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AN ECONOMIC THEORY OF POLITICAL 
ACTION IN A DEMOCRACY' 

ANTHONY DOWNS 

Chicago, Illinois 

I 

IN SPITE of the tremendous impor- 
tance of government decisions in 
every phase of economic life, eco- 

nomic theorists have never success- 
fully integrated government with pri- 
vate decision-makers in a single gen- 
eral equilibrium theory. Instead they 
have treated government action as an 
exogenous variable, determined by po- 
litical considerations that lie outside the 
purview of economics. This view is really 
a carry-over from the classical premise 
that the private sector is a self-regulating 
mechanism and that any government 
action beyond maintenance of law and 
order is "interference" with it rather 
than an intrinsic part of it.2 

However, in at least two fields of eco- 
nomic theory, the centrality of govern- 
ment action has forced economists to for- 
mulate rules that indicate how govern- 
ment "should" make decisions. Thus in 
the field of public finance, Hugh Dalton 
states: 

As a result of [the] operations of public 
finance, changes take place in the amount and 
in the nature of the wealth which is produced, 
and in the distribution of that wealth among 
individuals and classes. Are these changes in 
their aggregate effects socially advantageous? 
If so the operations are justified; if not, not. The 

1 The argument presented in this article will be 
developed further in my forthcoming book, An 
Economic Theory of Democracy, to be published by 
Harper & Bros. 

2 See Gerhard Colm, Essays in Public Finance 
and Fiscal Policy (New York: Oxford University 
Press, 1955), pp. 6-8. 

best system of public finance is that which se- 
cures the maximum social advantage from the 
operations which it conducts.3 

A similar attempt to differentiate the 
operations "proper" to government from 
those "proper" to private agents has 
been made by Harvey W. Peck, who 
writes: "If public operation of an enter- 
prise will produce a greater net social 
utility, the services rendered by this en- 
terprise should belong in the category of 
public goods."4 In addition, several wel- 
fare economists have posited general 
principles to guide government action in 
the economy. For example, Abba P. 
Lerner indirectly states such a rule when 
he says: "If it is desired to maximize the 
total satisfaction in a society, the ration- 
al procedure is to divide income on an 
equalitarian basis."5 

Admittedly, this list of examples is not 
very long, primarily because overt state- 
ments of a decision rule to guide govern- 
ment action are extremely rare in eco- 
nomic theory. However, it does not un- 
duly distort reality to state that most 
welfare economists and many public 
finance theorists implicitly assume that 
the "proper" function of government is 
to maximize social welfare. Insofar as 
they face the problem of government de- 

3The Principles of Public Finance (London: 
George Routledge & Sons, Ltd., 1932), pp. 9-10. 

4Taxation and Welfare (New York: Macmillan 
Co., 1925), pp. 30-36, as quoted in Harold M. 
Groves (ed.), Viewpoints in Public Finance (New 
York: Henry Holt & Co., 1948), p. 551. 

6 The Economics of Control (New York: Mac- 
millan Co., 1944), p. 32. 
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cision-making at all, they nearly all sub- 
scribe to some approximation of this nor- 
mative rule. 

The use of this rule has led to two ma- 
jor difficulties. First, it is not clear what 
is meant by "social welfare," nor is there 
any agreement about how to "maximize" 
it. In fact, a long controversy about the 
nature of social welfare in the "new wel- 
fare economics" led to Kenneth Arrow's 
conclusion that no rational method of 
maximizing social welfare can possibly 
be found unless strong restrictions are 
placed on the preference orderings of the 
individuals in society.6 

The complexities of this problem have 
diverted attention from the second diffi- 
culty raised by the view that govern- 
ment's function is to maximize social 
welfare. Even if social welfare could be 
defined, and methods of maximizing it 
could be agreed upon, what reason is 
there to believe that the men who run the 
government would be motivated to 
maximize it? To state that they "should" 
do so does not mean that they will. As 
Schumpeter, one of the few economists 
who have faced this problem, has pointed 
out: 

It does not follow that the social meaning 
of a type of activity will necessarily provide 
the motive power, hence the explanation of the 
latter. If it does not, a theory that contents 
itself with an analysis of the social end or 
need to be served cannot be accepted as an 
adequate account of the activities that serve it.7 

Schumpeter here illuminates a crucial 
objection to most attempts to deal with 
government in economic theory: they do 
not really treat the government as part 
of the division of labor. Every agent in 
the division of labor has both a private 
motive and a social function. For ex- 

6 Social Choice and Individual Values (New 
York: John Wiley & Sons, 1951). 

7Joseph A. Schumpeter, Capitalism, Socialism, 
and Democracy (New York: Harper & Bros., 1950), 
p. 282. 

ample, the social function of a coal-miner 
is removing coal from the ground, since 
this activity provides utility for others. 
But he is motivated to carry out this 
function by his desire to earn income, not 
by any desire to benefit others. Similarly, 
every other agent in the division of labor 
carries out his social function primarily 
as a means of attaining his own private 
ends: the enjoyment of income, prestige, 
or power. Much of economic theory con- 
sists in essence of proving that men thus 
pursuing their own ends may neverthe- 
less carry out their social functions with 
great efficiency, at least under certain 
conditions. 

In light of this reasoning, any attempt 
to construct a theory of government ac- 
tion without discussing the motives of 
those who run the government must be 
regarded as inconsistent with the main 
body of economic analysis. Every such 
attempt fails to face the fact that govern- 
ments are concrete institutions run by 
men, because it deals with them on a 
purely normative level. As a result, these 
attempts can never lead to an integration 
of government with other decision-mak- 
ers in a general equilibrium theory. Such 
integration demands a positive approach 
that explains how the governors are led 
to act by their own selfish motives. In the 
following sections, I present a model of 
government decision-making based on 
this approach. 

II 

In building this model, I shall use the 
following definitions: 
1. Government is that agency in the division of 

labor which has the power to coerce all 
other agents in society; it is the locus of 
"ultimate" power in a given area.8 

8 This definition is taken from Robert A. Dahl 
and Charles E. Lindblom, Politics, Economics, and 
Welfare (New York: Harper & Bros., 1953), p. 42. 
However, throughout most of my analysis the word 
''government" refers to the governing party rather 
than the institution as here defined. 
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2. A democracy is a political system that ex- 
hibits the following characteristics: 
a) Two or more parties compete in periodic 

elections for control of the governing 
apparatus. 

b) The party (or coalition of parties) win- 
ning a majority of votes gains control 
of the governing apparatus until the 
next election. 

c) Losing parties never attempt to prevent 
the winners from taking office, nor do 
winners use the powers of office to vitiate 
the ability of losers to compete in the 
next election. 

d) All sane, law-abiding adults who are 
governed are citizens, and every citizen 
has one and only one vote in each election. 

Though these definitions are both some- 
what ambiguous, they will suffice for 
present purposes. 

Next I set forth the following axioms: 

1. Each political party is a team of men who 
seek office solely in order to enjoy the in- 
come, prestige, and power that go with 
running the governing apparatus.9 

2. The winning party (or coalition) has com- 
plete control over the government's actions 
until the next election. There are no votes 
of confidence between elections either by a 
legislature or by the electorate, so the 
governing party cannot be ousted before 
the next election. Nor are any of its orders 
resisted or sabotaged by an intransigent 
bureaucracy. 

3. Government's economic powers are un- 
limited. It can nationalize everything, 
hand everything over to private interests, 
or strike any balance between these ex- 
tremes. 

4. The only limit on government's powers is 
that the incumbent party cannot in any 
way restrict the political freedom of opposi- 

A "team" is a coalition whose members have 
identical goals. A "coalition" is a group of men who 
co-operate to achieve some common end. These 
definitions are taken from Jacob Marschak, 
"Towards an Economic Theory of Organization 
and Information," in Decision Processes, ed. R. M. 
Thrall, C. H. Coombs, and R. L. Davis (New York: 
John Wiley & Sons, 1954), pp. 188-89. I use "team" 
instead of "coalition" in my definition to eliminate 
intraparty power struggles from consideration, 
though in Marschak's terms parties are really 
coalitions, not teams. 

tion parties or of individual citizens, unless 
they seek to overthrow it by force. 

5. Every agent in the model-whether an 
individual, a party or a private coalition- 
behaves rationally at all times; that is, it 
proceeds toward its goals with a minimal 
use of scarce resources and undertakes only 
those actions for which marginal return ex- 
ceeds marginal cost.10 

From these definitions and axioms 
springs my central hypothesis: political 
parties in a democracy formulate policy 
strictly as a means of gaining votes. They 
do not seek to gain office in order to carry 
out certain preconceived policies or to 
serve any particular interest groups; 
rather they formulate policies and serve 
interest groups in order to gain office. 
Thus their social function-which is to 
formulate and carry out policies when in 
power as the government-is accom- 
plished as a by-product of their private 
motive --which is to attain the income, 
power, and prestige of being in office. 

This hypothesis implies that, in a de- 
mocracy, the government always acts so 
as to maximize the number of votes it 
will receive. In effect, it is an entrepre- 
neur selling policies for votes instead of 
products for money. Furthermore, it 
must compete for votes with other par- 
ties, just as two or more oligopolists com- 
pete for sales in a market. Whether or 
not such a government maximizes social 
welfare (assuming this process can be de- 
fined) depends upon how the competitive 
struggle for power influences its behav- 
ior. We cannot assume a priori that this 
behavior is socially optimal any more 
than we can assume a priori that a given 
firm produces the socially optimal out- 
put. 

10 The term "rational" in this article is synony- 
mous with "efficient." This economic definition 
must not be confused with the logical definition 
(i.e., pertaining to logical propositions) or the psy- 
chological definition (i.e., calculating or unemo- 
tional). 
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I shall examine the nature of govern- 
ment decision-making in two contexts: 
(1) in a world in which there is perfect 
knowledge and information is costless 
and (2) in a world in which knowledge is 
imperfect and information is costly. 

III 

The analysis of government decision- 
making in a perfectly-informed world is 
intended only to highlight the basic rela- 
tionship between a democratic govern- 
ment and its citizens. This relationship 
can be stated in the following set of 
propositions: 
1. The actions of the government arc a func- 

tion of the way it expects voters to vote and 
of the strategies of its opposition. 

2. The government expects voters to vote 
according to (a) changes in their utility 
incomes from government activity and (b) 
the strategies of opposition parties. 

3. Voters actually vote according to (a) 
changes in their utility incomes from gov- 
ernment activity and (b) the alternatives 
offered by the opposition." 

4. Voters' utility incomes from government 
activity depend on the actions taken by 
government during the election period. 

5. The strategies of opposition parties depend 
on their views of the voters' utility incomes 
from government activity and on the actions 
taken by the government in power. 

These propositions actually form a set 
of five equations containing five un- 
knowns: expected votes, actual votes, 
opposition strategies, government ac- 
tions, and individual utility incomes from 
government activity. Thus the political 
structure of a democracy can be viewed 
in terms of a set of simultaneous equa- 
tions similar to those often used to ana- 
lyze an economic structure. 

1" In a perfectly informed world, voters always 
vote exactly the way government expects them to, 
so the relationships expressed in Nos. 2 and 3 are 
identical. But in an imperfectly informed world, the 
government does not always know what voters will 
do; hence Nos. 2 and 3 may differ. 

Because the citizens of our model de- 
mocracy are rational, each of them views 
elections strictly as means of selecting the 
government most beneficial to him. Each 
citizen estimates the utility income from 
government action he expects each 
party would provide him if it were in 
power in the forthcoming election period, 
that is, he first estimates the utility in- 
come Party A would provide him, then the 
income Party B would provide, and so on. 
He votes for whatever party he believes 
would provide him with the highest utili- 
ty income from government action. The 
primary factor influencing his estimate of 
each party's future performance is not its 
campaign promises about the future but 
its performance during the period just 
ending. Thus his voting decision is based 
on a comparison of the utility income he 
actually received during this period from 
the actions of the incumbent party and 
those he believes he would have received 
had each of the opposition parties been 
in power (I assume that each opposition 
party has taken a verbal stand on every 
issue dealt with concretely by the in- 
cumbents). This procedure allows him to 
found his decision on facts rather than on 
conjectures. Of course, since he is helping 
to choose a future government, he modi- 
fies his analysis of each party's past per- 
formance according to his estimate of 
probable changes in its behavior. Never- 
theless, the current record of the incum- 
bents remains the central item in his 
evaluation. 

The government also makes decisions 
rationally, but its behavior is not so easy 
to analyze, because it is engaged in politi- 
cal warfare with its opponents. Each par- 
ty resembles a player in an N-person 
game or an oligopolist engaged in cut- 
throat competition. However, the con- 
jectural variation problem is somewhat 
simplified, because the incumbent party 
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must always commit itself on each issue 
before the opposition parties do. Since it 
is in power, it must act whenever the oc- 
casion for a decision arises, if failure to 
respond is counted as a form of action. 
But the opposition, which is not respon- 
sible for the government, can wait until 
the pressure of events has forced the gov- 
erning party to commit itself. Thus oppo- 
sition parties have a strategic advantage 
-which incidentally makes the analysis 
of interparty warfare simpler than it 
would be if all parties revealed their 
strategies simultaneously. 

However, I shall not explore party 
strategies in a perfectly informed world, 
because nearly all the conclusions that 
could be drawn are inapplicable to the 
imperfectly informed world in which we 
are primarily interested. Only one point 
should be stressed: in a world where per- 
fect knowledge prevails, the government 
gives the preferences of each citizen ex- 
actly the same weight as those of every 
other citizen. This does not mean that its 
policies favor all citizens equally, since 
strategic considerations may lead it to 
ignore some citizens and to woo others 
ardently or to favor some with one poli- 
cy and others with another. But it never 
deliberately eschews the vote of Citizen 
A to gain that of Citizen B. Since each 
citizen has one and only one vote, it can- 
not gain by trading A's vote for B's, 
ceteris paribus. In short, the equality of 
franchise is successful as a device for dis- 
tributing political power equally among 
citizens. 

IV 
Lack of complete information on 

which to base decisions is a condition so 
basic to human life that it influences the 
structure of almost every social institu- 
tion. In politics especially, its effects are 
profound. For this reason, I devote the 

rest of my analysis to the impact of im- 
perfect knowledge upon political action 
in a democracy. 

In this model, imperfect knowledge 
means (1) that parties do not always 
know exactly what citizens want: (2) that 
citizens do not always know what the 
government or its opposition has done, is 
doing, or should be doing to serve their 
interests; and (3) that the information 
needed to overcome both types of igno- 
rance is costly-in other words, that 
scarce resources must be used to procure 
and assimilate it. Although these condi- 
tions have many effects upon the opera- 
tion of government in the model, I con- 
centrate on only three: persuasion, ide- 
ologies, and rational ignorance. 

V 

As long as we retain the assumption of 
perfect knowledge, no citizen can possi- 
bly influence another's vote. Each knows 
what would benefit him most, what the 
government is doing, and what other par- 
ties would do if they were in power. 
Therefore, the citizen's political taste 
structure, which I assume to be fixed, 
leads him directly to an unambiguous 
decision about how he should vote. If he 
remains rational, no persuasion can 
change his mind. 

But, as soon as ignorance appears, the 
clear path from taste structure to voting 
decision becomes obscured by lack of 
knowledge. Though some voters want a 
specific party to win because its policies 
are clearly the most beneficial to them, 
others are highly uncertain about which 
party they prefer. They are not sure just 
what is happening to them or what would 
happen to them if another party were in 
power. They need more facts to establish 
a clear preference. By providing these 
facts, persuaders can become effective. 

Persuaders are not interested per se in 
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helping people who are uncertain become 
less so; they want to produce a decision 
that aids their cause. Therefore, they 
provide only those facts which are favor- 
able to whatever group they are support- 
ing. Thus, even if we assume that no er- 
roneous or false data exist, some men are 
able to influence others by presenting 
them with a biased selection of facts. 

This possibility has several extraordi- 
narily important consequences for the 
operation of government. First, it means 
that some men are more important than 
others politically, because they can influ- 
ence more votes than they themselves 
cast. Since it takes scarce resources to 
provide information to hesitant citizens, 
men who command such resources are 
able to wield more than proportional po- 
litical influence, ceteris Paribus. The gov- 
ernment, being rational, cannot overlook 
this fact in designing policy. As a result, 
equality of franchise no longer assures 
net equality of influence over govern- 
ment action. In fact, it is irrational for a 
democratic government to treat its citi- 
zens with equal deference in a world in 
which knowledge is imperfect. 

Second, the government is itself ig- 
norant of what its citizens want it to do. 
Therefore it must send out representa- 
tives (1) to sound out the electorate and 
discover their desires and (2) to persuade 
them it should be re-elected. In other 
words, lack of information converts dem- 
ocratic government into representative 
government, because it forces the central 
planning board of the governing party to 
rely upon agents scattered throughout 
the electorate. Such reliance amounts to 
a decentralization of government power 
from the planning board to the agents.'2 
The central board continues to decen- 

12Decentralization may be geographical or by 
social groups, depending upon the way society is 
divided into homogeneous parts. 

tralize its power until the marginal vote- 
gain from greater conformity to popular 
desires is equal to the marginal vote-loss 
caused by reduced ability to co-ordinate 
its actions. 

This reasoning implies that a demo- 
cratic government in a rational world 
will always be run on a quasi-representa- 
tive, quasi-decentralized basis, no matter 
what its formal constitutional structure, 
as long as communication between the 
voters and the governors is less than per- 
fect. Another powerful force working in 
the same direction is the division of la- 
bor. To be efficient, a nation must devel- 
op specialists in discovering, transmit- 
ting, and analyzing popular opinion, just 
as it develops specialists in everything 
else. These specialists are the representa- 
tives. They exercise more power, and the 
central planning board exercises less, the 
less efficient are communication facilities 
in society. 

The third consequence of imperfect 
knowledge and the resulting need for per- 
suasion is really a combination of the first 
two. Because some voters can be influ- 
enced, specialists in influencing them 
appear. And, because government needs 
intermediaries between it and the people, 
some of these influencers pose as "repre- 
sentatives" of the citizenry. On one hand, 
they attempt to convince the govern- 
ment that the policies they stand for- 
which are of direct benefit to themselves 
-are both good for and desired by a 
large portion of the electorate. On the 
other hand, they try to convince the 
electorate that these policies are in fact 
desirable. Thus one of their methods of 
getting government to believe that pub- 
lic opinion supports them is to create fa- 
vorable opinion through persuasion. 
Though a rational government will dis- 
count their claims, it cannot ignore them 
altogether. It must give the influencers 
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more than proportional weight in form- 
ing policy, because they may have suc- 
ceeded in creating favorable opinions in 
the silent mass of voters and because 
their vociferousness indicates a high in- 
tensity of desire. Clearly, people with an 
intense interest in some policy are more 
likely to base their votes upon it alone 
than are those who count it as just an- 
other issue; hence government must pay 
more attention to the former than the 
latter. To do otherwise would be ir- 
rational. 

Finally, imperfect knowledge makes 
the governing party susceptible to brib- 
ery. In order to persuade voters that its 
policies are good for them, it needs scarce 
resources, such as television time, money 
for propaganda, and pay for precinct 
captains. One way to get such resources 
is to sell policy favors to those who can 
pay for them, either by campaign contri- 
butions, favorable editorial policies, or 
direct influence over others. Such favor 
buyers need not even pose as representa- 
tives of the people. They merely ex- 
change their political help for policy 
favors a transaction eminently rational 
for both themselves and the government. 

Essentially, inequality of political in- 
fluence is a necessary result of imperfect 
information, given an unequal distribu- 
tion of wealth and income in society. 
When knowledge is imperfect, effective 
political action requires the use of eco- 
nomic resources to meet the cost of infor- 
mation. Therefore, those who command 
such resources are able to swing more 
than their proportional weight political- 
ly. This outcome is not the result of ir- 
rationality or dishonesty. On the con- 
trary, lobbying in a democracy is a highly 
rational response to the lack of perfect 
information, as is government's submis- 
sion to the demands of lobbyists. To sup- 
pose otherwise is to ignore the existence 

of information costs -that is, to theorize 
about a mythical world instead of the 
real one. Imperfect knowledge allows the 
unequal distributions of income, posi- 
tion, and influence-which are all in- 
evitable in any economy marked by an 
extensive division of labor-to share 
sovereignty in a realm where only the 
equal distribution of votes is supposed to 
reign. 

VI 

Since the parties in this model have no 
interest per se in creating any particular 
type of society, the universal prevalence 
of ideologies in democratic politics ap- 
pears to contradict my hypothesis. But 
this appearance is false. In fact, not only 
the existence of ideologies, but also many 
of their particular characteristics, may be 
deduced from the premise that parties 
seek office solely for the income, power, 
and prestige that accompany it." Again, 
imperfect knowledge is the key factor. 

In a complex society the cost in time 
alone of comparing all the ways in which 
the policies of competing parties differ is 
staggering. Furthermore, citizens do not 
always have enough information to ap- 
praise the differences of which they are 
aware. Nor do they know in advance 
what problems the government is likely 
to face in the coming election period. 

Under these conditions many a voter 
finds party ideologies useful because they 
remove the necessity for relating every 
issue to his own conception of "the good 
society." Ideologies help him focus at- 
tention on the differences between par- 
ties; therefore, they can be used as sam- 
ples of all the differentiating stands. 
Furthermore, if the voter discovers a cor- 
relation between each party's ideology 

13 I define "ideologies" as verbal images of "the 
good society" and of the chief policies to be used in 
creating it. 
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and its policies, he can rationally vote by 
comparing ideologies rather than policies. 
In both cases he can drastically reduce 
his outlay on political information by in- 
forming himself only about ideologies in- 
stead of about a wide range of issues. 

Thus lack of information creates a de- 
mand for ideologies in the electorate. 
Since political parties are eager to seize 
any method of gaining votes available to 
them, they respond by creating a supply. 
Each party invents an ideology in order 
to attract the votes of those citizens who 
wish to cut costs by voting ideologi- 
cally."4 

This reasoning does not mean that 
parties can change ideologies as though 
they were disguises, putting on whatever 
costume suits the situation. Once a party 
has placed its ideology "on the market," 
it cannot suddenly abandon or radically 
alter that ideology without convincing 
the voters that it is unreliable. Since vot- 
ers are rational, they refuse to support 
unreliable parties; hence no party can 
afford to acquire a reputation for dis- 
honesty. Furthermore, there must be 
some persistent correlation between each 
party's ideology and its subsequent ac- 
tions; otherwise voters will eventually 
eschew ideological voting as irrational. 
Finally, parties cannot adopt identical 
ideologies, because they must create 
enough product differentiation to make 
their output distinguishable from that of 
their rivals, so as to entice voters to the 
polls. However, just as in the product 
market, any markedly successful ideolo- 
gy is soon imnitated, and differentiation 
takes place on more subtle levels. 

4In reality, party ideologies probably stem 
originally from the interests of those persons who 
found each party. But, once a political party is 
created, it takes on an existence of its own and 
eventually becomes relatively independent of any 
particular interest group. When such autonomy 
prevails, my analysis of ideologies is fully applicable. 

Analysis of political ideologies can be 
carried even further by means of a spa- 
tial analogy for political action. To con- 
struct this analogy, I borrow and elabo- 
rate upon an apparatus first used by 
Harold Hotelling in his famous article 
"Stability in Competition."'5 My version 
of Hotelling's spatial market consists of 
a linear scale running from zero to one 
hundred in the usual left-to-right fash- 
ion. To render it politically meaningful, 
I make the following assumptions: 
1. The political parties in any society can be 

ordered from left to right in a manner agreed 
upon by all voters. 

2. Each voter's preferences are single-peaked at 
some point on the scale and slope monotoni- 
cally downward on either side of the peak 
(unless it lies at one extreme of the scale). 

3. The frequency distribution of voters along 
the scale is variable from society to society 
but fixed in any one society.'6 

4. Once placed on the political scale, a party 
can move ideologically either to the left or 
to the right up to but not beyond the nearest 
party toward which it is moving."7 

5. In a two-party system, if either party moves 
away from the extreme nearest it toward the 
other party, extremist voters at its end of 
the scale may abstain because they see no 
significant difference between the choices 
offered them."' 

Under these conditions Hotelling's 
conclusion that the parties in a two-party 
system inevitably converge on the center 
does not necessarily hold true. If voters 

16 Economic Journal, XXXIX (1929), 41-57. 
16 Actually, this distribution may vary in any 

one society even in the short run, but I assume it to 
be fixed in order to avoid discussing the complex 
of historical, sociological, psychological, and other 
factors which cause it to change. 

17 It cannot go beyond the adjacent parties, be- 
cause such "leaping" would indicate ideological un- 
reliability and would cause its rejection by the 
electorate. 

18 This is equivalent to assuming elastic demand 
along the scale, as Smithies did in his elaboration of 
the Hotelling model (see Arthur Smithies, "Opti- 
mum Location in Spatial Competition," Journal of 
Political Economy, XLIX [19411, 423-39). 
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are distributed along the scale as shown 
in Figure 1, then Hotelling is right. As- 
suming that Party A starts at position 25 
and Party B at 75, both move toward 50, 
since each can gain more votes in the 
center than it loses at the extremes be- 
cause of abstention. But, if the distribu- 
tion is like that shown in Figure 2, the 
two parties diverge toward the ex- 
tremes rather than converge on the cen- 
ter. Each gains more votes by moving to- 
ward a radical position than it loses in the 
center. 

This reasoning implies that stable gov- 
ernment in a two-party democracy re- 
quires a distribution of voters roughly 
approximating a normal curve. When 
such a distribution exists, the two parties 
come to resemble each other closely. 
Thus, when one replaces the other in of- 
fice, no drastic policy changes occur, and 
most voters are located relatively close 
to the incumbent's position no matter 
which party is in power. But when the 
electorate is polarized, as in Figure 2, a 
change in parties causes a radical altera- 
tion in policy. And, regardless of which 
party is in office, half the electorate al- 
ways feels that the other half is imposing 
policies upon it that are strongly repug- 
nant to it. In this situation, if one party 
keeps getting re-elected, the disgruntled 
supporters of the other partywill probably 
revolt; whereas if the two parties alter- 
nate in office, social chaos occurs, because 
government policy keeps changing from 
one extreme to the other. Thus democra- 
cy does not lead to effective, stable gov- 
ernment when the electorate is polarized. 
Either the distribution must change or 
democracy will be replaced by tyranny in 
which one extreme imposes its will upon 
the other. 

Hotelling's original model was limited 
to the two-firm (or two-party) case, be- 
cause, when three firms existed, the two 

outside ones converged on the middle 
one, which then leaped to the outside to 
avoid strangulation. Since this process 
repeated itself endlessly, no stable equi- 
librium emerged. But, in my model, such 
leaping is impossible, because each party 
has to maintain continuity in its ideolo- 
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gy. Hence this model can be applied to 
multiparty systems without resulting in 
disequilibrium. 

Multiparty systems are most likely to 
exist when the distribution of voters is 
multimodal, as shown in Figure 3. A sep- 
arate party forms at each mode, and 
each party is motivated to stay at its 
mode and to differentiate itself as com- 
pletely as possible from its neighbors. If 
it moves to the left so as to gain votes, it 
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loses just as many votes to the party on 
its right (or loses them because of ab- 
stention if it is an extremist party at the 
right end of the scale), and vice versa. 
Thus its optimal course is to stay where 
it is and keep other parties from ap- 
proaching it. In a multiparty system, 
therefore, we find conditions exactly op- 
posite to those in a viable two-party sys- 
tem. Whereas in the former each party 
links itself to a definite ideological posi- 
tion and stresses its differences from 
other parties, in the latter both parties 
move toward the political center so as to 
resemble each other as closely as pos- 
sible. 

This conclusion implies that voters in 
multiparty systems have a wider range 
of choice than voters in two-party sys- 
tems and that each choice in this range is 
more definitely linked to some ideological 
position. Thus it appears that the elec- 
torate exercises a more significant func- 
tion in a multiparty system than in a 
two-party system, because only in the 
former does it make much difference 
which party gets elected. 

However, appearances are deceiving in 
politics, because in fact the government 
in a multiparty system is likely to have 
a less definite, less coherent, and less in- 
tegrated program than the government 
in a two-party system. This paradoxical 
outcome arises from the necessity in most 
multiparty systems of forming coalition 
governments. Since voters are scattered 
among several modes, only rarely does 
one party obtain the support of a majori- 
ty of those voting. Yet, in most democra- 
cies, the government cannot function 
without at least the indirect support of a 
majority of voters. Even in systems in 
which the legislature selects the govern- 
ment, a majority of its members must 
support the coalition chosen to govern 
before the coalition can take office. If we 
assume that representation in the legis- 

nature is "fair" --that each member rep- 
resents the same number of citizens--- 
then even a coalition government must 
receive the indirect support of a majority 
in order to govern. 

Such support can be maintained only 
if the government implements at least 
some policies that appeal to-are ideo- 
logically near-each cluster of voters 
whose support it needs. If a majority of 
voters are massed in one relatively nar- 
row band on the left-right scale, then the 
government can choose all its policies 
from within this band. Hence its policies 
will form a fairly cohesive set embodying 
the ideological viewpoint associated with 
that area of the scale. This outcome is 
typical of a two-party system. 

But in a multiparty system there are 
many modes scattered across the whole 
scale. Therefore, in order to appeal to a 
majority of voters, the government must 
be a coalition of parties and must include 
in its policy-set some policies espoused by 
each party in the coalition. In this man- 
ner it "pays off" voters at each cluster in 
return for their support. However, the 
result is that its program contains policies 
reflecting a wide variety of ideological 
viewpoints, so that no real cohesion or 
integration about any one Weltanschau- 
ung is possible. This outcome necessarily 
occurs whenever the distribution of vot- 
ers along the scale is so scattered that 
only a very wide band can encompass a 
majority. 

Consequently, a multiparty system 
offers voters an ostensible choice between 
definite, well-integrated policy-sets in 
each election, but only rarely does one of 
these sets actually govern. Usually a 
coalition governs, and its policies are 
likely to be less definite and less well in- 
tegrated than those of the government in 
a two-party system. This is true even 
though voters in the latter are offered 
only two relatively unintegrated alter- 
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natives which closely resemble each 
other. No wonder politics often seems 
confusing. 

Whether a political system has two or 
more parties depends on the distribution 
of voters along the scale and on the elec- 
toral rules governing the system. To 
demonstrate this dual dependence, I use 
the concept of "political equilibrium." A 
state of political equilibrium exists when 
no new parties can successfully be formed 
and when no existing party is motivated 
to move away from its present position. 

The limit to the number of new parties 
that can be formed successfully springs 
from my definition of success as ability 
to gain the income, power, and prestige 
that go with office; that is, as ability to 
get elected. If the constitution calls for 
the election of a legislature by propor- 
tional representation and the subsequent 
formation of a government by the legis- 
lature, then many parties can be formed, 
because any given party can get at least 
some of its members elected by winning 
the support of only a small proportion of 
the citizens. Once elected, these members 
have a chance to share in the fruits of 
office by joining a coalition government. 
Hence it follows from my hypothesis 
about party motivation that many par- 
ties are likely to exist in a proportional 
representation system. Their number is 
limited only by the number of seats in 
the legislature and by the necessity of 
formulating ideologies sufficiently differ- 
ent from those of existing parties to at- 
tract votes away from them.'9 New par- 
ties continue to form until the distribu- 
tion of voters is "saturated" -until there 
is not enough ideological "room" be- 
tween existing parties to support others 
significantly different from them. 

In an electoral system in which a 
19 The number of sufficiently different parties as 

system can support depends upon the shape of the 
distribution of voters along the scale. 

plurality is necessary for victory, the 
limit on successful party formation is 
much more stringent. Since the only way 
to insure a plurality against all opponents 
is to win a majority of votes, small par- 
ties tend to combine until two giants are 
left, each of which has a reasonable 
chance of capturing a majority in any 
given election. Where these two parties 
are located on the ideological scale de- 
pends upon the distribution of voters, as 
explained before. 

Actually, the policy position and sta- 
bility of the government in a democracy 
are relatively independent of the number 
of parties; they follow primarily from the 
nature of the distribution of voters along 
the left-right scale.20 If a majority of vot- 
ers are massed within a narrow range of 
that scale, democratic government is 
likely to be stable and effective, no mat- 
ter how many parties exist. As noted 
earlier, the government can formulate a 
policy-set which appeals to a majority of 
voters and yet does not contain policies 
embodying widely disparate points of 
view. But, if the government can win the 
support of a majority only by adopting a 
scattering of policies chosen from a broad 
range of viewpoints, these policies tend 
to cancel each other out, and the govern- 
ment's net ability to solve social prob- 
lems is low. Thus the distribution of 
voters -which is itself a variable in the 
long run -determines whether or not 
democracy leads to effective government. 

VIJ 
When information is costly, no deci- 

sion-maker can afford to know every- 
thing that might possibly bear on his de- 
cision before he makes it. He must select 

20 However, because the preferences of rising 
generations are influenced by the alternatives 
offered them, the number of parties is one of the 
factors that determine the shape of the distribution 
of voters. 
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only a few data from the vast supply in 
existence and base his decision solely 
upon them. This is true even if he can 
procure data without paying for them, 
since merely assimilating them requires 
time and is therefore costly. 

The amount of information it is ration- 
al for a decision-maker to acquire is de- 
term-ined by the following economic 
axiom: It is always rational to perform 
any act if its marginal return is larger 
than its marginal cost. The marginal cost 
of a "bit" of information is the return 
foregone by devoting scarce resources- 
particularly time-to getting and using 
it. The marginal return from a "bit" is 
the increase in utility income received 
because the information enabled the de- 
cision-maker to improve his decision. In 
an imperfectly informed world, neither 
the precise cost nor the precise return is 
usually known in advance; but decision- 
makers can nevertheless employ the rule 
just stated by looking at expected costs 
and expected returns. 

This reasoning is as applicable to poli- 
tics as it is to economics. Insofar as the 
average citizen is concerned, there are 
two political decisions that require in- 
formation. The first is deciding which 
party to vote for; the second is deciding 
on what policies to exercise direct influ- 
ence on government policy formation 
(that is, how to lobby). Let us examine 
the voting decision first. 

Before we do so, it is necessary to rec- 
ognize that in every society a stream of 
"free" information is continuously dis- 
seminated to all citizens. Though such 
"free" data take time to assimilate, this 
time is not directly chargeable to any 
particular type of decision-making, since 
it is a necessary cost of living in society. 
For example, conversation with business 
associates, small talk with friends, read- 
ing the newspaper in a barber shop, and 

listening to the radio while driving to 
work are all sources of information which 
the average man encounters without any 
particular effort to do so. Therefore, we 
may consider them part of the "free" in- 
formation stream and exclude them from 
the problem of how much information a 
decision-maker should obtain specifically 
to improve his decisions. 

The marginal return on information 
acquired for voting purposes is measured 
by the expected gain from voting "cor- 
rectly" instead of "incorrectly." In other 
words, it is the gain in utility a voter be- 
lieves he will receive if he supports the 
party which would really provide him 
with the highest utility income instead of 
supporting some other party. However, 
unless his vote actually decides the elec- 
tion, it does not cause the "right" party 
to be elected instead of a "wrong" party; 
whether or not the "right" party wins 
does not depend on how he votes. There- 
fore, voting "correctly" produces no gain 
in utility whatsoever; he might as well 
have voted "incorrectly." 

This situation results from the insig- 
nificance of any one voter in a large elec- 
torate. Since the cost of voting is very 
low, hundreds, thousands, or even mil- 
lions of citizens can afford to vote. There- 
fore, the probability that any one citi- 
zen's vote will be decisive is very small 
indeed. It is not zero, and it can even be 
significant if he thinks the election will be 
very close; but, under most circum- 
stances, it is so negligible that it renders 
the return from voting "correctly" in- 
finitesimal. This is true no matter how 
tremendous a loss in utility income the 
voter would experience if the "wrong" 
party were elected. And if that loss- is it- 
self small-as it may be when parties re- 
semble each other closely or in local elec- 
tions-then the incentive to become well 
informed is practically nonexistent. 
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Therefore, we reach the startling con- 
clusion that it is irrational for most citi- 
zens to acquire political information for 
purposes of voting. As long as each per- 
son considers the behavior of others as 
given, it is simply not worthwhile for him 
to acquire information so as to vote "cor- 
rectly" himself. The probability that his 
vote will determine which party governs 
is so low that even a trivial cost of pro- 
curing information outweighs its return. 
Hence ignorance of politics is not a result 
of unpatriotic apathy; rather it is a high- 
ly rational response to the facts of politi- 
cal life in a large democracy. 

This conclusion does not mean that 
every citizen who is well informed about 
politics is irrational. A rational man can 
become well informed for four reasons: 
(1) he may enjoy being well informed for 
its own sake, so that information as such 
provides him with utility; (2) he may be- 
lieve the election is going to be so close 
that the probability of his casting the de- 
cisive vote is relatively high; (3) he may 
need information to influence the votes 
of others so that he can alter the outcome 
of the election or persuade government 
to assign his preferences more weight 
than those of others; or (4) he may need 
information to influence the formation of 
government policy as a lobbyist. Never- 
the less, since the odds are that no elec- 
tion will be close enough to render deci- 
sive the vote ox any one person, or the 
votes of all those he can persuade to 
agree with him, the rational course of 
action for most citizens is to remain 
politically uninformed. Insofar as voting 
is concerned, any attempt to acquire in- 
formation beyond that furnished by the 
stream of "free" data is for them a sheer 
waste of resources. 

The disparity between this conclusion 
and the traditional conception of good 
citizenship in a democracy is indeed 

striking. I-ow can we explain it? The an- 
swer is that the benefits which a majority 
of citizens would derive from living in a 
society with a well-informed electorate 
are indivisible in nature. When most 
members of the electorate know what 
policies best serve their interests, the 
government is forced to follow those poli- 
cies in order to avoid defeat (assuming 
that there is a consensus among the in- 
formed). This explains why the propo- 
nents of democracy think citizens should 
be well informed. But the benefits of 
these policies accrue to each member of 
the majority they serve, regardless of 
whether he has helped bring them about. 
In other words, the individual receives 
these benefits whether or not he is well 
informed, so long as most people are well 
informed and his interests are similar to 
those of the majority. On the other hand, 
when no one else is well informed, he can- 
not produce these benefits by becoming 
well informed himself, since a collective 
effort is necessary to achieve them. 

Thus, when benefits are indivisible, 
each individual is always motivated to 
evade his share of the cost of producing 
them. If he assumes that the behavior of 
others is given, whether or not he re- 
ceives any benefits does not depend on 
his own efforts. But the cost he pays does 
depend on his efforts; hence the most ra- 
tional course for him is to minimize that 
cost-in this case, to remain politically 
ignorant. Since every individual reasons 
in the same way, no one bears any costs, 
and no benefits are produced. 

The usual way of escaping this dilem- 
ma is foi all individuals to agree to be 
coerced by a central agency. Then each 
is forced to pay his share of the costs, but 
he knows all others are likewise forced to 
pay. Thus everyone is better off than he 
would be if no costs were borne, because 
everyone receives benefits which (I 
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here assume) more than offset his share 
of the costs. This is a basic rationale for 
using coercion to collect revenues for na- 
tional defense and for many other gov- 
ernment operations that yield indivisible 
benefits 

But this solution is not feasible in the 
case of political information. The govern- 
ment cannot coerce everyone to be well 
informed, because "well-informedness" is 
hard to measure, because there is no 
agreed-upon rule for deciding how much 
information of what kinds each citizen 
"should" have, and because the resulting 
interference in personal affairs would 
cause a loss of utility that would proba- 
bly outweigh the gains to be had from a 
well-informed electorate. The most any 
democratic government has done to 
remedy this situation is to compel young 
people in schools to take courses in 
civics, government, and history. 

Consequently, it is rational for every 
individual to minimize his investment in 
political information, in spite of the fact 
that most citizens might benefit substan- 
tially if the whole electorate were well 
informed. As a result, democratic politi- 
cal systems are bound to operate at less 
than maximum efficiency. Government 
does not serve the interests of the majori- 
ty as well as it would if they were well 
informed, but they never become well 
informed. It is collectively rational, but 
individually irrational, for them to do so; 
and, in the absence of any mechanism to 
insure collective action, individual ra- 
tionality prevails. 

VIII 
When we apply the economic concept 

of rationality to the second political use 
of information, lobbying, the results are 

21 See Paul A. Samuelson, "The Pure Theory of 
Public Expenditures," Review of Economics and 
Statistics, XXXVI (November, 1954), 387-89. 

similarly incolnpatible with the tradi- 
tional view of democracy. In order to be 
an effective lobbyist, a citizen must per- 
suade the governing party that the poli- 
cies he wants either are already desired 
by a large number of other citizens or are 
sufficiently beneficial to the rest of the 
electorate so that it will, at worst, not 
resent the enactment of these policies. 
To be persuasive, the would-be lobbyist 
must be extremely well informed about 
each policy area in which he wishes to 
exert influence. He must be able to design 
a policy that benefits him more than any 
other would, to counter any arguments 
advanced by opposing lobbyists, and to 
formulate or recognize compromises ac- 
ceptable to him. Therefore, being a lob- 
byist requires much more information 
than voting, since even well-informed 
voters need only compare alternatives 
formulated by others. 

For this reason, the cost of acquiring 
enough information to lobby effectively 
is relatively high. A lobbyist must be an 
expert in the policy areas in which he 
tries to exert influence. Since few men can 
afford the time or money necessary to 
become expert in more than one or two 
policy areas (or to hire those already ex- 
pert), most citizens must specialize in a 
very few areas. Such behavior is rational 
even though policies in many areas affect 
them to some extent. Conversely, only a 
few specialists will actively exert pressure 
on the government in any one policy 
area. As a result, each need not heavily 
discount his own impact because of the 
large number of other persons influencing 
the decision, as he does in regard to vot- 
ing. On the contrary, for those few lobby- 
ists who specialize in any given area, the 
potential return from political informa- 
tion may be very high-precisely because 
they are so few. 

The men who can best afford to be- 



AN ECONOMIC THEORY OF POLITICAL ACTION IN A DEMOCRACY 149 

come lobbyists in any policy area are 
those whose incomes stem from that area. 
This is true because nearly every citizen 
derives all his income from one or two 
sources; hence any government policy 
affecting those sources is of vital interest 
to him. In contrast, each man spends his 
income in a great many policy areas, so 
that a change in any one of them is not 
too significant to him. Therefore, men 
are much more likely to exert direct influ- 
ence on government policy formation in 
their roles as producers than in their roles 
as consumers. In consequence, a demo- 
cratic government is usually biased in 
favor of producer interests and against 
consumer interests, even though the con- 
sumers of any given product usually out- 
number its producers. Tariff legislation 
provides a notorious example of this bias. 

It should be stressed that such sys- 
tematic exploitation of consumers by 
producers acting through government 
policy is not a result of foolish apathy on 
the part of consumers. In fact, just the 
opposite is true. Government's anticon- 
sumer bias occurs because consumers 
rationally seek to acquire only that infor- 
mation which provides a return larger 
than its cost. The saving a consumer 
could make by becoming informed about 
how government policy affects any one 
product he purchases simply does not 
recompense him for the cost of informing 
himself -particularly since his personal 
influence on government policy would 
probably be slight. Since this is true of 
almost every product he buys, he adopts 
a course of rational ignorance, thereby 
exposing himself to extensive exploita- 
tion. Yet it would be irrational for him 
to act otherwise. In other words, lobby- 
ing is effective in a democracy because all 
the agents concerned-the exploiters, the 
exploited, and the government-behave 
rationally. 

Ix 

Clearly, rational behavior in a democ- 
racy is not what most normative theorists 
assume it to be. Political theorists in par- 
ticular have often created models of how 
the citizens of a democracy ought to be- 
have without taking into account the 
economics of political action. Conse- 
quently, much of the evidence frequently 
cited to prove that democratic politics 
are dominated by irrational (non-logical) 
forces in fact demonstrates that citizens 
respond rationally (efficiently) to the 
exigencies of life in an imperfectly in- 
formed world.22 Apathy among citizens 
toward elections, ignorance of the issues, 
the tendency of parties in a two-party 
system to resemble each other, and the 
anticonsumer bias of government action 
can all be explained logically as efficient 
reactions to imperfect information in a 
large democracy. Any normative theory 
that regards them as signs of unintelli- 
gent behavior in politics has failed to 
face the fact that information is costly in 
the real world. Thus political theory has 
suffered because it has not taken into 
account certain economic realities. 

On the other hand, economic theory 
has suffered because it has not taken into 
account the political realities of govern- 

22In this sentence the word "irrational" is not 
the opposite of the word "rational," as the synonyms 
in parentheses show. Admittedly, such dual usage 
may cause confusion. However, I have employed 
the word "rational" instead of its synonym "effi- 
cient" throughout this article because I want to 
emphasize the fact that an intelligent citizen al- 
ways carries out any act whose marginal return 
exceeds its marginal cost. In contrast, he does not 
always make use of logical thinking, because, under 
some conditions, the marginal return from think- 
ing logically is smaller than its marginal cost. In 
other words, it is sometimes rational (efficient) to 
act irrationally (non-logically), in which case an 
intelligent man eschews rationality in the tradi- 
tional sense so as to achieve it in the economic 
sense. This is really what is meant by the sentence in 
the text to which this footnote is attached. 
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ment decision-making. Economists have 
been content to discuss government ac- 
tion as though governments were run by 
perfect altruists whose only motive was 
to maximize social welfare. As a result, 
economists have been unable to incorpo- 
rate government into the rest of econom- 
ic theory, which is based on the premise 
that all men act primarily out of self-in- 
terest. Furthermore, they have falsely 
concluded that government decision- 
making in all societies should follow iden- 
tical principles, because its goal is always 
the maximization of social welfare. If my 
hypothesis is true, the goal of govern- 
ment is attaining the income, power, and 
prestige that go with office. Since meth- 
ods of reaching this goal are vastly differ- 
ent in democratic, totalitarian, and aris- 
tocratic states, no single theory can be 
advanced to explain government deci- 
sion-making in all societies. Nor can any 

theory of government decision-making 
be divorced from politics. The way every 
government actually makes decisions de- 
pends upon the nature of the fundamen- 
tal power relation between the governors 
and the governed in its society; that is, 
upon the society's political constitution. 
Therefore, a different theory of political 
action must be formulated for each dif- 
ferent type of constitution. 

I conclude that a truly useful theory of 
government action in a democracy-or 
in any other type of society-must be 
both economic and political in nature. In 
this article I have attempted to outline 
such a theory. If nothing else, the at- 
tempt demonstrates how much econo- 
mists and political scientists must de- 
pend on each other to analyze govern- 
ment decision-making, which is the most 
important economic and political force in 
the world today. 
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