities for accumulating those assets. Sandard class-based
accounts of the dynamics of political regimes emphasize primarily this cleavage. Second, there
is a cleavage between what we call a majority and a minority. This particular divide may be
identity based, deriving from ethnic, religious, linguistic, or regional affiliations. Or it may be
ideological —as with secular modernizers versusreligious conservativesin Turkey, and Western-
oriented liberals versus traditionalistsin Russia. These two cleavages may align (asthey did in
South Africa), but more often than not, they will not. Their divergence iswhat allows usto
make an analytical and substantive distinction between electoral and liberal democracy.

In our formal model, the majority-minority split exerts a variety of influences on the
prospectsfor liberal democracy. Arst, and most crucially, it makes the majority favor electoral
over liberal democracy. By discriminating against the minority, the majority can enjoy more
public goodsfor itself. But there are effectsthat go in the opposite direction too. Under some
circumstances, the split can make the elite favor liberal democracy. We identify two such
consequences. Frdt, the rate of taxation is generally lower under liberal democracy asthe
majority reap fewer benefits when they have to share public goods with the minority. S the
elite may support liberal democracy when the income/ class cleavage is very deep. Second,
when the elite’sidentity aligns with that of the minority, the elite have a direct stake in civil
rightstoo. These channels can produce a rich mix of results. We will show how they interact in
abenchmark version of our model.

BEven though our model treatsthem parametrically, the class and identity cleavages are
themselves the product of historical and economic developments. In section V, we discussthe
rolesthat these two cleavages have played in democratic transitionsin history and across
different kinds of countries. We emphasize both ideational and material determinants. On the
ideational front, we focus on the evolution of liberalism in the West and its “compromise” with
mass democracy and the expansion of the franchise. On the material side, we emphasize long-
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term economic and social processes— such as industrialization and decolonization —that serve
both to create and temper, at different times, the cleavage between elites and non-elites.

We suggest that the differential fortunes of liberal democracy in Western Europe and
the developing world are related to the nature of dominant cleavages at the time of the social
mobilization that ushered in democracy. In the West, the transition to democracy occurred as a
consequence of industrialization at a time when the major division in society was the one
between capitalists and workers. In most developing nations, on the other hand, mass politics
wasthe product of decolonization and wars of national liberation, with identity cleavages as
the main fault line. Our model suggeststhat the second kind of transition is particularly inimical
to liberal democracy. It would take usfar too afield to develop all these historical dynamics,
which are the subject of a huge literature. We will nevertheless provide a brief overview and a
few country vignettesto emphasize the usefulness of our particular framework.

The main innovation in our paper isto unpack the concepts of “democracy” and
“liberalism” and to give civil rights an analytical standing co-equal to property rights and
political rights. To see the difference this makes, it is useful to compare our approach with
standard accounts of the emergence of democracy and liberalism.

The conventional treatment of democracy in the analytical political economy literature
focuses on the conflict between a wealthy elite and the organized masses (see for example
Przeworski, 2005 or Acemoglu and Robinson, 2009). This approach tendsto bundle civil rights
with political rights. It provides an explanation for the origins of electoral democracy, but has
little to say on the provision of civil rights, when it takes place.® andard accounts of the
emergence of liberalism (which we review in section V), on the other hand, tend to bundle civil
rights with property rights (asin Marshall 1949 or Fawcett 2014). They evade the puzze of why
asociety run by liberal elites would provide broad civil rights when the beneficiaries of such
rights are predominantly among the non-elites. The weakness of the political legs on which civil
rightsrest has been obscured by both kinds of bundling. In both cases, the result has been the
failure to ask the question, “where do civil rights come from?’

Another contribution of the paper isthat we provide a parsimonious taxonomy of
political regimes, both democratic and non-democratic. We accomplish this by distinguishing
among three groups (elite, majority, minority) and three kinds of rights (property, political, civil)
associated with various modes of taxation and public-goods provision (who determinesthe tax
rate, who paysthe taxes, and how the public good istargeted). These distinctions allow usto

5 As Acemoglu and Robinson note (2009, 26), in their framework a transition to democracy “shifts future political
power away from the elite to the citizens, thereby creating a credible commitment to future pro-majority policies”
(emphasisin the original). Pro-majority policies, by their very nature, will discriminate against powerless
minorities.
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capture a wide variety of outcomes. The resulting taxonomy should be of independent interest,
beyond our focus on liberal democracy.

The outline of the paper is as follows. We first present our taxonomy of political
regimes, based on the three-fold distinction of rights we just discussed (section Il). We next
sketch a simple formal framework to help us think through the circumstances under which
liberal democracy, as distinct from illiberal or electoral democracy, becomes politically
sustainable (sections|ll and IV). In the penultimate section (V), we relate our framework to the
literature on the history of liberalism and democracy and provide specific country illustrations.
In section VI, we conclude.

Il. A Taxonomy of Political Regimes

We distinguish among different types of political regimes, based on the combinations of
property/political/civil rightsthat are provided. For simplicity, let us assume that we can treat
each of these rightsin abinary, all-or-none fashion; they are either protected or not. This gives
us eight possible combinationsin all, shown in Table 1.

Aregime in which none of these rightsis protected is either a personal dictatorship, or
an anarchy where the state has no authority (box 1). If property rights are protected but there
are no political or civil rights, the regime is under the control of an oligarchic elite and can be
described as a right-wing autocracy (box 5). Aregime that provides political rights but not
property or civil rights would be controlled by the effective majority, resembling perhaps
Marx’s dictatorship of the proletariat (box 2). Aregime that provides only civil rights, on the
other hand, ishard to conceptualize —the only box for which we are at alossfor label (box 3).

Consider now political regimesthat provide two out of our three sets of rights. When
property rights are missing but political and civil rights are provided (box 4), we get a
democratic version of communism —what Marx had in mind for the long run (even though
communist regimes turned out quite differently in practice). When political rights are missing
but property and civil rights are protected (box 7), we have what we might call a “liberal
autocracy.” Until the extension of the franchise to most malesin the late 19" century, Britain
stood as an example of thistype of regime. Sngapore is perhaps a contemporary variant. When
civil rights are missing but property and political rights are protected, we have electoral or
illiberal democracies. Aswe argued in the introduction, the majority of today’s democracies,
particularly in the developing world, are in this category.
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Finally, a political regime that provides all three sets of rightsis a liberal democracy (box
8). Cur focus on the reminder of the paper ison the circumstancesthat permit the emergence
of thiskind of regime, asdistinct from electoral democracies.

We shall distinguish between three groupsin society, associated with each set of rights:

1. Apropertied elite, whose primary objective isto keep and accumulate their assets
(property rights);

2. Amajority, who want electoral power so they can choose policiesthat improve their
economic conditions (political rights);

3. Aminority (ethnic, linguistic, regional, ideological), who desire equality under the
law and the right not to be discriminated against in jobs, education, etc. (civil rights).

We shall be more specific about the utility functions of each of these groups below.

The presence of these groupsis a consequence of two kinds of cleavagesin society. One
cleavage separatesthe wealthy (propertied) elite from the non-elite. Thisis essentially an
economic or class divide. The second cleavage separates the majority from the minority on the
basis of some salient identity marker. This marker may relate to ethnicity, religion, language,
region, or ideology. Obviously, there may be more than one such cleavage. But we shall focus
on asingle identity cleavage, distinct from class/income, to keep things tractable. We will call
these two the class and identity cleavages, for short.

What we shall show isthat (a) the depth of these cleavages and (b) the magnitude of
relative numberson either side have a direct bearing on the sustainability of different types of
political regimes.

Ill. A Formal Framework

(a) The basics

We label the three groups in society with the subscript Clwith daking one of the three
possible values e (elite), a (majority), and b (minority). Members of each group derive utility
from their (after-tax) income Ohand from consuming a public good [

(1) Ch= Ch+ Oh

We normalize the economy’stotal output and population to 1, with the pre-tax/transfer shares
of the elite and non-elite given by Oand (1-0), respectively. We assume the elite constitute a

negligible share of the population but control more than half of pre-tax/transfer output (I:I>%).
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In the absence of any taxesor transfers, 0y = Oand O = O = (1 O0). The non-elite are split
between a majority and a minority, with population sharesn and (1-n), respectively (n >%). The

gap between Oand % isameasure of the class (income) cleavage.

We model the identity cleavage by assuming groups exhibit differencesin the type of
public good they prefer. The type of public goodsisindexed by O [0,1]. The three groups’
ideal types are given by O Oe [OO0. The utility derived from the public good thus depends
both on the aggregate expenditure on it and on the type of public good that is provided.

There is adeadweight lossthat is associated with the provision of public goods, which
increases with the level of expenditures and the gap (from the perspective of each group)
between the type that is provided and the preferred type. Denoting total expenditure on the
public good by O the utility derived from the public good isthus expressed as follows:

@) Oh= OO0 {1 + IGO0},

where Oparameterizes the magnitude of the deadweight loss relative to the direct benefits
associated with public goods provision. Note that deadweight lossis minimized, but not
eliminated, whenO= O We shall normalize the majority’s preferred public good by taking

h=1.

Apolitical regime allocates power acrossthe three groups and defines the institutional
constraintson policy. In particular, the political regime in place the determines (i) how the
public good isfinanced (whether through general taxation or the extraction of a surplusfrom
the non-elite), (ii) the level of expenditures on the public good, and (iii) the type of public good
provided. This specification provides us with a parsimonious framework to distinguish between
different kinds of democracies and non-democracies.

In aright-wing autocracy, political power rests with the elite who make all these
decisions: they can extract resources from the non-elite (while avoiding being taxed) and they
can set the level and type of spending on public goodsto maximize their utility. In aliberal
autocracy, the elite remain in the driving seat, but they cannot discriminate against any
particular group either in terms of taxation or the nature of public good provided. In an
electoral democracy, it isthe majority’s prerogative to select an economy-wide tax rate. And
the majority can also choose the type of public good, disregarding the minority’s wishes
completely. In a liberal democracy, the majority retains control over the tax rate, but they
cannot discriminate against the minority. Accordingly, they provide a public good which lies
somewhere in between the majority and minority’sideal types. Other details about the political
regimes will be provided below.
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It bears emphasizing that we formalize civil rights, or the liberal element in liberal
democracy, in a particular way. We take protection of civil rightsto correspond to equal
treatment in the provision of the public good. The public good in this context can be
interpreted quite broadly. It could refer to health, education, and public security, aswell asthe
administration of justice. There are other elements of civil rights, such asfree speech and
freedom of assembly, that may not fit comfortably under this definition. We do not claim that
our treatment is exhaustive. Just asthe median voter theorem failsto capture certain aspects
of electoral democracy, our notion of equal-provision of public goods may miss aspects of
liberal democracy. Our only claim isthat we are capturing an essential element.

The analysis proceedsin two steps. Frst, we shall derive the different groups’ payoffs
associated with the political regimesin Table 1, conditional on each regime beingthe onein
place. Next, we will discuss the equilibrium selection of political regimes—that is, how society
endsup in or the other of the regimes.

(b) The payoffs

To avoid atedious exposition, we focus in detail only on regimesin which property
rights are protected. We shall discuss the outcomesin the absence of property rights briefly at
the end of the section. The mathematical resultsfor the payoffs are summarized in Table 2.

Consider first the right-wing autocracy case (box 5 in Table 1). Thisisthe regime in
which property rights are the only rights protected. We assume the elites can extract a share O
of the non-elites’ pre-transfer income (1 O 0O), for atotal expenditure on public goods of O=
O(1 O0). They can also select their preferred type of public good, O= ;. The rate of
extraction Ois determined by maximizing the elite’s utility function (B = O+ (1 O D) O

? o1 o I:I)Ifl (where RA stands for “right-wing autocracy”).® This yields

1
T oor-o

(©)
Qubstituting this expression back in CE- gives us
(4) P =0+ ﬁ-

The non-elites are excluded from public goods in this political regime. It isonly their
income that is affected, which isreduced by the amount extracted by the elites:

6 We note a deight of hand that simplifies our exposition. Technically, we need to specify the mass of elite and
divide total elite income a by that mass. It is convenient for expositional purposes to assume this massis arbitrarily
close to unity, though the median voter remains a member of the non-elite.
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Move next to the electoral democracy case (box 6). The level and type of public-goods
provision are now chosen by the majority. Qvil rights are not protected, which we model asthe
majority being free to select public goodstargeted solely at their preferences (O= O = 1). The
minority can be discriminated against by disregarding their public-goods preferences. To
finance the expenditure on public goods, the majority in turn set an economy-wide tax rate (O
by maximizing their utility 0F- = (100)(1 00 + OO ?E?. Thisyields:

) oo = =

Qubstituting this back to CH, we get the equilibrium payoff for the majority
@) 0P =100+ -0

which isclearly larger than in the RAregime (eg. [5]).

The payoffsfor the other two groups (the elite and the minority) can be solved by
substituting (6) into their respective utility functions. Thisyields the following results:

o, o
(8) 0 = 0o @O0 S+ EDZ
) = (100 + 2P

We note a couple of things about this equilibrium. Frst aslong as the minority’s
preferred public good differsfrom the majority’s (Oh < Oh = 1), the minority end up doing
worse under ED compared to the majority (compare egs. [9] and [7]). Thisis the result of the
majority discriminating against the minority by disregarding the latter’s preferences over the
type of public good. The deeper the identity cleavage, measured by 1 O [, the higher the cost
the minority suffersin the absence of civil rights, defined in this particular way.

Second, the elite suffer two distinct costsin the ED equilibrium relative to RA. They now
both pay net taxes and consume fewer public goods. The first of these effectsis captured with
the middle termin eq. (8). (Recall that I:|>;—.) The second effect can be observed by comparing
the public-goodstermsin eq. (8) and (4).

We now turn to the liberal democracy case (LD, box 8). In this equilibrium, the majority
can still choose Ofreely to maximize their utility, but they cannot discriminate in public-goods
provision. We assume that the type of public-good provided lies somewhere between the ideal
types of the majority and minority: 0= O0 with O, < O< 1. For example, Omight be a
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population-weighted average of the two groups’ preferences (O0= O+ (1 O0) O). SettingO=
[ the expression for the majority’s utility in thiscase isgiven by CFF = (100)(1 00 + OO
?Ij(z O 0. The tax rate that maximizesthisis:

(10) = — |:(2 PR

Note that CFY < - since the majority now derives fewer benefits from expenditures on public
goods, which, in aliberal democracy, they have to share with the minority (cf. eq. [6]).

Plugging (10) in the utility functions of the three groups, we then derive the equilibrium
levels of utility of the three groups:

(2D—1)E| 3- 2§-mh-§:h2
(11 F = 0O 2B o’ mBo

(12) EE:'_(II:IEI)+2E[2§)EI2

(13) |:Eﬂ=(1|:||:|)+|:3—E‘3|:|—|:|2

2002-5)

These expressions look complicated, but they have straightforward interpretations. Frst, note
that the majority are worse off in the LD equilibrium compared to the ED equilibrium (compare
egs. [12] and [7)). Thisisadirect implication of the provision of civil rightsto (or sharing of
public goods with) the minority in the former case. The presence of a minority reducesthe
gainsto the majority from taxing the elite in LD. To that extent it ameliorates class conflict.”
Second, it can be checked that the minority are better off in the LD equilibrium compared to
BD, for the same reason (eq. [13] versus[9]). The greater the identity cleavage between the
majority and the minority (1 O ), the larger are both of these effects.

Asfor the elite, the movement from electoral to liberal democracy generatestwo
distinct effects. Frst, there is a beneficial effect from the reduction in the taxes they have to
pay. To see this, compare the middle termsin eq. (11) and (8), remembering that < 1.
Second, there is an ambiguous effect arising from the change in the type of public good that is
provided (captured by the last termsin egs. [11] and [8]). If the elites share an identity with the
minority, the second effect becomes an unambiguous benefit as well. We can say more about
the relative magnitudes of CH- and O by considering two polar opposite cases.

7There is some literature that discusses how identity cleavages may soften class-based politics: voters who view
themselves as members of a particular, say, ethnic group may vote alongside other members of the group, many
of whom may also be rich. See Roemer (1998), Shayo (2009), and Huber (2014). In our framework, the causal
channel is different, and operates through diminished incentives for public-goods provision.
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(i) Bites share identity with the majority (Ch = 1). In thiscase, the comparison between
- and CH depends on how large the dass dleavage is. For relatively mild levels of inequality
E<0O< ), CH” <O and elites prefer electoral democracy. When the income/ class gap is
bigger, CF” >CH- and elites prefer liberal democracy. The intuition is as follows. When
inequality is mild, the elite get taxed relatively little, and the fact that they get their preferred
variety of public good in ED makes up for the higher tax rate under LD. When inequality is high,
on the other hand, it isthe tax rate that matters more, and the elite would rather have the
lower taxesin LD, even if that meansa more poorly targeted public good.

(i) Bites share identity with the minority (Ch « 1). Consider an extreme version of this
scenario where O =0. In this case, eliteswould get no public goodsunder ED at all, so they
unambiguously prefer LD to ED. And thisistrue regardless of the depth of the class cleavage.
More generally, the closer the elite and minority identities are aligned and the deeper the
identity cleavage, the more likely that the elites prefer LD to ED.

S far we have discussed three out of the four regimesin which property rights are
protected. The remaining possibility isthe combination of property rights with civil rights, a
regime that we called “liberal autocracy” (LA). In this case, we assume elites are the onesthat
set the tax/extraction rate (asin RA), but they do not exclude non-elites from the benefits of
the public good and they tax themselves asthe rest of society. The equilibrium tax rate,
denotedOis

1-0
(14) o= 18

which is smaller than the extraction rate under right-wing autocracy (RA, see eq. [6]). Thistax
rate isalso smaller than the outcome under ED (see eq. [6], recalling that |:|>§). The associated
utility levelsfor the three groups are

(1-p-
(15) OF =0+ =~
(16) 0P= (10D +{G00H 0N OG0 OD} 2
(17) 0F= (10D + {3001 0IGOH1 0D} .

The non-elites prefer LAto RA since they get some public goodsin the first case. But
from the perspective of the majority ED dominates both, since it isthe majority that setsthe tax
rate under ED. The best possible outcome for the majority under LA occursin the limit case
when the elites and the majority have the same identity (Ch = 1) and there is perfect equality
@= D). Inthat case, it can be checked that the majority do equally well under ED and LA. But
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under all other circumstances, - > CF-. The gainsto the majority from moving from LAto ED
are increasing in the wealth and identity gaps.

Unlike the majority, the minority can be better off under LA compared to ED. Thisis
because the minority do not do that well with the public good when the majority selectsits
type and discriminates against the minority. When the identity cleavage runs deep, this raises
the possibility that the elite may coopt the minority against the majority and forestall the
emergence of democracy (ED) by offering LA instead.

To complete the description of the various political regimes, we need to specify also
what happens when property rights are not protected (boxes 1-4). For purposes of the
discussion that follows, we do not need to describe each one of these cases separately. We just
need to say something about the payoffsin case the non-elite succeed in expropriating the
elite. For concreteness, let us call thisthe dictatorship of the proletariat case (DP). We assume a
portion O of the economy’s productive capacity is destroyed or becomes uselessin the process.
Bites’ utility isdriven to zero, while utility levels for the non-elite depend crucially on the
deadweight loss parameter O:

(18) B°=0
(19) =100
(20) A= 100.

We now have all the detail we need to compare payoffs across different types of
regimes. Where we end up in equilibrium, however, will also depend on the likelihood that
non-elites can successfully expropriate the elite and the nature of the game being played
amongthe groups. We discuss these in the next section.

IV. Determination of Political Regimes

In this section we examine political transitions from a right-wing autocracy. We are
interested in analyzing whether electoral democracies are more likely to emerge than liberal
democracies, and the conditionsthat help push the transition in one direction or the other. We
begin by recognizing that our analysis may be affected by the details of how we specify the
game between the various players (e.g. the nature of bargaining, coalition formation and side-
payments). Accordingly, in subsection (a) we impose only a minimal structure to analyze the set
of feasible political transitions. We demonstrate that under reasonable conditions, the
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parameter space that yields liberal democracy is narrower than that which generates electoral
democracy. In subsection (b) we use a specific game structure to examine political transition
under abenchmark set of parameters.

We should state at the outset that our focusis on the constellation of intereststhat
make different regimes possible, rather than on questions of credibility or commitment.
Loosely speaking, we assume that any political regime that is feasible ex ante is sustainable ex
post —either through repeated game incentives operating in the background or through
institution-building that makes departures from political settlements costly. Thisisnot to
belittle the importance of credibility and enforcement problemsin political agreements.
However, these problems are rather transparent in our case, and not much is gained by
explicitly formalizing them. In particular, we conjecture that the effect of credibility problemsis
to undercut liberal democracy further. The majority and the elite always have more power to
rewrite the rules ex post. We push such issues aside to examine the set of constitutive
agreementsthat are interest-compatible (even if not always dynamically consistent).

(a) Political transitionsto democracy: the feasible set

The status-quo regime is right-wing autocracy (RA) in which elites have property rights
and control the polity. The transition istriggered by structural changesin the economy or
technological (or other) shocksthat make it easier for the majority (either alone or in coalition
with a minority) to threaten a revolution against the elite’s hold on power. We distinguish
between two scenarios. The first isthe case where the elite faces a credible threat of revolution
from the majority group alone (either because the minority is politically “passive” or too small
to matter). In the second case a successful revolution requires participation by both the
majority and the minority.

In order to systematically analyze these two cases separately we make the following
assumptions. The number of participantsin the revolution must exceed the threshold level
[ < 1 before arevolution can be launched. We further assume that (1 OO0 < [T, so that the
minority can never mount arevolution on their own. Once initiated, a revolution has a fixed
probability Oof success. If the revolution is successful, the elites are expropriated and the
payoffs are as shown in egs. (18)-(20). If the revolution is unsuccessful, the majority obtainsa
utility of O (and the elite continue to reap CH-). Note that the status quo regime RAisthe only
equilibrium outcome when the expected payoff from a successful revolution are sufficiently
low. The necessary condition for any other regime to emerge in equilibrium is:

(21) o > O~
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Qubstituting from (5) and (19), thisrequiresO 1 00) > (100 O g When thisinequality is
violated, non-elites can never credibly threaten to revolt astheir expected utility would be
reduced relative to the status quo. Higher inequality (i.e., larger O) as well as a lower
deadweight cost O (e.g. organizational cost of revolution) will make revolution more likely. This
suggeststhat the elite ismore likely to be willing to abandon RAin favor of an alternative
regime, when the class/income cleavage is higher.

Consider now the possibilities when equation (21) is satisfied and there isareal
prospect of apolitical transition away from the right wing autocratic status quo. We are
interested in examining the circumstances under which liberal democracy emerges when the
minority is politically irrelevant for the revolution (i.e., 0= O) and when it isnot (i.e. O< ).
We consider each of these two casesin turn.

() O>

In this case the minority do not have any strategic importance as a driver of political
change. It isonly the preferences of the elite and majority that count towards any negotiated
settlement. As suggested earlier, the specific outcomes of any settlement will naturally depend
on the particulars of the game that islaid out. We can, however, say something about
equilibrium regime formation by ruling out the emergence of political institutionsthat violate
participation constraintsor are clearly dominated for both the majority and the elite.

Frst, the equilibrium regime must yield utilitiesthat are not below the elites’ and
majority’s reservation level of utilities. In other words, in any negotiated political transition the
participation constraint for both the elite and the majority should be met. Denoting equilibrium
utility with an asterisk, the majority’s participation constraint is simply:

(22) 0y = TP,

Secondly, we define a Pareto domination criterion in regime selection. In particular, we
assume that a political regime will not emerge in any reasonable equilibrium if there isan
alternative regime that is preferred by both the majority and the elite. Such a regime will be
Pareto-inferior from the perspective of these two groups, who can both do better by movingto
the alternative. We can now state:

Proposition 1. WhenO= [, and under the assumption that any negotiated political transition
satisfiesthe two restrictionsjust stated, there exist parameter combinations under which ED will
emerge and LD will not. The reverseis not true.

This proposition formalizes the intuition that LD has more demanding prerequisites than
ED. Both the participation constraint and the Pareto-domination criterion suggest that
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electoral democracy is more likely than liberal democracy to emerge in any negotiated political
transition.

Gonsider first the majority group’s participation constraint expressed by eg. (22). Snce
the majority always prefers ED to LD, the condition is satisfied more easily for ED than it isfor
LD. In particular, there are parameter combinations such that

(23) oH > OH” > OH

When these inequalities hold, the majority would reject revolution when it is offered ED but not
when it isoffered LD. However, it is not possible for the majority’s reservation utility to be
bracketed by CF- and CF- in the opposite direction. So the majority would never reject ED
when it iswilling to accept LD. Thisisthe first source of the asymmetry between the two
regimes.

Next consider the Pareto-domination criterion. Snce ED isthe majority’s most preferred
regime, it can never be Pareto dominated. LD, by contrast, is neither group’s most preferred
regime. Further, there are parameter combinations under which CH- > [ so that the elite
prefers ED to LD. Thisensuresthat LD, unlike ED, can be Pareto dominated, and isthe second
source of asymmetry.

Consider the circumstances under which ED is preferred by the elite to LD
(CE” > OFP) and istherefore the Pareto-preferred regime of both the majority and the elite.
There are two factors at work that shape elite preferences over this particular choice. Frst, they
get taxed more in ED than in LD. The importance of this effect increases asthe class cleavage
(measured by O) grows bigger. Second, depending on their identity, they bear a benefit or a
cost. When the elite share an identity with the majority (O = 1), they do better in EDon
account of this effect, asthey benefit, along with the majority, from discrimination against the
minority in the provision of the public good. Hence, when inequality is not too high and there is
no identity cleavage separating the majority from the minority, LD will be strictly dominated by
BD.

(i)O< Cr

Now the majority needs the minority to tag alongin order to induce the elite to accept a
regime other than RA. Thistransformsthe minority into a strategic actor, and potentially both
sources of asymmetry discussed previously disappear. (The reservation utilities are now
different, however, since neither of the non-elites can mount arevolutionary challenge on its

own.) The specifics, again, will depend on how the game is mapped out. But we can make two
broad generalizationsthat apply regardless of the game form.
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Frst, the minority has some power now, and this meansthey are more likely to get an
outcome favorable to them. However, and thisisthe second point, this need not guarantee
democracy, liberal or otherwise. The minority is generically better off in LD than in ED. But as
we discussed previously, under some conditions they can do even better under LA compared to
ED. The deeper the identity cleavage between majority and minority, the more likely isthe
latter scenario. This creates room for the minority to enter an alliance with the elite as opposed
to the majority. In other words, the minority can be co-opted by the elite. Thisresultsin LA
rather than LD.

These considerations suggest that electoral democracy will emerge in a much wider set
of circumstancesthan liberal democracy. But the precise nature of the equilibrium when the
elite and the non-elite are strategic players remains unclear. Accordingly, we delineate below a
simple game where all the key players act strategically and examine the political regimesthat
arise in equilibrium.

(b) Political transitions and regime selection: An equilibrium analysis

In most respects, we retain the structure described above. We continue to assume that
at the beginning of the first period the RA regime is no longer viable, i.e. (CH-(= [TF-) >
CH-(= CH). On observing the prospect of revolution, the elite move first and offer aregime in
the set {00O,03,03}. The majority move next, and they either accept the regime offered, or
they mount a revolution. Fnally, the minority move last, and they decide either to join the
revolution or to stay put.

Remember that CH- = 0 (eq. [18]). Therefore, aslong as at least one of the three
regimes {{I0,10, 13} yield utility to the elite that exceeds (1 O O)CH, the elite always prefer
to stave off revolution by introducing a new political regime. Whether they can successfully do
s0, however depends, on whether the majority can reap a utility that exceedsits reservation
utility under an attempted revolution, CIF". If such aregime exists, there will not be a
revolution attempt on the equilibrium path of the game. Otherwise, the elite cannot prevent a
revolution, and with probability Othe equilibrium ends up in DP.

We work with a specific set of parametersto examine how the equilibrium dependson
the interaction of the income/ class cleavage, O, with the identity cleavage. We assume that the
elite share an identity marker with the majority (G+ 1), while the majority-minority identity
cleavage islarge (Oh=0). We set the type of public good under LD in the mid-point of the range
(d0=0.5). Anally, 0=2,0=0.3 and O0=0.5. Thisis a useful benchmark that simplifiesthe
characterization of possible equilibria, as we shall see. Other parameter combinations are
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obviously feasible and would produce different equilibrium configurations. The intuitions
behind other possibilities is easy to develop once we work through this particular case.

Fgures (2)-(4) show how the utilities of the three groups vary with Ounder the selected
parameters. We shall use these figures to examine the equilibria for different ranges of the
income/ class cleavage. As usual, we work backwards, considering the minority’s decision first.
We distinguish again between the two casesO> OO and O< T

(\)O=>

In this case the majority have the numbersto mount arevolution and the minority’s
decision is of no consequence. Neither the elite’s nor the majority’s actionsin prior stagesis
affected by what the minority does. (Remember that (1 OD) < I.) S the equilibrium
outcome isinvariant to what happens at thislast stage.

Moving back one stage, the majority will accept any regime that yields utility higher
than its expected utility when it attemptsa revolution, (CH- = [ 1 O O). Thisreservation
level of utility is shown in Figure 2 by the flat line. When Ois beyond a threshold CB™ (around
0.8 in our example), there is no such regime and the game will end in arevolution attempt. In
other words, when the income/ class cleavage is sufficiently deep, even if the elite were to offer
ED, thiswould not satisfy the majority’s participation constraint and the majority would be
better off tryingto mount arevolution.

As we can see from Figure 2, there isa minimum threshold CH™ below which the
majority will accept any of the offersin the set {00,010,000}. Between CR™ and CR™, there is
also an intermediate threshold CEwhich defines the following two additional zones: between
CH™ and ™, the majority is willing to accept either LD or ED, but not LA; and between O™
and CH™, the majority is willing to accept only ED.

In the first stage of the game the elite will offer the regime that yieldsit the greatest
utility, given the choices of the majority described above. Note from Fgure 4 that the elite
always (at least weakly) prefer LA to the other two regimes. The ranking of ED and LD in turn
depends on whether Oislarger or smaller than the critical level 05 . When O<, the elite
prefer ED to LD. When O >0}, the elite’s preference switchesto LD. We note also that [ <
CE™ (cf. Fgs. 2 and 4).

We can now state the equilibrium of the game.

Proposition 2. Under the sequence of moves described above and the parameter assumptions
stated, the equilibrium configuration of the political regimesis asfollows:

(i) when O< CB™, the elite offer LA and the majority acceptsit;
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(i) when C(B™ < O< BT the elite offer LD and the majority acceptsit;
(i) when C(FY < O< CB™, the elite offer ED and the majority acceptsit;
(iv) when O> CB™, the majority mount a revolution regardiess of what the elite offer.

Notice that when the income/ class cleavage islarge (but not so large asto induce the
majority to revolt), we get ED asthe equilibrium outcome rather than LD (zone (iii)). Thisis so
even though the elite prefer LD to ED for larger O (>00). In this zone, it isthe participation
constraint of the majority that binds, and it istheir preferencesthat dictate the outcome. For
low O, on the other hand, the elite can get away with LA, and do not need to offer LD.

Hence, the proposition highlights an interesting implication of our analysis. It showsthat
the region in which LD emerges as an equilibrium is squeezed from below by the availability of
LA (which satisfies the elite’sincentive constraint) and from above by ED (which satisfiesthe
majority’s participation constraint).

We note further that the LD zone is smaller or larger depending on the nature of
identity cleavages. Two cases are particularly relevant, in light of our discussion in the next
section. Frst, when the elite share an identity with the minority they would prefer LD to ED for
alarger share of the parameter space. In Figure 4, O, moves to the left (becomes smaller) as
Ohgetscloser to 0. If, for whatever reason, LA is ruled out, this makes LD an equilibrium for
lower levels of Othan in our benchmark case. Second, when the identity cleavage between
majority and minority gets smaller, the majority’s preference for ED over LD becomes weaker.
In Fgure 2, the LD schedule moves closer to the ED schedule, expanding the zone in which LD is
the equilibrium, and shrinking the zone in which ED emerges. In the limit, when Gh=0h=1 (no
identity difference among the non-elite), the two schedules overlap completely. Both of these
cases render LD more likely. We do not develop these cases in detail, but we will refer to them
when we discuss the historical and country evidence in the next section.

(i)O<

Working backwards again, the minority can now make a difference by joining the
revolution, if the majority have launched one. They will do so if and only if they are not offered
aregime that improvestheir utility compared to the expected utility they get under an

attempted revolution. And in the previous stage, the majority will launch a revolution only
when they know the minority will subsequently join them.

From the perspective of the elite, in the first stage of the game, the constraints are now
looser than in the previous case withO> . That isbecause the threat of revolution can be



-20-

thwarted by offering enough to either the majority or the minority. So the elite will do at least
aswell here asin the previous case.

Despite these differences, under the parameters we selected —and in particular the
assumptionsthat 0= 0 and 0= 0.5 —it turns out that the equilibrium is unaffected when the
size of the mgjority falls short of the minimum threshold required for revolution. Thisis mainly
because LD and LA yield identical payoffsto the majority and minority, eliminatingthe
advantage that the elites would have in general by being able to split the “coalition.” We briefly
discussthe details.

Revolution now requiresthat it be the dominant strategy for both the majority and
minority. The range of Ofor which thisistrue isgiven by O>0O0T o **, a5 %*]. In other words,
in general the elite can avoid revolution for a broader range of income/ class cleavages. Under
our parameters, of'** > af**, so the operative limit remainsthe majority’s upper threshold.

At the lower end of the range for O, there is scope for the elite to co-opt the minority by
offering LA, as we discussed earlier. As can be seen from Figure 3, for O< CF™ this strategy
works and prevents the minority from teaming up with the majority. Snce liberal autocracy
produces identical payoffs to the minority and majority under our parameters, we have "=
CE™, and the boundary for LA remains unchanged as well.

Consider next what happens when " < O< CH™. Note first that (F™ = B as
both of these refer to utilities under LD where the outcomes are identical for the majority and
minority under our parameters. With thisin mind, there are two zonesin thisinterval: (i)

A< O< CF™ = (B® and (i) C(B™ = CFY < O< CF™. Inthefirst of these, the majority
prefersboth ED and LD to revolution, while the minority prefersonly LD to revolution. In the
second, the majority prefers ED to revolution, while the minority strictly prefersrevolution. The
elites will then offer LD in the first zone and ED in the second.

Hence the equilibrium configuration of the regimesisidentical to the previous case, and
isasstated in Proposition 2.

V. Historical discussion and country cases

We now provide some historical context and afew country vignettesto illustrate and
enrich our conceptual framework.

It has become common to treat “liberal democracy” as a single political package. But its
two ingredients have different origins, social bases, and political implications (Plattner 2010,
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Fukuyama 2014). As a system of thought, liberalism grew out of the Protestant reformation and
the religious warsthat followed.® It emphasized opposition to religious monopoly, tolerance,
and equal treatment by the state regardless of religious beliefs (Ryan 2012, p. 7). ltsfirst
important political victory was the Glorious Revolution of 1688 in England, in which the landed
gentry succeeded to place limits on the power of the sovereign, with the subsequent Bill of
Rights (1689) codifying those restraints. John Locke (1632-1704), who lived through the
Glorious Revolution, is considered the first important theorist of liberalism. Qassical liberalism
reached its apogee with John Suart Mill’s (1806-1873) book On Liberty, published in 1859.

While democracy hasrootsin ancient Greece, its modern variant emerged out of the
social mobilization sparked by the Industrial Revolution in Britain and other parts of Western
Europe. Asfarmers moved to the cities and were transformed into factory workers, the
possibilities of mass collective action increased and organized labor became a political force.
The push for democracy during the 19t century was essentially a demand for the expansion of
the franchise to the non-propertied. Thiswas a struggle that took a century or longer, with
universal suffrage achieved in Western Europe and its offshoots by the early to mid-twentieth
century. The role that the working class played asthe instigator of modern democracy isa
common theme running through accounts of democracy, from Barrington Moore’s (1966)
classic work to more recent analyses of democratic transitionsin Latin America and Southern
BEurope (Collier and Mahoney 1997).

Asthis capsule history suggests, liberalism preceded electoral democracy in the West.
Early liberals were propertied elites, landed gentry, and wealthy taxpayers whose primary
objective wasto prevent the crown from exercising arbitrary power over them. It wasthe rule
of law they were after -- not the sharing of power with the masses. Indeed, classical theorists of
liberalism were quite nervous about expanding the franchise and worried about its
consequences. Government was too important to be left to common people, whose judgment
was fickle and untrustworthy. And contemporary developments seemed to justify their fears. In
France, the extension of the vote to all malesin 1848 enabled Louis Napoleon to woo the
peasantry and paved the way for his personal dictatorship. Alexis de Tocqueville had written
disparagingly about the “tyranny of the majority” in the United Sates. Mill picked up on de
Tocqueville’s discussion and argued that the principles he enunciated in On Liberty “did not
apply to people who could not benefit from rational discussion” (Ryan 2012, p. 29). Among such
people were the population of 16! century Britain, 18" century Russia, and of course the
Indians of his day (over whom Mill took a hand in ruling as an official of the East India
Company).

8 There isa question asto whether liberalism is a specifically Western invention. Sen (1999) arguesthat the ideas
of religious tolerance and acceptance of diversity are ingrained in non-Western cultures as well.
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The fact that early liberalsin the West were in large part the wealthy property-owning
elite led to the bundling, in the minds of subsequent analysts, of two kinds of distinct rights:
property rights and civil rights. The opponents of absolutism by the crown and the church were
after both sets of rights. This peculiar, and peculiarly British, history does not fit the experience
of other, especially non-Western countries very well. In particular, the elite would often turn
out to be interested primarily in property rights. Qvil rights were for others, chiefly ethnic,
religious, or other minorities.

This conflation of property and civil rights can be seen in T.H. Marshall’s (1949) classic
account of the historical development of rights. Marshall divides rightsinto three categories: he
argues civil rights came first, followed by political, and then social rights. His political rights
category aligns with ours asit referslargely to rights deriving from the franchise. His social
rightsrefer to benefits provided by the state under welfare state arrangements. His civil rights,
meanwhile, encompass both our property and civil rights. For Marshall, protection of property
rights was one of the rights necessary for individual freedom; it was of the same nature asthe
protection of free speech, non-discrimination on the basisreligion, and the right to justice. It is
clear that Britain’s history led Marshall and othersto treat the pursuit of civil rightsas an elite
project. By the time Somers (1994) reviews Marshall’s treatment nearly half a century later,
property rightsis so taken for granted that it has dropped out of Marshall’s definition of civil
rights.

When Western liberals eventually came to accept democracy, it was, as Fawcett (2014)
portraysit, a grudging concession. Fawcett writes of the decades between 1880 and 1914 as
the period in which liberals made peace with democracy. As part of the compromise, liberals
gave their support to the expansion of the franchise. They yielded to popular sovereignty over
domains such as education and ethicsin which they previously had a monopoly. In return, they
hoped that popular forces would accept “liberal limits on the authority of the people’s will”
(Fawcett 2014, 144). Thus was born liberal democracy.

However, one of the predictable consequences of mass franchise wasthat liberals
proper lost power to mass based political forces. In Britain the Liberal Party experienced a
dramatic decline before World War | asthe Labor Party gained ground, and would henceforth
be condemned to remain a third party at best. In Germany, by the 1890sthe liberals were
“squeezed between the world’s largest, best organized labor movement and the world’s
largest, best organized Catholic Party” (Fawcett 2014, 170). Mass democracy in time also
generated justifications for itself — such asthe “national will” or the “vanguard party” of the
proletariat --that departed significantly from liberal tenets (Muller 2011, p. 3). During the
interwar period, economic depression greatly accelerated the decline of liberalism. Mass based
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political movements steeped on the highly illiberal ideologies of fascism and communism swept
through continental Europe.

But liberal democracy would experience a rebirth in the West after the Second World
War. Part of it was of course the discrediting of fascism and Nazism. But in countries where
liberalism had preceded democracy, liberal democracy would prove remarkably resilient. The
welfare states of the postwar era were based on a very different type of bargain between
employers and employees— providing the latter with much expanded social rights—but they
were constructed on the same elite/working-class cleavage that had instigated the 19'" century
rise of democracy in the West. Some would say that these regimes had given up on liberalismin
expanding the economic and social powers of the state. But judged by criteria such asthe rule
of law, non-discrimination, and equality in the distribution of public goods, the welfare states of
Europe and North America were indeed liberal democracies.

In other, non-Western parts of the world, mass politics arrived typically asa
consequence not of industrialization, but of de-colonization or wars of national liberation. It
wasn’t economic change and the rise of factoriesthat spurred social mobilization, but national
struggles against colonizers or foreign enemies. S the relevant cleavages were from the very
beginning based on ethnicity or nationality rather than class or economic status. Thiswas
reinforced by the fact that colonizers had often codified and deepened pre-existing identity
cleavages and allied themselves with some, often minority ethnicities against othersin order to
facilitate their rule.

The nationalist movements of the developing world more or less all claimed to be
democratic in some fashion —even those who ascribed explicitly to socialist or communist
ideology. But theirs was a democracy that was based largely on identity cleavages. It was
explicit about the “people’s’ right to rule over ethnic-religious-linguistic minorities or defend
against a presumed external enemy. It was unlikely to promote liberal practices and prone to
deteriorate into electoral democracy or worse.

S if the liberal component of liberal democracy never took hold in much of the world,
the reasons are probably both ideational and structural. On the ideational front, countries Asia,
Africa, and Latin America lack a tradition of liberalism and liberal ideas. Unlike in the West,
democracy and mass politics arrived in these countries before liberalism.

On the structural front, democratic mobilization took place along quite different
cleavages. In the West, democracy arrived when the dominant cleavages were the class
differences created by industrialization. As our model suggests, under those conditionsthe
elites preferred liberal democracy (to electoral democracy), while for the majority the
differential gains from electoral democracy (relative to liberal democracy) were minor. In the
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developing world, democracy came when the dominant cleavages were identity-based. As
Fatton (1990, 457) putsit in the African context:

Because of its colonial legacy and its peripheral-dependent nature, African capitalism
hasfailed to generate the development of both a hegemonic bourgeoisie and a strong
proletariat - the two classes whose conflicts and confrontations are critical in striking
the political compromises and bargains necessary to the establishment of liberal
democracy. The absence of these confrontations and conflicts has prevented the growth
of liberalism with itsideological and legal emphasis on individual rights, civil liberties,
and freedom of association.

In those circumstances, groupsthat control political power had a strong incentive to pursue
illiberal policiesthat discriminate against minorities.

Against this baseline set of predictions, it is useful to consider some specific counter-
examples of liberal democracy in the developing world. Their particular circumstances help
underscore the importance of the enabling factors that we have emphasized in the paper.

South Korea. After abrief and troubled experience as a democracy in the 1950s, South
Korea was ruled with a firm hand by military dictators throughout the 1960s, 1970, and much of
the 1980s. The early to mid-1980s was a period of increasing repression of opposition groups. It
was a broad coalition of workers and studentsthat agitated for and eventually obtained
democratic elections against that background. A group of labor unions had created a
democracy alliance in 1984, and they were subsequently joined by student groups, opposition
politicians, and even religious leaders across the spectrum. The democratic transition occurred
in 1987, following massrallies and demonstrations by workers and students.

It is not uncommon for governmentsto be brought down by mass demonstrations.
What is strikingisthat in the Korean case this produced a political system, which within two
decades, was widely recognized as a Western-style liberal democracy. In 2015, the country
ranked 25th out of 102 countriesin fundamental rights according to the World Justice Project
(WJP 2015, 27), ahead of the United Sates and just behind Chile (see Botero and Ponce 2012
on the WJP methodology). As one analyst has put it, Korea’sdemocratic transition is as
miraculous as its economic transformation (Chaibong 2008).

Koreafitsrather well in our story. Frdt, it isacountry that is remarkably homogeneous
in terms of language and ethnicity (if not religion). The main identity cleavage on which the
authoritarian regime relied to mobilize domestic support was the military threat posed by the
communist regime of North Korea. But the nationalist line lost its appeal over time asa
consequence of the differential economic progress of the two halves of the Korean peninsula.
Given the gainsin the South and the economic decline of the North, the idea that the North
posed a serious threat and should be viewed in antagonistic terms became anachronistic over
time.
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Second, Korea experienced significant industrialization, with more than a quarter of the
labor force in manufacturing by 1987. Thisis reminiscent of the Western experience in the 19"
century, where democratic mobilization took place against the background of the Industrial
Revolution. The similarity is further highlighted by the fact that workers and labor unions
played a leading role in the democracy movement in Korea.

In sum, we would argue that Korea’s liberal democracy has much to do with the relative
absence of identity cleavages and the leading role played by the labor movement in mobilizing
against the military/industrial elite.

Lebanon. Lebanon may be an odd country to bring up as an example of liberal
democracy in view of hard times which have befallen the country’s political system. But prior to
the civil war, which lasted from 1975 to 1990, it was a model democracy in aregion sorely
lacking in liberal politics. It could be listed, without any justification of sorts, alongside
Switzerland and Austria as a liberal democracy (Lehmbruch 1967) and as a successful example
of a“consociational democracy” (Lijphart 1969).

In terms of identity cleavages, Lebanon probably representsthe polar opposite of South
Korea. It is a mosaic of religions and ethnicities. The country is divided between Christians and
Muslims, with each major religion in turn divided among different denominations (Maronite,
Greek Orthodox, Shia, Sunni). It has a history of providing each religious community itsown
autonomy going back to the millet system under the Ottomans. The modern consociational
regime was created in 1943 by a national pact between the Muslim and Christian communities.
What is distinctive about thisregime isthat public offices are explicitly apportioned among
religious denominations. At the apex of the political system the Presidency was allocated to a
Christian Maronite, the Premiership to a Muslim Sunni, and the Soeakership to a Muslim Shiite.
This principle extended downwards to other government positions.

As Lijphart (1969, 218) noted, a key feature that makes such a regime sustainable isthat
no single group has a majority and therefore can expect to retain power indefinitely in electoral
competition (see also Dixit, Grossman, and Gul 2000 for a formal analysis). Any group that
wants access to power must rely on the cooperation and goodwill of at least some of the
others. Furthermore, no single group is close to having a majority either. The latter rules out
the short-run temptation of manipulating the rulesfor permanent advantage. The Lebanese
example corresponds loosely to the case in our model where the “majority” is not strong
enough to attain power and needsthe “minority” to go along with it.° Quch cases are
generically more conducive to liberal democracy.

The reasons behind the decline of Lebanon’s democracy are also telling. The principal
cause behind the civil war was the influx of Palestinian refugees from Jordan, which altered the
balance between Muslims and Christians. There had not been a census since the 1930s and

9 We have only two groupsin our model, which is an artifact of having a single identity cleavage. To track the
Lebanese example more closely we would have to consider multiple identity cleavages. But the logicisa
straightforward extension of our majority-minority framework.
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there was already a sense that the existing distribution of political power was short-changing
the Muslims. With the influx of Palestinians, the consociational regime became unsustainable
and civil war erupted. Exernal intervention by the Israelis and Syrians, with each supporting
their own client groups, was a further destabilizing factor.

Liberal democracy along consociational lines relies on a knife-edge sort of expectations
—that none of the groups have the numbers or the power to prevail over the rest. It isnot clear
whether the Lebanese case would have lasted for long in view of the fragility of such regimesin
changing environments. Large-scale demographic shocks and external intervention certainly did
not help.

South Africa. In 1994, South Africa transitioned to democracy, thanks to a negotiated
settlement between the African National Congress (ANC) and the white minority government.
Thiswas alandmark pact, asthe eliteswho ran the apartheid regime had so much to lose. They
had long controlled not only the instruments of power, but also the economic wealth of the
country. There was a huge economic gap between the whites and the disenfranchised blacks.
Expanding the franchise might have been expected to produce vastly redistributive policies, if
not outright expropriation of the white minority.

In the event, South African democracy produced only moderate amounts of
redistribution. The ANCgovernment did institute measures that gave blacks a greater share of
ownership of the capital stock and produced a black wealthy elite. But the economicinterests
of the whites were largely unaffected, an outcome that Inman and Rubinfeld (2012) attribute to
the peculiar federal arrangementsthat were negotiated during the transition. More to the
point, in the context of the present analysis, isthat South Africa emerged largely as a liberal
democracy. The South African polity has operated under considerable strain, and has often
strayed from itsliberal principles. (A recent example isthe treatment of immigrant workers.)
Nevertheless, the country is generally considered one of two liberal democratic successesin
Qub-Sgharan Africa, alongside Ghana (Mattes and Gyimah-Boadi 2003). Given the history of
institutionalized discrimination under apartheid and the large majority the ANChas enjoyed in
parliament since 1994, thisis a remarkable achievement.

The key in South Africa was that the whites were a distinct minority on the identity
dimension. In terms of our model, the elites were keenly interested in protecting not just their
property rights, but also their civil rights. Asthe distinguished South African jurist Hchard
Goldstone (1997) put it, “without some guarantee of protection for the rights of minorities, the
previous ruling white minority government would not have relinquished power to an inevitably
black-controlled majority government.” The ANG with its early focus on human rights, had in
fact adopted a Freedom Charter containing elements of abill of rights as early as 1955. There
was widespread agreement by the early 1990s that a bill of rights had to be part of the new
settlement. The 1996 constitution eventually included a detailed bill of rightsthat enshrined
civil rightsin the constitution and prohibited discrimination, while leaving room for affirmative
action.
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The South Korean, Lebanese, and South African cases offer three different paths
towards liberal democracy. They each rely on somewhat special circumstances: industrialization
driven labor mobilization in a society lacking distinctive identity cleavages (South Korea since
the late 1980s); multiple identity cleavages that deny any single group the hope that it could
claim and cling to power on its own (Lebanon during the 1950s and 1960s); and a major identity
cleavage that aligns neatly with the wealth/class cleavage, leaving the elite in dire need of both
property and civil rights protection (South Africa since 1994). The South Korean pattern isthe
one most reminiscent of the traditional Western path to liberal democracy. The other two rely
on particular identity cleavage configurations. It could be surmised that they are generically
more fragile asaresult.

VI. Concluding remarks

Qur focusin this paper has been on the constitutive bargainsthat lie at the origin of
different political regimes, liberal democracy in particular. It goes without saying that such
bargains can obsolesce over time. Qass and identity cleavages evolve as a result of exogenous
developmentsin the economy and society as well as political strategies pursued by groups
contending for power. Commitments made during negotiated pacts and written into law and
enshrined in institutions may prove unsustainable, when one of the groups—the elite or the
majority — perceives clear gains from rewriting the rules through opportunistic behavior.
Problems of self-enforcement are endemic in political systems.

The emergence of liberalism has been discussed to date mostly in the realm of the
history of ideas. The political economy literature on democratic transitions, meanwhile, has
largely conflated electoral democracy with liberal democracy. Our aim in this paper wasto
partially fill in the blind spotsthat were created as a result. We have stressed that liberal
democracy is a special beast. It doesnot arise if it isnot based on a particular political
configuration. Liberalism must have political legs—in addition to normative appeal —to get any
mileage. And the political-strategic conditionsthat are generally held responsible for the rise of
democracy tend to produce electoral rather than liberal democracy.

The crucial building bloc of our analysisis a taxonomy of political regimes, based on a
tripartite division of rights: property rights, political rights, and civil rights. We have argued that
these rights operate across two fundamental types of cleavage in society: an elite/non-elite
cleavage that islargely economic or class-based, and a majority/ minority cleavage that typically
revolves around the politics of identity. Property rights are important to the elite; political
rightsempower the majority; and civil rights protect the minority. Liberal democracy requires
all three sets of rights, while the bargains that produce electoral democracy generate only the
first two.
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Democratic transitionsrely on the resolution of conflict between the elite and the
masses. Our central message isthat in the presence of additional cleavages —identity cleavages
in particular —this resolution doeslittle, in general, to promote liberal politics. The stars must
be aligned just right for liberal democracy to emerge. The rarity of liberal democracy is not
surprising.
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Figure 1: Numbers of democracies and non-democracies since 1800

Note: Data are from Polity IV (http://www.systemicpeace.org/inscrdata.html). “Democracies’ are

countriesthat receive a score of 7 or higher in the Polity’s democ indicator (which takes values between

0 and 10), while “non-democracies’ are countries with a score below 7.
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Table 1: Ataxonomy of political regimes
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Table 2: Payoffsin equilibria where property rights are protected
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