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MANY OBSERVERS have arguedthat the advancedindustrial countriesare
undergoinga crisis of democracy.In spiteof the expansionof democracy
worldwide (Huntington1991) andincreasedconfidencein this systemof
government,someof the establisheddemocraciesin EuropeandNorth
America are experiencingdeclinesin both civic participationand confi-
dencein the institutionsof government.In the United Statesa secular
trend of decliningconfidencecanbe found in poll data (Dalton 1999) as
well as in shiftsof voter turnout over time. In other countriestrendsin
confidenceas measuredin polling data are both morevaried andmore
difficult to establishbecauseof a lackof reliable time-seriesdata.

The mostconvincingandgeneralevidencefor a declinein voter confi-
dencecomesfrom the United States.’Dalton (1999) finds a largeand
statisticallysignificant declinein popularconfidencein the institutionsof
governmentin the United Statesbetween 1952 and 1994. Although
there is some recent evidencethat the decline may have stoppedand
perhapsevenreverseditself sincethe early I 990s,othersourcesconfirm
this finding. The 1996 Survey of American Political Culture indicated
that in 1966,4lpercentof the population had “a greatdeal of confi-
dence”in the presidency;this figure hadfallen to 23 percentin 1976and
13 percentin 1996. For Congressthe figures are 42 percentin 1966,
around 15 percentin the 1970s, andonly 5 percentin 1996. Only 32
percentof Americansnow have “a greatdeal” or “quite a lot” of confi-
dencein the federalgovernmentas a whole. Similarly, the Pew Research
Centerfor thc Peopleand the Press(1998) reportsthat “just 20 percent
of Americansare satisfiedwith the state of the nation and only 34 per-
cent basicallytrust the government.”

Surveyingdata from varioussources,Dalton (1999) found that confi—
dencein governmentin manyotheradvancedindustrialdemocraciesdis-
plays,if anything,a downwardtrend (seealso Introduction,this volume).
Outside of the United States, availablepoii data arc less directly con-
cernedwith confidenceper se, but ratherwith questionssuch as “Do

I Throughoutthis chapterwe will use the terms ‘oti-r saci~fisctionand p~iblicconfidenci

interchangeably
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politicianscare?” In all 14 OECD countriessurveyedexcepttheNether-
lands, the proportion of negativeanswersto this type of questionhas
risen over time, indicating, in Dalton’s words, that “there is clear evi-
denceof a generalerosionin supportfor politiciansandpolitical institu-
tions in most advancedindustrial democracies”(Dalton 1999, 63). The
most striking examplesof thesetrendsare Germanyand Britain, where
declinesin confidenceare both largeandsignificantstatistically.

Another clearexampleof decline in voter satisfactionis France,where
the numberof alternationsof powerbetweenpartiesof the left andright
hasrecentlyincreased:after 20 yearsof Gaullist andconservativerule in
the 1960sand 1970s,therehavebeenfive majorshifts in political orien-
tation since1981.Although alternationsof power are not in themselves
undesirablein a democracy,this increasein instability demonstratesthe
impatienceof voters,who are constantlysanctioningincumbents.This
changehascoincidedwith a declinein voter turnoutandagrowingper-
ception that no clearpolicy alternativesare being offered. Severalother
countries in Europeare experiencingsimilar situations.In Italy the col-
lapseof the so-calledFirst Republic was accompaniedby a decline in
citizens’ confidencein their government.It is probably too early, how-
ever, to establishanytrendsfor the SecondRepublic.

We can interpret these shifts as a sign that people in many OECD
countriesfeel lessand lessconfidentin their governments.Although the
dataneededto establishthis fact conclusivelyarehardto gather,agrow-
ing body of evidencesupportsthis conclusion.The declinein confidence
is probably largerfor the United Statesthan for other OECD countries,
for which the evidenceis more varied both acrosscountries and over
time. Both time-seriesand cross-countiyvariationsin thedeclineof con-
fidence in governmentmayallow the identification of someof its causes.
And as suggestedb Norris (1999), therearetwo different waysto assess
this trend: either the natureof public policy, public action,andgovern-
ment performancehas changedin sucha way that the declining confi-
dencerevealsa true “crisis of democracy,”or votersare becomingmore
mature,andtheir loss of confidencein governmentis a healthyexpres-
sion of amore critical electorate.

THE MEANING OF VOTER DISSATISFACTION

As notedabove,votersin many advancedindustrial democraciesexpress
increasingdisconteut abouttheir governments.Beforediscussingpossible
economicexplanationsfor this phenomenon,we addresstwo questions:
Can we formally define voter dissatisfactionand its changeover time?
When is the level of voter dissatisfaction“too low” or “too high”?



The Economicsof Civic Trust 151

Voter Satisfactionand theMedian Voter

Regardingthe first question,one can think of three different ways in
which citizens’ satisfactionmaydecrease.First, votersmayperceivepoli-
ticians to be less competentand/or morecorrupt than before. In other
words, governmentsare now perceivedas less able than in the past to
deliver the samesetof policies.Keepingvoterpreferencesand thecapac-
ity of the political systemto respondto thosepreferencesfixed, we can
equatethis with a declinein the quality of policy.

To illustrate the other two typesof voterdissatisfaction,it is useftil to
recall some simple notions of voting theory and rational choice. One of
the mostfamousresultsin social choicetheory is the “medianvoter theo-
rem” of Black (‘1956) and Downs (1957). According to this theorem,
under certain specific conditions, ma~oritarianvoting will lead to the
adoptionof the policy preferredby the medianvoter. In the contextof
generalelectionsthe median voter theoremholdswhen two candidates
(or parties)face eachotherand careonly aboutwinning; that is, theydo
not havepolicy preferencesof their own. Undertheseconditionsboth
partieswill adopt the medianvoterpolicy platform preferredby the me-
dian voter, andfull convergenceof platformsandpolicies ensues.

This result holds regardlessof the distribution of voters’ preferences.
Figure 7.1 illustratesthreedifferent preferencedistributions,all of which
share the samemedian. In all three cases,the equilibrium policy is the
same.In caseA the distributionis relatively tight aroundthe median. In
caseB thedistributionis much more spreadout. ComparingB with A, it
follows that on average,two randomlydrawn individuals from distribu-
tion B will be farther from themedianvoter, thusfarther from the chosen
policy. As a result, voter dissatisfactionwill he higher in caseB. Analo-
gousargumentsapply to caseC. Here the distribution is bimodal, but,
onceagain,relative to caseA, the mediandistanceof a randomlydrawn
individual from the medianvoter will be higher.

The point is that the secondcharacterizationof citizen satisfactioncan
be identified with mediandistancefrom the medianvoter (while keeping
fixed the position of the median voter).2 In casesB and C the “median
distancefrom the median” is higher than in caseA. As a result,people’s
preferencesare morespread out, and it is more costly for voters to agree
on a commonset of policiesandpool their resourcesto achievea given
objective.

2 Alesina, Baqir, and Easterl~’(1997a) formally develop a voting model tn which the

median distancefrom themedianvoter is a critical determinantof people’swillingness to
cooperatebe pooling resourcesneededto produceusefulpublic goons.
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Figure 7.1. Distributionsof Voter Preferencesover aSingle Policy Issue

This analysis has two implications. In the context of cross-country
comparisons,it suggestswhy the averagelevel of confidencein govern-
ment may be different in countrieswith different voter populations.In
more homogeneouscitizenries,which are closer to caseA, the level of
confidenceis highest.in countrieswith preferencesdistributedas in cases

A. Tight Distribution

B. Spread-OutDistribution

nedianvoter

medianvoter

C. Bimodal Distribution

voter
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B or C, the level of confidenceis lower. In this chapter,however,we are
moreconcernedwith a second,dynamicimplication.1f within a count~y,
the distributionof voterpreferencesevolvesover time from a casesimilar
to A towarda situationmorelike B or C, thenthe averagelevel of citizen
confidencewill decrease.Therearetwo reasonswhy the political equilib-
rium might move from caseA to caseB or C. First, the distributionof
voter preferencesmayhavechanged.Second,the issuesat the forefront
of the government’sagendamay havechanged,moving from those for
which the distribution of voterpreferencesis like caseA to other issues
for which the distributionis like caseB or C. Needlessto say, thesetwo
sourcesof changearenot mutually exclusiveandmaywell operatesimul-
taneously.In this chapterwe arguethat changesin the natureof govern-
ment intervention in the economymay indeedhavechangedthe public
preferencesfrom typeA distributionsto type B or C distributions.

The third way in which dissatisfactioncan increasehasto do with how
the political systemtranslatesthe preferencesof the medianvoter into
actualpolicy goals.ConsiderFigure 7.2,which reproducescaseA of Fig-
ure 7.1. For whateverreasonthe policy choice doesnot reflect the me-
dianvoter’s preference.Obviously,if the medianpolicy werefeasible,one
of the two candidateswould chooseit, win the election,and this case
would not emergeas an equilibrium.But if supra-nationalconstraints,for
example,renderedthe medianpolicy unfeasible,thenpolicy P of Figure
7.2 mayrepresentthe only possibleequilibrium. If this is the case,then
in moving from caseA in Figure 7.1 to Figure7.2, the median distance
from the policy choice increases,and the level of confidencein govern-
ment policiescorrespondinglydecreases.

In this case>too, one can think of two nonexclusivereasonswhy the
electoratemayperceivethepolitical outcometo be characterizedby Fig-
ure 7.2.First, within the setof feasiblepolicies,the policy choiceis differ-

medianvoter policyoutcome

Figure 7.2, Bias in the Transmissionof Voter Preferencesinto Political Choice
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cut from the onepreferredby the medianvoter. Secondis a problemof
perceptionandcomplexity of policy. In a world wheregovernmentsdo
more and more and the variousconstraintson policy imply a growing
complexityof governmentaction,votersmayfind it moreandmoredifficult
to perceiveadequatelythe relationshipbetweengovernmentpolicy choices
andthe electorate’sdesiredoutcomes.In otherwords,votersface greater
uncertaintyaboutwhethergovernmentpolicy really reflectstheir goals.

Finally, aword of cautionaboutthe model.The medianvoter result is
veiystylizedanddoesnot alwaysprovide a realisticcharacterizationofthe
complexitiesof multipartydemocracies.The pointhere,of course,is not
to developa realisticmodel ofmultipartydemocracies,or evenof a two-
parrypolitical system.We arewell awarethatthis taskwouldrequiremuch
more.3Thepointof usingthemedianvotermodelis simplyto characterize
differentwaysofexplainingthe declinein confidence.

Indeed,the basicimplication of our discussioncarriesoverbeyondthe
medianvoter model. Consider,for example,the caseof two partiesthat
haveideologiesandcareabouttheir policies.For instance,in Figure7.3
(whichreproducesthe preferencedistributionof caseA in Figure7.1),we
havetwo parties,“Left” and“Right,” with correspondingideal policies.
Undercertainrealisticconditionsthe two partieswill adoptpartially con-
vergentpolicies; namely, theywill convergetowardeachother, but not
completely.4If the distribution of voter preferencesbecomesmore po-
larized, the averagedistanceof a randomlydrawnvoterwill behigherfor

Figure7.3. Partially ConvergentPartyPlatforms

(In all figures, preferencesrefereto preferencesregardingfeasiblepolicy outcomes.)

3As a matteroffact, muchof thework of oneof theauthorsof this paperis verycritical
of themedianvoter theoremasan unrealisticcharacterizationof two-parry democracy.See
Alesina andRosenthal(1995)andAlesina, Roubini,andCohen(1997).

~Seechapter2 of Alesina and Rosenthal(1995)for a discussionof this type of model.

Left medianvoter Right
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givenparties’ ideal policies.The implication hereis that it may be unrea-
sonableto assumethat the two parties’policies will remain the sameif
the distributionof voters’ preferenceschanges,because,at leastup to a
point, party policies must reflect the electorate’sdistribution of ideal
policies.

This two-partymodel with polarizedpoliciescan be usedto makean-
other point that the stricter interpretation of the medianvoter model
doesnot encompass.Supposethat, for a given distributionof voterpref-
erences,say the caseof Figure 7.3, the policiesadvocatedby partiesbe-
comemorepolarized.A largerfraction of the voters,thosein the middle
of the political spectrum,will becomeincreasinglydissatisfiedwith the
two parties as they move away from the median.We argue below that
this phenomenonmay help explain the fall in voter satisfaction in the
UnitedStates.

In summary,we posit threetypes of voterdissatisfaction:first, dissat-
isfactionoriginatingfrom the government’sincompetenceandthe lack of
honestyamongelectedofficials (the policy qualityhypothesis);second,dis-
satisfactionoriginating from greaterpolarization of preferences(the het-
erogeneityhypothesis);third, dissatisfactionoriginating from the deviation
ofpoliciesfrom the electorate’smedian(the representationhypothesis).We
discussevidencefor all threearguments.Before doing so, however,it is
worth addressingour secondquestion,namely, whethervoters’ satisfac-
tion with their governmentswas “too high” in the pastor is “too low”
now

The OptimalLevelof Voter Satisfaction

The question of an optimal level hinges on how one interpretsvoter
satisfaction.If one views it as a measureof governmentperfbrmance,it
can never be too high. This interpretation, however, is incompleteat
best.Voter satisfactionreflectsnot only an evaluationof governmentper-
formance,but also a comparisonwith voters’ prior expectations,stan-
dards,andability to monitor government.A changein voters’ expecta-
tions aboutwhat governmentscan andshould do would changevoter
satisfaction for a given level of governmentperformance.Similarly, an
increasein the ability to evaluategovernmentactivity (thanksto greater
flows of informationor enhancedhumancapital,for example)would lead
to changesin voter satisfaction.Within this more articulated view of
voter satisfaction,it is meaningful to askwhetherthe level of confidence
in governmentat anygiven time is too high or too low.

From an empirical point of view, this questionis almost impossibleto
answer.From a theoreticalpoint of view, the optimal level of confidence
in governmentdependson one’s conceptionof government.Neoclassical



156 Chapter7

economiststhink of governmentsas social planners,namely,benevolent
agentswho maximizesocialwelfare.An extremeChicagoversionof this
argumentwould be that inefficient governmentswill not surviveandwill
be replaced by better ones. Thus, a high level of voter dissatisfaction
should be a temporaiyphenomenon:in a steady-stateequilibrium, the
electorateshouldbe happywith its social planners.At the oppositeex-
treme,one can think of the public choiceview of governmentas aLe-
viathan. In this casevotersshould deeplymistrusttheir governments.In
fact, mistrustwould a very good starting point for citizens wishing to
defendthemselvesagainst the Leviathan.Trusting and satisfiedvoters
would simply be gullible voters.

The point here is not to offer a completetreatmentof the role of
government,but simply to arguethat antitheticalviews of the economic
role of the public sectorlead to diametrically opposedconclusionsabout
the “correct” attitude of voterstoward government.The simplefact that
voters’ confidencein governmentmay be falling is thus insufficient for
drawing a pessimisticconclusion. Perhapselectoratesare achieving a
more realisticview of their governments.Of course,this view still leaves
uswith the taskof explainingwhythe level of confidencewastoo high in
the past.

GOVERNMENT COMPETENCE

In this section we explore how governmentpolicy, especially macro-
economicpolicy, hasfailed since 1974 to perform as well as in the pre-
ceding threedecades.We interpret this as an exampleof how our policy
quality hypothesiscan sometimesexplaindeclinesin civic confidence:for
a given policy objectiveof the medianvoter, for agiven distribution of
voter preferencesaroundthoseof the medianvoter, andfor a givenabil-
ity of the political processto translatethesepreferencesinto policies,we
argue that governmentshave beenless able to deliver outcomesof the
samequality as in the past.

MacroeconomicPolicy Outcomes

A vast literature suggeststhat governmentpopularity dependson basic
macroeconomicvariables,in particular income growth, unemployment,
and inflation. The evidence is extremely solid and clear-cut for the
United States,a bit murkier for other OECD countries.SFor the United
Statesthe evidencesuggeststhat the rate of GDP growth is the best

5 On the United Statessee Kramer (1971), Fair (1978), and Alcsina and Rosenthal
(1995). On other OECI) countriessee Lewis-Beck (1988), Powell and Whitten (1993),
andAlesina,Perotd.andTavares(1998).
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predictor amongeconomicvariablesof the electorate’slevel of satisfac-
tion. Inflation and unemploymentare also important, but less so. For
other OECD countries,the results vary dependingon the institutional
framework, the nature of government(e.g., a two-party or multiparty
system),andthe economicstructure.While sweepinggeneralizationsare
difficult, broadly speaking,the evidencesuggeststhat inflation, growth,
andunemploymentdo affect electoralresults,althoughin differentways
andto a differentextentin differentcountries.This is not the placefor an
in-depthanalysisof the effectsof economicconditionson voting behav-
ior in a crosssectionof OECDcountries;for thisthe readeris referredto
Lewis-Beck (1988), Powell and Whitten (1993), Paldam (1991), and
Alesina, Perotti, andTavares(1998), amongothers.Herewe are simply
startingwith the ratheruncontroversialpremisethat votersin anycoun-
try prefer higher to lower growth and lower to higher unemployment
and inflation. Obviously there can be trade-offsamongthesevariables,
although only in the short run, andvoters may disagreeon the optimal
trade-offs,hut the assumptionis that a votercannotbe happierwith, say,
higher inflation andhigher unemployment.

In this chapterwe are not particularly interestedin cyclical fluctuations
of popularity, but ratherin seculartrendsin confidencein government,
whereby “secular”we meanmovementsover the last threeor Ibur de-
cades. If voters react at the cyclical frequencyto these three variables
(unemployment,inflation, and growth), and if these samevariablesex-
hibit seculartrends, thenperhapstheselong-term trendsare correlated
with secular trends in voter satisfaction.Table 7.1 summarizesthe evi-
denceon thesethreevariablesfor theUnited States,Japan,the European
Union average,and the OECD average.All variablesdeterioratedin all
samples:avcragegrowth fell, averageunemploymentrose, and average
inflation also rose from thepre-1974to the post-1974period.

Admittedly, using the first oil shockas thewatershedbetweenperiods
concealssomeimportantdifferencesin the two decadesfollowing 1974.
In fact, the 20 yearsfollowing the first oil shock displayeda marked
deterioration of macroeconomicperformancebefore the mid-1980s
and an improvementthereafter.Improvementover the last decadehas
not beeneven, however. Unemploymenthasworsenedin Europe,for
example,and the averagerate of growth has beenmuch lower in Eu-
rope than in the United States.Recenteventsin SoutheastAsia as well
as a major recessionsince 1992 have underminedthe prospectsfur a
continuing miracle in Japan.The variability of macroeconomicout-
comes has unquestionablyrisen since the early 1970s, and insofar as
peoplecareaboutthe volatility of their environment(in addition to the
absolutelevel of economicindicators), this also helps explain shifts in
civic confidence.
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TABLE 7.1
Deteriorationof MacroeconomicPerformance

1961—73 1974—93
Average Average*

Growthof GDP
OECDaverage 5.030% 2.481%
EU1S average 4.941 2.280
United States 3.842 2.346
Japan 9.170 3.825
Germany 4.234 2.179
France 5.268 2.362

UnemploymentRate
OECDaverage 2.354 6.139
EU15 average 2.338 7.148
United States 4.899 6.920
Japan 1.251 2.270
Germany 0.563 4.599
France 2.014 7.852

Inflation Rate**
OECD average 4.903 9.845

EUI5 average 4.533 8.589
UnitedStates 3.158 5.606
Japan 5.904 4.299
Germany 3.329 3.459
France 4.663 7.164

Nores: OECD andEU1S averagesareunweighted.*1974_91 for Germany.**~~Jjfl~~
as thegrowth rateof theconsumerexpendituredeflator.

Source:OECD.

GovernmentSize

Although the macroeconomicperformanceof the last two decadeshas
not beenstellarrelativeto the previousperiod,governmentinvolvement
in the economyhasincreasedtremendously.Table 7.2 demonstratesthat
for the OECD sample,the shareof governmentspendingin GDP has
basicallydoubledbetween1960andtoday,from 25 percentto almost50
percent.Tax revenueslaggedbehindexpendituresin the 1970sandearly
198Os, increasingmore rapidly thereafter.As a result, budgetdeficits re-
mainedhigh in manycountriesbetween1975 and1985.The last decade
or SO haswitnessedseveralmajor attemptson the part of OECDgovern-
mentswith largepublic-sectordeficits to balancetheir budgets.In many
casestheseadjustmentswere motivatedby a desireto join the European
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T~LE7.2

RevenueandSpendingas a Percentageof GD?

1960 1997

Total Revenue
OECDaverage 27.09% 45.45%
EU15 average 28.16 46.55
United States 26.36 31.98
Japan 18.77 33.05

Total Spending
OECDaverage 25.73 46.66
EUI5 average 26.86 49.90
UnitedStates 25.70 31.98
Japan 16.86 34.72

Primary Spending*
OECDaverage 24.03 41.47
EU15 average 25.16 44.07
UnitedStates 24.40 30.13
Japan 16.33 30.96

Notes: OECD and EU15 averagesareunweighted. *Exeludesinterestpaymentson the
public debt.

Source:OECD.

Monetary Union. Even during periods of fiscal adjustments,however,
expenditureskept increasingwith very few exceptions,and taxes in-
creasedeven more as a percentageof GD?, With lower macroeconomic
performanceand higher governmentinvolvement in the economy, the
least one can say is that the productivity of governmentinterventionin
termsof its ability to deliver stableandfavorableeconomicoutcomeshas
fallen dramatically.

Although it must be concededthat someof the increasein govern-
mentsize wasusedfor redistributiveor insurancepurposesin the face of
economicshockslike the oil crisis,it is hard to denythat it hasplayed a
part in reducingperformance.It is not surprising that its social marginal
productshould shrink as governmentgrows.6Furthermore,as the public
sectorcommandsa largerandlargershareof GD?,the electorateholdsit
more and more accountablefor the state of the economybecauseits

~On the optimai sizeof governmentfrom a growth perspective,seeBarro (1990). This
paperidentifies an optimal size of governmentbeyond which governmentconsumption
results in reducedgrowth. The optimal size of governmentis derived from a trade-off
betweenthe productive aspectsof certain governmentexpendituresand the distortionary
eftèctsof the taxesneededto iinancethem.
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actionsarerightly perceivedto havea growingimpacton economicout-
comes.If, as we arguedearlier, theseoutcomeshave becomeless favor-
ableas governmenthasexpanded,it is only naturalthat satisfictionwith
governmentshouldhavedeclined.

It is interestingto comparethe UnitedStatesandEuropewith respect
to governmentsize andmacroeconomicperformance.While averageeco-
nomic performancesince1974 has deterioratedin both places,growth
hasbeenhigher andunemploymentlower in the United Statesthan in
the EuropeanUnion in the last decadeor so.How is this consistentwith
the fact that voter satisfaction seemsto have decreasedmore in the
UnitedStatesthanin Europe?Onepossibleansweris thatamore exten-
sive welfarestatein Europemay havedispersedthe costsof unemploy-
mentto a broaderbaseof taxpayers.In otherwords,highunemployment
is moretolerablein thepresenceof socialprotection,evenwhenthe fiscal
costsof thatprotectionmayin fact contributeto keepingunemployment
high. Although agenerouswelfare statemaylessenthe costs of unem-
ployment,it alsoexpandsredistributiveflows that generatepolitical con-
flicts, which is the topic of the next section.In the United Statesthe
deteriorationof the macroeconomicenvironmenthasled to increased
incomeinequality ratherthan higherunemployment,andthis mayhave
helpedreducecivic confidenceby meansof the polarizationmechanism
describedabove. A further indication that this may well be the caseis
that theprolongedexpansionof the U.S. economysince1992 hascoin-
cided with a stabilization—if not a slight reversal—ofthe downward
trend in civic confidence.

In summary,citizensof a typical OECD countryhaveobservedamas-
sive increasein governmenteconomicinterventionanda deteriorationin
macroeconomicconditionsin the lastfew decades.Severalobservers,in-
cludingthe authorsof this chapter,wouldarguethat the massiveincrease
in governmentinterventionis at leastpartiallyresponsiblefor someof our
currentmacroeconomicills. This is certainlythe casein manyEuropean
countries,wheretheburdensof taxationandextensivegovernmentregu-
lation, particularly of labor markets,are generallyviewed as the main
culprit for persistentlyhigh levels of unemployment.As we arguein the
next section,however,while an increasein the size of governmentis
observablein all OECDcountries,the dimensionsof the increaseandthe
composition of government spending differ quite significantly in the
United StatesandmanyEuropeancountries.

Corruption

The degreeof honestyof politicians and bureaucratsis anothermeasure
of the quality of policy. Is there any evidence that corruption has in-
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creasedin OECDcountries?Italy, Japan,andSouthKoreaare examples
of countriesin which, for a varietyof reasons,votersbecamelesstolerant
of persistentcorruption,andthis becamea crucial issue over the last two
decades.It is hardto establishwhetherthe actuallevel of corruptionrose
sharplyin italy andJapanin recentyears,however.

On the onehand, it is extremelydifficult to assembletime-seriesdata
on objectivemeasuresof political corruption in OECD countries.By its
verynature,objectivemeasurementsof corruptionare hardto obtain, so
onehas to rely on subjectivemeasures,namely,surveysin which people
are askedabouttheir perceptionsof corruption.Furthermore,mostavail-
able dataon corruption acrosscountriesrate OECDcountriesvery close
to oneanother,so thereis very little variance from which to draw infer-
ences.Finally, althoughthesemeasuresof corruptionmay be reasonably
useful for the purposeof cross-nationalcomparisons,theyare not useful
in establishingtime trendswithin each country becausethey lack time-
seriesvariation.

On the otherhand,evenif objective measuresof observedcorruption
were available,this would be of little helpin assessingthe true degreeof
underlyingcorruption.Perhapsthe detectiontechnologyfor suchactiv-
ities has improved over time. If that is the case,then a rising level of
observedcorruptionwould be perfectlycompatiblewith a reductionin its
true level becauseimproveddetection is likely to deter bureaucratsand
politicians from breakingthe law. Rational voterswould not lose confi-
dencein governmentas a result of this. But it is difficult to establish
whether it is the true level of corruption that has increasedin some
OECI) countries or whether it is detection that has improved, so it is
difficult to ascribe the decline in civic confidenceto this phenomenon.
One is left with the weakerconclusionthat, fbr a given level of con-up-
tion, citizensmay havegrown less tolerantof corruptacts,but it would
be difficult to provide anythingbut anecdotalevidencefor this.

POLARIZATION

Redistributionand J’olarization

Increasingly,governmentsin OECD countriesare becomingredistribu-
tive machines;that is, theytax someonein orderto redistributeto some-
oneelse.In fact, transfersaccountfor virtually all of the increasein gov-
ernmentsize documentedin Table 7.3. As a shareof GDP, government
consumptionof goods and services is roughlv stable,and government
investmentis declining. Thus,while governmentswere mainly providers
of public goodsand infrastructurein the 1950s,todaythey are primarily
involved in redistribution.The other componentof governmentoutlays
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TABLE 7.3

Compositionof Expendituresas a Percentageof GDP

1960 1997

Transfers
OECDaverage 7.95% 19.74%
EU15 average 8.85 21.34
UnitedStates 5.58 13.71
Japan 3.98 15.08

GovernmentWages
OECDaverage 8.04 11.95
EU15 average 8.37 12.48
UnitedStates 9.01 9.73
Japan 5.91 7.24

Public Investment
OECDaverage 3.35 2.77
EU15 average 3.03 2.49
UnitedStates 5.36 2.80
Japan 3.88 5.72

Notes:OECD andEUI 5 averagesareunweighted.
SDWvC:OECD.

that hasincreasedis governmentwages.It is likely that a portionof pub-
lic wagesis alsousedas an instrumentof redistributiontowardpolitically
powerful groups. In Italy public employmenthas beenwidely usedto
redistributefiscal resourcesfrom the North to the South, for example.7

Similarly, Alesina, Baqir, andEasterly(1997b)documentthe useof pub-
lic employmentfor redistributivepurposesin U.S. cities. They find that
public employmentper capitais higher in cities with greaterincomein-
equalityandethnicfragmentation.

An extendedwelfarestatehastwo effects. First, as discussedabove,it
providessocial insurance,removingsome economicrisks againstwhich
the marketcannotadequatelyinsure.Second,it alsogeneratesa complex
web of redistributive flows. The more governmentsredistribute, the
more theygeneratewinners and losers: while everyonecan take advan-
tageof public goodsandinfrastructures,which aregenerallyof a nonrival
nature,it is necessarilythe casethat somebodygainsandsomebodyloses
in redistributiveschemes.Given that redistribution is inherentlyconflic-
anal, it may polarize the interestsof voters.In otherwords, the median
distance from the median voter increases.Forced to support overex-

7 For an excellentdiscussionof the distortionsandinefficiencies of public employment
andthe welfaresystemin Italy, seeRostagnoand Utili (1998).
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tended welfare states, taxpayersbecomemore vocal as the tax burden
continuesto increase.Recipientsofnet transfers,on the otherhand,be-
comeaccustomedto governmentgenerosity,andanyattemptto reduce
their benefitsalsoinvites vocal complaints.Thus,the moregovermnents.
becomeredistributive machines,the more they generate direct conflicts
betweenwinners and losers, and the more difficult it becomesto reverse
the trend of increasing redistribution.8 If it is assumedthat losers are
more vocal thanwinners, this increasedconflict will result in increased
dissatisfactionwith government.

A particularly important example of this phenomenon is the case of
pensions,oneof the largest componentsof government transfers. As the
population ages and pension systems start to face financial difficulties,
governments try either to reduce the benefits of current or prospective
retirees or to increasepayroll taxes. The first option riles thosewho feel
that the rules of the gamearebeingchangedjust as they are about bene-
fit from them. The secondoption generatesdissatisfaction among the
relatively young, who feel that they bear an ever-increasingtax burden to
support precedinggenerations.Similar argumentsapply to public em-
ployment.Public employeesare very vocal in their outragewhen faced
with attemptsto reducetheir benefits. Taxpayers, on the other hand, are
losing tolerance for increasingly large andinefficient bureaucracies.

TheCasesofEuropeand the United States

The sizeof the welfarestatevariesfrom country to country. It is larger in
Europe than in the United States,and larger within certain European
countries than in others; it is much larger in Nordic countries than in
Britain, for example.As Table 7.3 demonstrates,however, transfersas a
shareof GDP havemore thandoubledbetween1960 and1997 in both
the EuropeanUnion and in the United States,while they havenearly
quadrupledin Japan.We arguethat this increasehelps explainthe decline
in public confidence,especiallyin the UnitedStates.

In Countrieswith growing welfarestates,such as many Europeanna-
tions, the growth of governmentis self-sustaining,leadingto an excessive
andever-increasingtax burden.9As the welfarestateexpands,a growing
segmentof the population receivesmore andmore of its incomefrom
the government,that is, from othertaxpayers.Theserecipientsof public
moniesincludepensioners,whosesharein the total populationis increas-
ing for demographicreasons,beneficiariesof long-term unemployment

SeeOlson (1982) for a similar point.
~Meltzer andRichards(1981)were the first to formulatetheideaof a political equi1ib~

rium that generatesa self-sustainingincreasein the welfare state.Sec also Alesina and
Rodrik (1994L
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compensation,public employees,and recipientsof income-supportpro-
grams.In addition,a fraction of thesegroups,especiallypensioners,are
relatively wealthyandhave the time to engagein political activities, so
their weightin public policy-makingmaybe greaterthantheirweight in
the electorate.Furthermore,it maybe rationalfor eachtaxpayeror con-
stituency individually to insist on preservingthe transfersthey receive
evenif it would be collectively optimal to overhaulthewelf~restate.In
other words, the economysuffers from a coordinationproblem.As a
larger constituencycomes to supportthe welfarestate,it too becomes
larger, inducing a vicious cycle. As this political equilibrium develops,
taxpayersbecomeincreasinglyunhappy.When governmentsattemptto
reducethe weightof the welfarestatedueto mountingconstraintson
theirfinances,thosepeoplewhoseincomedependson it areparticularly
vocalin their disapproval.

In the UnitedStatesthe political equilibrium is quitedifferent, andin
somewayspreciselythe opposite.In this countrythe welfarestateis nar-
rower andpublic nonmilitary expendituresmuchlower thanin the aver-
age Europeancountiy A largemajority of the Americanelectorateviews
governmentas a burden andan impedimentto marketactivities.But if
the increasein the size of the weliIre state hassomethingto do with
increasingvoterdissatisfaction,why haspublic confidencefallen morein
the United Statesthan in Europewhen the American welfare state is
smallerthan its averageEuropeancounterpart?

Threedetailsof theAmericancasemayhelp resolvethis apparentcon-
tradictionandexplainwhy a given increasein the sizeof the welfarestate
mayhaveled to a largerdeclinein public confidencein theUnitedStates
than in Europe.First, the welfarestate andracial problemsare deeply
interconnectedin the UnitedStates.Wilson (1996, 193,202) eloquently
putsit as follows: “Many WhiteAmericanshaveturnedagainsta strategy
thatemphasizesprogramsthat theyperceiveas benefitingonly racialmi-
norities.Public servicesareidentified mainly with Blacks,private services
mainlywith Whites.” Poterba(1997) convincinglydemonstratesthat the
elderly objectto increasinglocal taxesusedto financeeducation,and this
effect is muchstrongerwhenthesefundsareusedto supportpublic edu-
cational programsin which minority children are perceivedto be the
main beneficiaries.Alesina,Baqir, andEasterly(1997a,1997b)examinea
largebody of evidenceon spendingprogramsin U.S. localities andcon-
clude that ethnicfragmentationis a majordeterminantof the allocation
of public funds: public goodsareless abundantin ethnically fragmented
cities. in this contexta smaller expansionof the welfarestatethan has
occurredin Europecanresult in a greaterdeclinein voter satisfaction.

A secondpeculiarityof the American casehasto do with the degreeof
polarization of its two main parties, especiallytheir mostvocal activists,
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vis-ã-vis the position of the medianvoter.This is particularly relevantto
the size of the welfare state.Although a largemajority of the American
public probablyfavors limited welfareprograms,the two partiesoffer po-
larizedchoices:While Democraticactivistschampiona largeexpansionof
welfare,manyRepublicanactivistsadvocatedrasticcuts. Similar examples
of partypolarizationcan be found on such issuesas abortionandschool
prayer. Poole and Rosenthal(1984) have amply documentedthe in-
creasedpolarizationof American political activists. In fact, according to
polling conductedby the PewResearchCenterfor the Peopleandthe
Press(1998),excessivepartisanshipis oneof the mainreasonsAmericans
give for distrustingthe government.’0This suggeststhat the excessive
polarizationof the two partieshasmuchto do with voter dissatisfaction.”
American votersfeel discontentedbecausetheyfaceonly extremechoices,
the flip sideof our earlierargumentregardingthe increasedpolarization
of voter preferencesthemselves(which may apply more directly to
Europe).

Third, culture, traditions, and social norms also play a role. In the
United Statesmuch more than in Europe,the idea of the “self-made
man” is pervasive:Citizensare expectedto be mastersof their own for-
tuneswith little help from others,especiallythe government.Thus,while
Europeangovernmentsare often criticized for inadequatelyprotecting
some group of potential beneficiaries,America’s federal governmentis
often criticized on oppositegrounds,for tlying to do too much. For a
given increasein the size of the welfarestate, the resultingdecline in
satisfactiondue to heighteneddistributional conflict is thus likely to be
greaterin the United Statesthanin Europe.

This implies aparadox.In Europe,wheregovernmentsoccupya larger
shareof the economy,theyareoften criticizedfor doing too little, partic-
ularly by thosewho are alreadywell protectedby governmentprograms.
In the United States, on the other hand, where the governmentis
smaller, it is often criticized for doing too much. This observationpoints
to the possible existenceof two polarizedequilibria. In the first, an in-
creasingfraction of the population relies on governmentsupport and
providesthe backingfor increasingthe scopeof the welfarestate.In the
second,a shrinkingfraction of thepopulationtakesadvantageof govern-
ment servicesandprovidesshrinkingsupport for taxation.

tO More generally the surveyreportsthat “When asked to say in their own words why

theydo riot like government,40% of thosewith an unfavorableopinion of the government
offer complaintsaboutpolitical leadersor the political systemas the reasonfor their nega-
tive view.”

‘‘ As arguedby Fiorina (1992) andA]esinaandRosenthal(1995), divided governmentis
the resultof voters’ attemptto implementmoderatepoliciesby splitting control of govern-
ment institutiOfl5 betweenpolarizedpantc~..
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SOVERI~IGNTY

We arguedabove that growingvoter dissatisfactioncould also originate
from increaseddiscrepanciesbetweenthe preferencesof the medianvoter
andthe policies actuallyimplemented,keepingfixed the distributionof
voter preferencesand the quality of policy.’2 This idea providesa good
framework with which to understandthe effects of internationaleco-
nomic integration on voters’ confidencein government. Globalization
challengesdemocraticinstitutionsin two distinct ways. First, the inter-
national environmentreducesgovernments’latitude to implementpre-
ferred policies.Second,certainpolicy prerogativestendto be transferred
to supra-nationalinstitutions without a concurrent transfer of sover-
eignty, reducingdemocraticcontrol over policy outcomes.This point is
especiallyvalid in the caseof Europe.

Rising InternationalConctraintson Policy

Evenif policy-makersandthe medianvoter seekto maximize the same
objective function, a tightening of the constraintson policy will lower
voter satisfaction.Since World War II economicintegrationhas risen
sharply.As measuredby the ratio of imports plus exports to GDP aver-
agedover a sampleof 61 countries,the volume of tradehas increased
from 43.2percentin 1950 to 60.6percentin 1992.But economicinte-
gration is not limited to trade: financial marketshave becomemore
tightly linked as the shareof domesticassetsowned by foreign entities
hasincreasedsharplyin mostindustrialcountries.Thesetrendshavebeen
supplementedby a move toward “deep integration” in most developed
nations, the breaking up of the processof production into different
stages,eachpotentiallyoccurringin a differentcountry. Falling transpor-
tation costspermit a slicing up of the value-addedchain: multinational
firms can “produce a good in a numberof stagesin a numberof loca-
tions, adding a little bit of value at eachstage” (Krugman 1995). This
allows producersto locate each step of the productionprocessin the
mostadvantageouslocation.

The flip side of this developmentis to underminegovernments’ability
activelyto monitoranddirect industrial activity.And whatevertheobjec-
tive desirability of active industrial policies (it may not be great), this
limitation on governments’potential influence is sufficient to drive a

12 A RasmussenResearchpoll publishedin April of 1998 found that only 9 percentof

Americanadults believe that U.S. politicians representthe Americanpeople.The polling
agencyalso reportsthat“34% ofArnericansbelievethat the governmentreflectsthe will of
the people.Half (47%) say it doesnot, while 20% arenot sure.”



The Economicsof Civic Trust 167

wedge betweenthe preferencesof the medianvoter andfeasiblepolicy
outcomes.

The impactofglobalizationon publicpolicy is not limited to industrial
policy, of course. International constraintsalso affect macroeconomic
policy, for example. It has often beenpointed out that capital market
integrationacrossthe OECD hasreducedthe effectivenessof monetary
policy; countriesface the threat of capital flight and devaluationif they
do not maintaina strict anti-inflationarystance.This was especiallytrue
in Europeduringthe 1980s,when many countriessuchasFrancewould
immediatelyhave beensanctionedby global financial marketshad they
not closely followed the samemonetarypolicy as the Germancentral
bank. Thus, in this dimension,too, globalizationhasreducedthe ability
of governmentsto conductautonomouspoliciesas prescribedby the do-
mestic systemof political decision-making.And while theseconstraints
may haveled to morevirtuouspolicies in the long run, theyhavealsoput
agrowing rangeof potentially importanteconomicdecisionsundercon-
straintsthat lie outsideof the control of nation-states.Indeed,thereis
mountingevidencethat the averageEuropeanvoter is andhasfor some
time been less enthusiasticabout Europeanintegration and monetary
union thanhis or her leaders.Germanyprovidesa goodexampleof this
point, with ChancellorHelmut Kohl actively supportingmonetaryunion
despitethe objectionsof amajority of voters.

TheDecliningAuthority of Nation-States

Beyondthe constraintsthat globalization imposeson domesticpolicies,
internationaleconomicintegrationhasalso requiredsomeexplicit trans-
fers of political prerogativesto supra-nationalinstitutions,often without
a concurrenttransferof sovereignty.In other words,as powersare trans-
fened further awayfrom citizens, the objective functionsof the median
voter and relevantpolicy-makersare becomingmore andmoredistinct.

The primeexampleof this shift is the EuropeanUnion, wherepolicies
decidedin commonnow rangefrom agriculturalpolicy to monetarymat-
tersandcompetitionregulation.’3BecausetheEuropeanParliamenthasa
very limited ability to control the actions of the Europeanexecutive
branch,thesetransfershaveoccurredwithout a correspondingtransferof
popularsovereignty.Executivedecisionsmadeat the Council of Minis-
ters result from negotiationsamongrepresentativesof membernations,
eachpresumablyrepresentingthe preferencesof a differentmedianvoter.
It is very unlikely that thesedecisionscould efh~ct.ivelyreflect the choices

° Sec Alesina and Wacziarg (1998) for a recent discussion of Europeanpolitical
integration.
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favored by the medianvotersof eachcountry,andit is unlikely that the
Europeanmedianvoter (definedas the medianvoterobtainedby pooling
the electoratesof memberstates)would seehis or herpreferencesimple-
mentedeither.

Although theyarestill the basicunits in which democraticsovereignty
operates,the authorityof nation-statesis thusthreatenedfrom aboveby
the rise of supra-nationalinstitutions.But theyare alsothreatenedfrom
below by the rise of separatistandregionalistmovementsin Europe.’4

Alesina, Spolaore,andWacziarg(1997) argue that globalizationin the
form of a liberalization of the trade regime provides heterogeneous
groupswith accessto largemarketswithout their havingto shareinstitu-
tions with othergroups.Indeed,if the optimal sizeof countriesis deter-
mined by .a trade-offbetweenthe gainsfrom scaleandthe costsof ethnic,
cultural, andlinguisticheterogeneity,tradeliberalization shouldresult in
amultiplicationof countriesbecausethe benefitsof countrysize,in terms
ofreturnsto scale,arereducedwhenaccessto foreignmarketsis assured.
In otherwords,economicintegrationleadsto political disintegration.In
fact, thereis considerableempiricalevidenceto supportthisclaim. In the
interwaryears,a period of increasingprotectionism,practicallyno coun-
tries were created.But in the aftermathof World War II, whenglobal
tradestartedto rise sharplyas a resultof liberalization andfalling trans-
portationcosts, the numberof countriesexplodedfrom 74 in 1945 to
192 in 1997.

The problem with thesetendencies‘toward greaterautonomyis that
they take time to result in actual secessions.In fact, most episodesof
countrycreationhaveoccurredin lumpsasthe result of amajorpolitical
eventlike the endof awar. The endof World War II resultedin a first
waveof decolonization,and the endof the Cold Warbroughtanexplo-
sion in thenumberof countriesin EasternEuropeandthe formerSoviet
Union. Theprocessof countryformation is far from smooth,largely be-
causeof centers’ resistanceto letting go of their regions. When the
fundamentalconditions determining the optimal number of countries
change,as happenswhen the world becomesincreasinglyintegratedeco-
nomically, yet thereis resistanceto secessionsor mergers,therewill be
heterogeneousgroupsthat would like to secedebut cannot. In such a
situationthesegroupsarelikely to voice growing dissatisfactionwith the
nation-statefrom which theywould like to secede.

Even if thesedemandsfor political autonomydo not always take the
form of explicitly separatistmovements,as is increasinglythe casein Eu-
rope, they maytake the form of more subdueddemandsfor greaterde-

14 In the United Statesthis takesthe fbrrn of greaterdemandsfor decentralizationby

individual states.
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centralizationand local empowerment,as in the United States.The bot-
tom line is that, in manycases,the nation-statedoesnot seemto be the
optimalunit for decision-makinganymore.For a widerangeof economic
issues,the optimal unit for decision-makinglies abovethe nation-state,at
the supra-nationallevel, and for a growing range of political or local
issuesthe optimal unit lies below the nation-state,at the regional level.
Until bothsovereignt andpolitical prerogativesare transferredto these
new units of political and economicdecision-making,voter satisfaction
andconfidencein the traditional institutionsof the nation-statearelikely
to declinefurther.

Finally, discrepanciesbetweenvoterpreferencesandgovernmentalpol-
icy can arise from the increasedcomplexity of public policy A global
economy,supranationalinstitutions,nationalentities, and local govern-
ments interactin ways that give rise to a complex division of political
prerogatives,conflictsamonglevels of government,anddifficulties in as-
sessingwho should be held accountablefor which policy outcomes.One
can argue that the multiplication of levels of government,the rapidly
expandingamountof information that voters need to processin order
to understandthe actions of government,and the increasedexpertise
neededto exercise governmentalpower have all led to more complex
political systems.One responseto this trend is that governmentshave
hadto becomemore technocratic,which is anotherway of sayingthat
the distancebetweencitizensandpolicy has increased.This certainly ex-
plains much of the declinein confidencein a country like France,where
complaintsabout the excessivetechnocracyof ruling elites is a recurring
themeat election time. This is anotherway in which the objectivefunc-
tionsof policy-makersandvoterscan cometo differ.

CoNcLUSION

This chapterhas suggestedthreepossible interpretationsfor the decline
in public confidencein the advancedindustrial democracies.First, the
quality of governmentpolicy mayhavedeclined.Second,thedistribution
of voterpreferencesmayhavebecomemore polarized.Finally, the ability
or willingness of political actors to deliver the policies favored by the
medianvotermay have beenreduced.For eachof theseexplanationswe
have provided examplesiliustrating how recent economicshifts could
help explain the drop in public confidence.Comparingthe economic
performanceof OECI) countriesbefore andafter the 1974oil shock,we
showed that growing voter dissatisfactionrna\’ be due in part to the
weakerperformanceof the last 25 years in terms of averageinflation,
economicgrowth, and unemployment.Although the decline in perfor-
inanceis not necessarilyattributableto inappropriategovernmentactiv-
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ities, we arguedthat the observedcorrelationbetweengovernmentap-
proval ratingsandmeasuresof economicperformanceindicatesthatgov-
ernmentsare generallyheld accountableby votersfor the state of the
economy.

We thenarguedthat the rise of the welfarestatehaspolarizedvoter
preferences.In Europeeachconstituencyis happyto receivegovernment
handoutsandreduceotherconstituencies’shareof the public-sectorpie.
This struggleamongpressuregroupshasresultedin anupwardspiral of
governmenttransfers,leadingto increaseddiscontentwith the privileges
of othersand a diminishedwillingness to surrenderone’s own. In the
UnitedStatesthe gamehasbeenplayedout differently: the unwillingness
of votersto be taxedin orderto financetransfersto certainconstituencies
haslimited the government’sability to expandthe welfarestate,andthis
tendencyis increasedby the influenceof racial conflict on welfarepoli-
tics. This explainswhy a given rise in the size of the welfarestatehas
resultedin a greaterfall in public confidencein the UnitedStates.It is
the increasedpolarizationof America’s main partiesover the properex-
tent of governmentinvolvement ratherthan the polarizationof voter
preferencesthemselvesthat hasirked relatively moderatevoters.

Finally, we arguedthat globalizationtendsto drive a wedgebetween
the preferencesof the hypotheticalmedian voter andthe actualpolicies
beingimplemented.First, globalizationsets limits on the setof feasible
policies.Second,economicintegrationhasresultedin transfersof powers
to supra-nationalinstitutionsaswell as demandsfor localautonomy.This
hasnot, however,led to correspondingtransfersof sovereignty.Because
it is increasinglyviewed as “too big to run everydaylife andtoo small to
manageinternationalaffairs” (Newhouse1997), thenation-statemaybe
the real target of voter dissatisfaction.The organizationof public life
amonglocal, national,andsupra-nationalgovernmentshasbeenunder-
going profoundtransformations,especiallyin Europe.In this contextde—
dilning voter confidencemayresult from naturalworriesabouta rapidly
changingpolity.
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