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The purpose of this paper is to investigate the impact of democracy on economic
growth in Sub-Saharan Africa during the period 1978-1992. There are two
theoretical frameworks regarding the impact of democracy on economic growth.
First, the Authoritarian model implies that Less Developed Countries such as
Sub-Saharan African countries require dictatorship in order to achieve higher
economic growth. Second, the Democratic model asserts that even for
latecomer countries democracy is the best tool to foster economic growth. The
empirical literature reviewed in this paper suggests a degree of ambiguity
concerning the relationship between democracy and economic performance.
Our main conclusion after estimating a simple aggregate model to examine the
impact of democracy on economic growth in Sub-Saharan Africa is that there
is no systematic linkage between democracy and economic growth. The
statistical findings in this paper leave the door open for a third theoretical
Jframework which is the skeptical view.

1.0 INTRODUCTION

Does democracy in the political realm foster economic growth? In the former Soviet Union,
Eastern Europe, Latin America, Africa, and many parts of Asia, where living standards lag
considerably behind the standard achieved by the OECD nations, increased prosperity is a major
objective of ongoing political and economic reforms. Many of these nations have recently replaced
authoritarian forms of government with democratic political institutions, at the same time
introducing wide-reaching economic reforms which have generally dramatically widened the role
of markets in determining resource allocation. These reforms were undertaken in the expectation
that they would lead to rapid economic growth. Yet, as the costs of transition have mounted, many
wonder whether or not the right choices were made. In particular, many citizens are asking: What
is the best political system for achieving economic growth and lasting prosperity?

The answer is not obvious. Americans have always believed that democracy is good for growth.
This belief has been fed by the perception that the 'American model' has permitted its citizens to
maintain a high standard of living, relative to many other countries, for much of the past two

centuries. In fact, most developed countries are democratic, thus if one accepts the neoclassical
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growth model one would expect democracy to lower economic growth. Nonetheless, freedom of
choice in the political realm is hardly a prerequisite for economic growth. On the contrary, it often
seems to hinder it. India has languished under democratic leadership, while Chile and South Korea,
both dictatorships until recently, are success stories. Indeed, today even capitalism thrives without
democracy, as the rapid economic growth charted by China amply demonstrates. Furthermore,
many of the world's leading industrialized nations are mired in recession or have experienced many
years of sluggish growth. Just a few years after the fall of the Berlin wall and the failure of
communism in Eastern Europe, democracy's weaknesses seem glaring.

Yet although the claim that there is a positive, causal relationship between democratic
political institutions and economic growth seems tenuous, it has often been argued that authoritarian
regimes have been effective in promoting growth in developing countries. General Augusto
Pinochet force-fed Chile drastic free market reforms which eventually transformed that country into
the most vibrant economy in South America. Authoritarian leaders in Taiwan and South Korea
radically altered the structure of their economies away from dependence on protected domestic
markets, transforming them into Asian tigers. The Hong Kong government, appointed by Britain,
used free market principles - but not free political markets - to convert a minor group of islands into
an economic powerhouse.

These examples, however, are special cases. Strong man regimes that have led their nations into
poverty are at least equally common. In Argentina, the disastrous policies of Juan Peron and the
military rulers who followed him reduced that once high growth country to Third World status.
Fidel Castro in Cuba, Mao Tse Tung with his great leap backward in China, Burmese generals,
Ayatollah Khomeini in Iran, Ghaffar Noumeri in Sudan, Nasser in Egypt and dictators in most of

Africa have firmly guided their economies into poverty and stagnation.
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These observations confirm that one cannot establish the superiority of either democratic or
authoritarian governments as instigators of economic growth based on casual empiricism. Similarly,
the empirical literature provides unsatisfactory and very confusing outcomes. Studies in Asia
concluded that the Democratic model performs best; however when one considers the African case,
the opposite result was realized. In other words, the impact of regime types on economic
performance cannot easily and superficially be examined by estimating a simple aggregate model.
The fact is that not just democracy or authoritarianism which is important for economic growth, but
rather the objective of the state. For example, the South Korean dictator in the 1960s placed great
importance upon economic growth rather than special interests of a particular group. The linkage
between democracy and economic growth however, encouraged me to contribute to the empirical
literature through investigation of the subject in Sub-Saharan Africa.

Post-colonial Africa is termed liberated and free. Yet millions in Africa live under
coercion and lawlessness, indeed under conditions harsher than at any time since slavery. Since
the 1960's, hundred of thousands, possibly millions, have perished as a direct result of
government policies or civil wars. It is difficult to avoid suspecting that much of this misery is
closely connected with the disappearance of democratic political institutions in the post-colonial
period. It should be recalled that on attaining independence, some regimes installed Westminster-
type parliamentary systems with accommodation for government and opposition (Kenya, Nigeria
and Ghana). In contrast with these multi-party systems there were the single party systems, under
which highly concentrated presidential regimes generally operated (Ghana after 1960 and Zambia).

As the experience of independence lengthened, however, the single-party system became
the predominant pattern. With the development of the dominant-party system and the style of

government and leadership that accompanied it, there grew a fluently enunciated ideology. It



4
argued that the single party-system reflected a basic consensus among the African population. In
the anti-colonial period the mass nationalist party had been an expression of the united need of the
African people to struggle against colonialism. And so, more or less rapidly, most African
countries came under the control of dictators.

Thus today, in Sub-Saharan Africa, the most familiar political system is dictatorship.
These regimes inevitably have come to power by means of a more or less violent coup after the
previous civilian institutions have failed. Such military regimes usually are highly centralized and
often of a strongly personalistic nature, including some of the most despotic rulers. The economic
policies of such regimes vary to a large extent. They may range from orientations of socialist
tendency to more capitalist ones or even to outright forms of corruption and personal self-
enrichment. However, the economy in the region started to stagnate after the dictators took
power in the early 1960s. After independence, the rate of economic growth in Sub-Saharan Africa
seems to have declined steadily. This fact suggests that the form of regime seems to have no
impact on economic performance given the switches back and forth between democracy and
authoritarianism since the 1960's. To investigate systematically, the impact of democracy on
economic growth this leads us to the main objective of our paper, which is to investigate the
impact of democracy on economic growth in Sub-Saharan Africa.

This paper is organized as follows. Section Two critically reviews several theoretical
analyses of the relationship between democracy and economic growth. Section Three reports on
previous empirical studies which have included "political regimes" as a variable among the
determinants of growth. Sections Four and five present an original econometric analysis of the
impact of democracy on the economic performance of Sub-Saharan African countries from 1978

to 1992. Section six contains the conclusions of the study.
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2.0 THEORETICAL ANALYSES OF THE EFFECT OF DEMOCRACY ON

GDP GROWTH

The focus of this section is to review different theoretical analyses of the relationship
between democracy and economic growth. In practice, the authors of these analyses can be divided
into two distinct 'camps': those authors whose analysis is conducted from the conflict perspective
argue that democratic institutions retard economic growth, whereas those who share the
compatibility perspective argue that democratic forms of government are conducive to efficient
economic performance. This section reviews the different approaches taken by proponents of the
two theoretical perspectives and provides a critical assessment of the reviewed literature.

Proponents of the conflict model argue that developing countries in the modern world cannot
achieve rapid economic growth if they have a democratic political system. In other words, they
argue that developing countries face the dilemma of choosing to pursue economic growth or
democracy, but cannot choose both simultaneously. They claim that only authoritarian regimes are
able to implement the kinds of policies necessary for rapid economic growth, notably those policies
which result in the rapid accumulation of capital. No democratic government can tolerate the degree
of restraint in consumption and decreases in real wages that are necessary to maximize economic
growth. In particular, it is argued that an inescapable consequence of instituting an open and
democratic political structure is that workers in the more modem and more unionized sectors of the
economy will succeed in obtaining higher wages than is justified by their productivity, thereby
slowing down the growth and therefore the labour absorption capacity of the modern sector.
Consequently, critics of the democratic model argue that for less developed countries to grow

economically they must limit democratic participation in political affairs and, perhaps, some
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economic freedoms. These limitations might include: the lack of a competitive political party
system; restricting the political rights of the bulk of the population to play a deciding role in who
should govern the country and what its laws should be; restricting civil rights, such as the right of
the individual vis-a-vis the state; the absence of an independent judiciary; and the absence of
freedom of the press and other mass media.

In contrast, advocates of the compatibility perspective claim that democratic institutions and
political freedom are necessary for the organization of social and economic life in third world
countries because democracy provides the necessary and appropriate mechanisms for rapid economic
growth. In their view, the key to economic growth is to institute mechanisms which ensure the
security of property rights and the efficiency of political institutions. In their view, democratic
political instiutions and adequate protection of civil liberties and political rights generate the
conditions most conducive to economic growth. Furthermore, they contend that the proposition that
there exists a basic conflict between the institution of democracy and pursuit of economic growth
in third world countries serves only to legitimize the denial of human rights and freedom by

oppressive and exclusory regimes, which ultimately subverts economic growth.

2.1 Theories of a negative relationship between democracy and GDP growth: The conflict

perspective.

Many scholars see an incompatibility between democracy and economic growth for
both economic and political reasons. The economic reasons relate to the fact that
growth requires an economic surplus available for investment. Such a surplus can
be either invested or consumed. Hence, the only way to increase the investable
surplus is to reduce consumption. The argument is that a democratic regime will not
be able to pursue policies of curbing consumption (holding down real wage) because
the consumers are also voters, and they will punish the politicians next time they get
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the chance at the ballot box. Therefore, in a democratic system, political leaders
have to cater to the short-term demands of the population. Soensen (1993), p. 64

There is a well established literature which argues that economic growth is hindered by
democratic organization of the polity. In other words, democracy and economic growth are seen as
competing concerns; hence, tradeoffs in the political and economic realms are considered necessary.
Moreover, according to this view, prosperous and rapid economic growth requires an authoritarian
regime that suppresses or delays the introduction of basic civil and political rights, and the
development of democratic procedures and institutions, because these would otherwise destroy the
national development project.

This subsection reviews the work of four contributors to this literature. We first consider the
analysis developed by Walter Galenson and Karl De Schweinitz (1959) which focuses on the link
between democracy and investment; a somewhat similar view is taken by Weede (1983), who argues
that democracy creates involuntary unemployment, thereby undermining investment, which in turn
slows economic growth. In contrast to the previous authors, Apter (1965) focuses on the importance
of the coercive powers of authoritarian regimes to achieving high economic growth. The fourth
contribution considered here is that of Olson who, while not presenting specific arguments in favour
of authoritarian regimes, contends that the build-up of special interest groups inhibits economic
growth in democracies over the long run.

Walter Galenson and Karl De Schweinitz (1959) argue that democracy unleashes pressures
for immediate consumption, which occurs at the cost of investment, and hence, economic growth.

There is a widespread perception that democratic governments tend to spend more on welfare, to have
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a more egalitarian tax system, and to distribute the benefits of governmental spending more equally;
all of these can adversely affect the propensity to save and invest in productive activities. Galenson
and De Schwinitz identify unions and governments as both playing a key role in this process. They
argue that in a democratic society, unions and governments must appeal to the worker on an all-out
consumptionist platform. No matter how clearly the union leader understands the limited consumption
possibilities existing at the outset of industrialization, he or she can not afford to moderate his or her
demands. About governments, they observe that “the more democratic a government is...the greater
the diversion of the resources from investment to consumption.” Since they are not answerable to the
people at the ballot box, dictatorships are better able to adopt policies which force saving and launch
economic growth. The weakness of their argument, however, is that authoritarian governments must
devote a larger proportion of public spending to policing and the military than do democratic regimes,
which increases the cost of government and reduces investment, thereby reducing economic growth.

Erich Weede (1983) provides an analysis similar to that developed by the preceding authors
in that he assigns particular importance to the negative impact of unions on growth in democratic
societies. Weede argues that in democratic nations, highly organized and powerful industrial labour
unions demand - and obtain - nominal wages higher than is justified by the marginal productivity of
labour. Paying wages higher than the perfectly competitive wage would be reduces the labour
absorption capacity of the industrial sector as well as cutting into profitability and reinvestment
capacity. In addition, unionization creates greater wage rigidity, which constitutes an additional
source of involuntary unemployment and thus reduces production. More generally, Weede contends
that in a competitive political system there is a greater tendency to organize pressure groups (such as

unions) in response to the demands of the population for greater redistribution; whether this
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redistribution is spearheaded by unions or other pressure groups, the ultimate impact is to reduce
growth. Weede's theory is thus ultimately broader than that of Galenson and De Schweinitz, since
it is not merely concerned with the pressures for redistribution that arise in democratic polities, but
shares the same weakness, namely the failure to take account of the costs of coercion, i.e., the fact that
authoritarian governments spend huge sums on police forces, the military, and secret agents, all of
which constitutes a drain on economic growth.

A very different analysis is provided by Apter (1965), who addresses the issue of coercion and
the state directly. Apter argues that many democratic countries are besieged by internal conflicts
stemming from regional and ethnic heterogeneity, which leads to instability. Dictatorships, which
are supported by strong military forces, are better able to suppress disruptive dissent and conflict.
The pursuit of rapid economic growth requires that wide-reaching changes be introduced in the social
and economic fabric of the nation, much of which may be expected to lead to discontent.
Consequently, to successfully deal with the problem of nation-building, third world regimes must be
able to insulate themselves from domestic pressures. The implication of this reasoning is clear: before
a certain level of economic development is attained, dictatorship is preferable to democracy.

Indeed, Apter's work is representative of a widely-held view that authoritarian regimes are
better positioned than democratic governments to exert firm control over labour and labour markets,
and to adopt policies leading to greater efficiency in the allocation of resources, particularly if this
requires a break from traditional patterns. Democratic regimes have been viewed as victims of
inefficient decision making procedures, which lead to inconsistent and vacillating policies, if not
outright paralysis, as well as engendering a higher level of instability. All of these factors slow

economic growth. The weakness of this theory, however, is that it is not really directed against
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democracy, but is merely a plea for political stability. There are good reasons for believing that
political instability hinders economic growth. However, it must be demonstrated that democratic
governments are inherently more unstable than authoritarian ones: there are many examples of stable
dictatorships, but there are also many countries that have experienced a long series of coups, counter-
coups, and ongoing civil strife. Moreover, Apter’s claim that democratic governments suffer from
heterogeneity stemming from ethnic and regional conflicts does not imply that authoritarian regimes
are homogeneous and free of ethnic and regional conflicts.

Finally, it is worth drawing attention to the work of Mancur Olson (1982), who argues that
special interest groups paralyse the political system and therefore the economy. His arguments are
concerned with the effect of the political system on economic performance in the long run. He says
that mature democracies are likely to suffer a slow down in growth because of the build-up powers

of special interest groups, whose successful claims for special treatment reduce the growth of the

economy as a whole. If this is the case, we would expect to find slower growth in older democracies,
after adjusting for government expenditures and other factors determining economic growth,
including the current level of democracy. Although it is not clear that many developing countries
qualify as 'older' democracies (although it would appear that in a country such as India, special
interest groups abound), an important weakness of Olson's theory is that he considers only democracy
without looking at authoritarianism and determining whether authoritiarian regimes are not equally
susceptible to the problem of the build-up of power of special interest groups.

In summary, according to proponents of the conflict perspective, industrializing economies
face a critical choice between rapid (self-sustained) economic expansion and democracy. The key

argument expressed in favour of authoritarian regimes is not that they are simply better able to
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govern, as some people believe, but that such regimes are better able to implement the kind of
policies considered critical for rapid economic growth and to create the conditions necessary to
support them. In this view, the superior ability of an authoritarian regime to foster economic growth
is expressed indirectly by the social and political stability it maintains, and the coherence with which

it pursues its growth objectives.

2.2 Theories of a positive relationship between democracy and GDP growth: The compatibility
perspective.

In our world, it is easy to see why democracy encourages economic growth. The
clearest lesson from the collapse of communism is that, to prosper, an economy must be
allowed to order itself spontaneously in the main, according to the principles of
competition and voluntary exchange. The invisible hand, in other words, works better
than the visible boot. - The Economist, August 27, 1994, p. 17

While the theoretical analyses examined above posit a negative relationship between
democracy and economic growth, there exists a parallel literature which argues that economic growth
is in fact fostered by the democratic organization of the polity. In other words, democracy and
economic growth are seen as complementary. In the following subsection, I review six papers which
argue the case of democracy. Mancur Olson (1982, 1986) focuses on the importance of property
rights and argues that democracies provide better protection of these rights. A different tack is taken
by Wittman (1989), North (1990), and Przeworski & Limongi (1993) whose contributions can all be
interpreted as defending the proposition that democratic institutions are more efficient than
authoritarian ones. Finally, we consider the analyses provided by Sirowy and Inkeles (1990), as well

as Alsina and Rodrick (1991) who focus on the relationship of democracy to income distribution and
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economic growth.

Mancur Olson (1982, 1986) contends that the engine of economic growth is a system of secure
property rights. He argues that an autocrat cannot credibly commit himself to the security of property
rights, since there is no one who can force him to keep his commitments. Moreover, it is not only the
commitment of the current regime to follow a particular policy which matter; it must also be credible
that the regime itself will last. An insecure autocrat, in particular, is likely to plunder the society.
Although democracies may encounter difficulties in keeping narrow and special interests from
dominating economic policy, the fact that political parties must regularly seek re-election erects
significant barriers to the seizure of social surplus by political leaders. Furthermore, the same
emphasis on individual rights, which is necessary for a lasting democracy, is also necessary to secure
rights to both property and the enforcement of contracts. The weakness of this theory is that even
when efficient property rights are devised, they will still typically have features that will be very
costly to monitor or enforce, creating built-in incentives to steal, or cheat. Furthermore, Olson's claim
that a democratic political regime provides security of property rights is not, in general, compelling.
In particular, when the majority of the population is poor and only a small number of citizens own
physical capital, it can be anticipated that the majority will vote in favour of such measures as high
rates of taxation of capital income, wealth and inheritance taxes, all of which may be seen as attacking
the security of property rights in a democratic polity.

A different vision of the complementarity of democracy and economic growth is put forth by
Wittman (1989). He argues that democratic governments adopt politicies which reduce transaction
costs, which he identifies as a key factor in increasing the efficiency of the economy. He writes:

To say that democratic political markets tend toward efficiency does not imply that
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political markets are superior to economic markets; rather it implies that democratic
governments will allocate to the economic markets those tasks in which the economic
market is most efficient. Nor does it say that democratic markets are just, for they
merely aggregate (equally or unequally) the preferences of the participants in the
political process. Nor does it imply that people are not interested in power or that they
desire efficiency for its own sake, only that self-interest will lead to efficient results.
Nor does it imply that mistakes are never made, just as efficient economic markets do
not imply that consumers and businesspeople never err. Wittman (1989), p. 1421

Thus, despite the obstacles which are faced by a democratic system and its inevitable imperfections,
Whitman argues that a 'market system' of government at the political level will result in greater
allocative efficiency. In particular, competition for political office reduces the potential for
opportunism by politicians, reduces transaction costs, and encourages the efficient exchange of
political rights. The strength of this theory is that the author treats both systems equally and identifies
the weaknesses of the democratic system but eventually shows that democracy is more efficient than
authoritarianism.

The conceptual framework adopted by North (1990) is similar to that of Whitman, although
somewhat differently articulated. North argues that state autonomy is pernicious towards economic
performance because the state is always ready to victimise its citizens; only democratic institutions
are able to constrain the state and force it to act for the general interest. From this point of view, any
form of authoritarianism is a source of inefficiency. North states:

What would the political market approximate the zero transaction cost model for
efficient economic exchange? The condition is easily stated. Legislation would be
enacted which increased aggregate income and in which the gainers compensated losers
at a transaction cost that is low enough to make it jointly worthwhile. The informational
and institutional conditions necessary to realize such exchange are:

1. The affected parties must have the information and correct model to
know that the bill affects them and to know the amount of gains or losses
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they would incur.

2. The results can be communicated to their agent (the legislator) who
will faithfully vote accordingly.

3. Votes will be weighted by the aggregate net gains or losses so that the
net result can be ascertained and the losers appropriately compensated.

4. This exchange can be accomplished at a low enough cost of
transacting to make it worthwhile.

The institutional structure most favorable to approximating such conditions is a modern
democratic society with universal suffrage. Vote trading, log rolling, and the incentive
of an incumbent’s opponents to bring his or her deficiencies before constituents and
hence reduce agency problems all contribute to better outcomes. (North, 1990), p. 109

Although North's analysis establishes a strong case for democracy, it is not without weaknesses. In
particular, his theory suffers from the problem of assuming that voters are well-informed;
additionally, the affected parties must have both the information and a sufficiently accurate model to
be able to correctly appraise consequences; also, all parties must have access to the decision-making

process. If these conditions are not met, then the proposition that democratic government will be
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efficient is unlikely to be verified. Finally, one must question North's claim that state autonomy is
always pernicious. In particular, he does not address the argument of the proponents of the conflict
perspective that the state must be insulated from private pressures if it is to adopt policies consistent

with achieving high economic growth.
Like Whitman and North, Przeworski and Limongi (1993) also focus on the relative efficiency
of alternative forms of government. However, the approach taken is very different. Przeworski and
Limongi focus on the relationship
Y between democracy and economic
growth  through government
expenditure, coming to the conclusion
that democracy is more efficient than
authoritarianism. They distinguish
Y(0) between regimes as follows:

democracy--citizens decide the size of

G government and have a right to the

fiscal residum; autocracy--the state
apparatus decides the size of the government and can appropriate the fiscal residum; and
bureaucracy--the state apparatus decides the size of government, but citizens have a right to fiscal
residum. To determine the relationship between the size of government and the level of output, we
refer to Figure 1 (the relationship on the diagram was established from empirical findings by the
authors). The output without government is Y(0); as the size of the government increases from 0 to

G*, output grows and then declines. In a democracy, well-informed individuals vote for parties,
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which compete for votes. This competition eliminates rents and, once in office, the victor behaves
as a perfect agent of the public; hence, the winning platform is the one which maximizes the expected
vote share, and the optimal level for the government size is G*. Autocracy differs from democracy
in the sense that autocrats are not interested in the level of output, or in the size of government as
such, but merely in their personal gains. The autocracy equilibrium is A* on the indifference curve
AA. Finally, bureaucrats always try to maximize their government’s size, since the larger the size
of government, the more power and prestige they have. As a result, the government is larger than the
efficient level. The indifference curve for bureaucrats is BB and their equilibrium level is B*. One
can conclude from this diagram that any form of dictatorship, whether bureaucratic or autocratic,
deviates from the level that maximizes the level of output or growth. The strength of this approach
is that it compares democracy with more than one political system, unlike the other work reviewed
here which contrasts democracy only with dictatorship. The crucial weakness of this theory,
however, is that (like North), it assumes that all voters are well-informed. If not, then the claim that
democratic government will maximize the level of output while keeping the size of the government
at its optimal level is unproven.

Whereas the contributions considered above all seek to establish a direct link between
democracy and economic growth, these analyses may not be as persuasive as ones focussing on
indirect linkages. Sirowy and Inkeles (1990) argue that democracies are as capable as authoritarian
regimes of combining redistribution and growth in such a way as to broaden participation in the
market place, which is a key determinant of economic growth. There are two mechanisms by which
resources can be allocated for use and distribution among households: the market and the state. The

market is a mechanism in which individuals cast votes for allocations with the resources they own



17

and these resources are always distributed unequally; the state is a system which allocates resources
it does not own, with rights distributed differently from the market. The allocation of resources
achieved via state intervention does not, in general, coincide with what is arrived at via the market.
In democratic regimes, as has been pointed out before, it can be expected that considerable
redistribution will occur since democracy offers those who are poor, oppressed, or otherwise
miserable, as the consequence of the initial distribution of endowments, an opportunity to find redress
via the state. However, rather than viewing redistribution as a vice, Sirowy and Inkeles argue that
it may be a virtue: greater equality of income leads to broader market participation and consequently
higher rates of economic growth than would be achieved if a larger share of the nation's wealth were
concentrated in the hands of a fortunate few.

Nonetheless, Sirowy and Inkeles treat the relationship between democracy, inequality and
economic growth in a relatively superficial manner. A more sophisticated analysis is provided by
Alesina and Rodrick (1991) who argue that economic growth should be inversely related to inequality
in democratic polities, but not necessarily so in dictatorial regimes. They show that in a democratic
system the degree of inequality matters. They demonstrate that democracies with an initially unequal
distribution of income will grow more slowly than democracies which start out with a more even
distribution. In contrast, with non-democratic regimes, the results will depend on whether the
leadership is technocratic or populist. They write:

Democracies with an uneven distribution of wealth should exhibit lower growth than
democracies with more equally distributed resources. This is because a large working
class with little capital would vote for high taxes on capital. The positive effect on the
level of worker's real incomes would be traded off against the adverse growth
consequences. "Technocratic" dictatorship, i.e., dictatorship in which wealth-owners
control policy, should experience high growth, regardless of the distribution of
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resources. On the other hand, "populist" non-democratic governments should
experience low growth and implement redistributive programs from "capitalists" to
"workers". Our empirical results are consistent with the implication that democracies
with less inequality grow faster. More specifically, we find that a redistribution of
income from the wealthiest quintile of the population in favour of the middle class
would be growth enhancing.

The main theoretical result is that income inequality is harmful for growth in democracies because
it leads to policies that do not protect property rights and do not allow full private appropriation of
returns from investment. The weakness of the theory lies in the fact that in technocratic dictatorships
the technocrat himself will be faced by huge numbers of opponents; therefore, it is much easier to
target the small portion of the population who control the capital asset goods to maintain the

technocrta’s power.

Critical assessment of the reviewed literature

All of the contributions reviewed here argue, with a varying degree of persuasiveness, that
democracy either fosters or hinders economic growth. Proponents of the conflict perspective draw
attention to the weaknesses of democracy in order to show the necessity of having dictatorial regimes
to achieve economic expansion. In contrast, proponents of the compatibility perspective focus on the
weaknesses of a dictatorship in order to show the necessity of having more freedom to accomplish
rapid economic growth. Few of the authors explicitly seek to identify and compare the strengths and
weaknesses of both systems; instead, having shown that either democracy or dictatorship hinders
economic growth, they conclude that the other system must be better. At the end of the day, what is
in fact surprising is that all of these authors seem to have felt obliged to declare themselves in favour

of either democracy or dictatorship, and have not considered a third alternative, namely the absence
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of any systematic relationship between the political regime and economic growth. Perhaps, in fact,
political institutions in themselves matter very little. Perhaps what really matters is the kind of
policies pursued and other institutional arrangements like the nature of the political party-system and
political stability; these may not necessarily be related to the issue of democracy. Importantly, if this
alternative perspective were appropriate, it could be anticipated that empirical analyses of the impact
of democracy on economic growth would be inconclusive.

Another significant weakness of the papers reviewed above is that the theories presented make
no allowance for differences in culture and history. It should be recalled that the fundamental
preoccupation of this paper is the impact of democracy on economic growth in Sub-Saharan African
countries. The region has distinct features that make it different from the rest of the world. These
features include a wide diversity of cultural backgrounds, ethnic groups, tribes, and religions. None
of these characteristics, which are generally perceived by practitioners to affect economic growth, are
addressed in the above theories. In particular, insofar as the case for democracy is concerned, we
know that in Sub-Saharan Africa people vote along racial, tribal, and religious lines instead of being
primarily motivated economic and welfare concerns. In the case of the authoritarian model, we know
that authoritarianism is not homogeneous enough to break down these same barriers, and indeed often
exploits them. Furthermore, some of these nations have been subject to civil strife; others have not.
These realities make it unlikely that it will be possible to obtain convincing empirical results if one
uses a model which seeks to differentiate between high and low rates of economic growth solely on

the basis of differences in the political regimes.



20

3.0 REVIEW OF THE EMPIRICAL LITERATURE ON DEMOCRACY AND

ECONOMIC GROWTH

This section reviews sixteen cross-national quantitative studies which examine the relationship
between democracy and economic growth. Additionally, it evaluates the appropriateness of the
alternative models that demonstrate this relationship and identifies the strengths and weaknesses of
each. A common feature of these studies is that most of them include some measure of human and
physical capital, as well as the level of democracy, amongst the determinants of economic growth.
However, the list of additional explanatory variables considered differs considerably from study to
study. For each study, the review undertaken here will take note of the time period covered by the
data, the sample (the number of countries involved), the method of estimation, and the results reported
by the authors.

The review proceeds chronologically. This approach is appropriate for a number of reasons.
Firstly, some of the studies are based on previous empirical émalyses. Secondly, the estimated models
become more sophisticated with the passage of time. Thirdly, the quality of the data has improved
over time, i.e., models estimated in the early seventies generally suffer from misspecification
problems due to the exclusion of relevant variables and the adoption of inconsistent measures for the
level of democracy.

Most of the studies are cross-sectional because the democracy indices are not available for
long-term time series studies. Most authors divide their sample according to either regional criteria
or on the basis of the level of economic development. The way in which the political system is

modelled differs from study to study. Most of the authors use either the Gastil index or the Bollen
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index as proxies for the level of political democracy. However, some used dummy variables. Certain
authors take an ad hoc approach. In view of these differences, it is not surprising that different

conclusions are reached.

3.1 Sixteen Empirical Studies of the Impact of Democracy on Economic Growth

William Dick (1974) was an early examiner of the impact of democracy on economic growth.
He constructed a sample of fifty-nine underdeveloped countries from América, Africa, Asia, and
Europe to investigate the effects of the form of government on the rate of economic growth as
measured by gross domestic product. The time period of his study is 1959-1968. For a country to
be included in the sample it had to have been independent for at least five years and described by
reliable economic data. Dick uses ordinary least squares (OLS) to estimate the change in economic
growth caused by changes in the forms of government. He distinguishes between three forms of
government: authoritarian, competitive, and semicompetitive. The results by region are as follows:
democracy has the strongest positive effect on economic growth in Europe and the weakest in
America and Asia; the impact on growth rates in Africa fell somewhere in between these extremes.

Robert Marsh (1979) as Dick used multiple regression analysis to investigate the effect of
democracy on economic development in ninety-eight countries during the period 1955-70. The
dependent variable is the economic development level, which is defined to include various social
indicators related to economic growth as well as the level of growth itself. The explanatory variables
are political competition, political democracy, the number of protest demonstrations, riots, armed
attacks, and government sanctions. To measure political competition he uses Bank’s aggregate

competition index score for each nation. This index takes account of four items: the effectiveness
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of the lower house of the national legislature, the process by which legislators are nominated,
legislative coalitions, and party legitimacy. Marsh converted the index to range between 0 and 12;
the higher the score, the more competitive the nation’s political system. To take account of the level
of political democracy, he uses Bollen's index. Marsh finds that in less-developed countries,
authoritarianism leads to higher levels of economic development and political competition has a
negative effect on economic development. A study such as this is more complicated than the exercise
undertaken by Dick because it is inherently more difficult to measure the level of economic
development than to measure economic growth.

Erich Weede (1983) undertook a cross-national and cross-sectional multiple regression
analysis of data from the 1960's and 1970's for 124 countries. He excluded colonies, dependent
territories, capital surplus oil exporters, centrally planned economies, and other nations for which
little data were available. The model's dependent variable is economic growth, as measured by either
GDP or GNP!. The main explanatory variable is political democracy as defined and reported by
Bollen; in addition, Weede takes account of the level of gross domestic investment, military
participation, and the school enrolment ratio. Weede concludes that the overall effect of political
democracy on economic growth is positive but weak. The weak results of the study may be attributed
to the fact that some of the countries involved in the study are poor, whereas others are rich. In
particular, variation in GDP growth in Africa might be largely explained by changes in political
stability resulting from civil wars or natural disasters, whereas in Europe it could be principally be

explained by technological factors.

"The implication behind using any of them is that there is no significant differences between the two as Weede
claimed, but when it comes to per-capita growth rates ,yes, there is a difference.



23

Roger C. Kormendi and Philip G. Meguire (1985) employed post-war data from forty-seven
countries to examine the cross-sectional relation between the mean growth rate of real product growth
and a changes in civil liberties variable, as measured by the Gastil index. They found that civil
liberties have a marginal effect on growth and a dramatic effect on investment. As they noted, there
is substantial work to be done in this area in terms of selecting relevant variables to reflect the
hypothesized phenomena and obtaining suitable data for estimation.

Atul Kohli (1986) undertook a time series analysis to examine the effect of regime type on
economic growth (as measured by growth in gross domestic product) in ten underdeveloped countries
during the period 1960-1982. He divided the countries into two groups: group A consisted of those
countries which he categorized as being democratic, and group B contained the non-democratic
nations. The categorization was appropriate for technical and economic reasons. This kind of
categorization poses a number of problems. For example, some developing countries do not easily
fit the dichotomous categorization of democratic or authoritarian regimes. Moreover,
authoritarianism is a residual regime type in the contemporary third world. Kohli's results showed
that during the 1960's many of the democratic and authoritarian countries grew at similar rates. From
1970 onwards, however, the selected authoritarian regimes grew faster. During the twenty year
period of study, democratic countries grew at a rate of about 5% annually, while authoritarian
countries grew at a rate of about 6% annually.

Daniel Landau (1986) investigated the determinants of variation in the rate of gross domestic
product growth for 65 countries during the period 1960-1980. Various explanatory variables were
used to capture differences across countries in government expenditure and revenue-raising,

regulation and the form of government, the level of per capita production, international economic
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conditions, human and physical capital variables, the structure of production, historical political
factors, resources and geo-climatic factors, population, and time trend. The regressions are OLS and
he used lagged values of all the independent variables in order to avoid problems of contemporaneous
correlation between the independent variables and the stochastic disturbances. The political variables
that had a significant influence on economic growth were whether or not the polity is a democracy
, the incidence of coups, and whether or not a war had been fought on the country's soil. All three
were negatively correlated with the growth rate.

John Sloan and Kent L. Tedin (1987) developed a multiple equation using annual data from
1960 to 1980 for 20 Latin American countries to analyse the relationship among regime type, regime
age, and public policy. They categorized the political system as democratic, traditional authoritarian,
bureaucratic authoritarian, communist, or mixed. They concluded that bureaucratic authoritarian
regimes achieved the highest level of economic growth. Democratic regimes had the second-best
record in promoting economic growth and traditional dictators were the least succesful. The two
authors commented on the difficulties of accumulating comparative, longitudinal data for a large
number of countries over a substantial length of time; for this reason, their results must be treated
with circunispection.

Robert M. Marsh (1988) examined the impact of a large number of potential factors
influencing the level of economic growth and development. Marsh's study covered 55 less-developed
countries during two time periods: 1970-1978 and 1965-1984. The independent variables that he
found to have the strongest effect on economic growth are direct foreign investment, the proportion
of the population in military service, and the primary school enrolment ratio. Variables which

showed no significant effect include the mass media of communication, the degree of ethno-linguistic
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heteregeneity, democracy and human rights, income inequality, and state-centric theory's key
variable-state strengths. Thus, in particular, he finds that differences in the nature of political regimes
do not explain any of the observed variation in economic growth rates.

Abbas Pourgerami (1988) did a cross-sectional study for 92 countries for the time period
1965-1984 to test the impact of democracy on economic growth and development. The independent
variable used to measure democracy is constructed from the political repression index developed by
Berg-Schlosser; as alternatives to the Berg-Schlosser index he also considers the political democracy
index constructed by Bollen, the political liberty index constructed by Gastil, the index of democracy
constructed by Flanigan and Fogelman, the years of Democratic Rule after the Second World War
as calculated by Laband, and a political institution dummy variable taking the value one for
democracy and zero for autocracy. The other explanatory variables used by Pourgerami are private
investment as a percentage of GDP, educational expenditure as a percentage of total public
expenditure, culture, and whether or not the economy is characterized by free markets, mixed markets,
or is in fact a non-market economy. His results show that democracies grew faster. The major
weakness of his approach is that he has included a mixture of developed, developing, and
underdeveloped countries; as has been pointed out before, this may not be appropriate.

Gerald W. Scully (1988) employed a model to see the relationship between institutional
framework and economic development for 115 countries during the time period of 1960-1980. His
dependent variable is gross domestic product per capita. The independent variables are population,
the percentage of real gross domestic product devoted to gross domestic investment, and the political
democracy index produced by Gastil. The estimated equation shows that democracy has a positive

effect on economic development. The study suffers from the by now familiar problem of including
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developing and developed countries in one sample.

Robert J. Barro (1989) developed three models to study the determination of growth rates of
gross domestic product per capita, investment in physical and human capital, and population for 72
countries during 1960-1985. The differences in political regimes are captured by a dummy variable
taking the value 1.0 for primarily socialist regimes and zero otherwise. Differences in the
organization of the economy are measured by a second dummy variable taking the value 1.0 for
economic systems that are mixture of free enterprise and socialism and 0 otherwise. In addition he
used war dummies to take account of the impact of civil strife, and regional dummies for Africa and
Latin America. Other explanatory variables are: aspects of government policies including public
infrastructure services, maintenance of property rights, government consumption, taxation, and the
initial level of per capita income. Overall, his results suggest that democracy has a positive effect on
economic growth. However, his approach may be criticized due to the excessive simplicity of his
dummy variable approach as a reasonable measure of the level of democracy, since many countries
cannot be neatly categorized as dictatorships or democratic regimes. This is true, for example, of
those countries such as Egypt, Algeria, and Morocco which Barro categorizes as democratic but
which have prisons packed with political prisoners.

Kevin B. Grier and Gordon Tullock (1989) pool cross-sectional and time series data to
investigate empirical regularities in post-war economic growth for 59 countries during the time period
of 1961-1980. Different models were developed for each region being estimated so results varied by
region. They conclude that democracy performs better in Africa and Latin America than in Asia,
where the political system in fact has no significant impact on economic growth. The reason is that

the number of countries was not large enough for a cross-sectional study nor was the time period long
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enough for a time series analysis. It is worth noting that the different results obtained for each region
suggests that the objections raised above about combining data for developed and undeveloped
countries, etc., are well founded.

Remmer (1990) used pooled data to explore the linkage between regime and policy
performance in eleven Latin American countries during the time period of 1982-1988. The set of
countries was limited to the ten Latin countries of South America, plus Mexico. The study excluded
Central America and the Caribbean since the causes and dynamics of economic crisis in the Caribbean
basin and Central America have differed fundamentally from those of the rest of the region. He tested
the hypotheses that (1) the nature of the political regime is an important determinant of policy choice,
(2) democracies respond to economic crisis less effectively than authoritarian regimes, and (3) new
democracies respond to economic crisis less effectively than old democracies. His results show that
democracy has a positive effect on economic growth, but that this effect is statistically insignificant.
Remmer attributes the weakness of the results to external factors, such as national policy
commitments, which may not change with regime transitions.

In a second contribution, Abbas Pourgerami (1992) extended previous work due to Kormendi
and Meguire (1985) and Gupta (1988) to investigate the effect of political freedom on economic
growth as measured by gross domestic product growth in forty seven countries during the time period
1950-1977. He divided countries into two sub-groups: less developed and developing countries. To
improve the magnitude and the significance of the estimated parameters he replaced the civil liberties
variable used in the earlier studies by a new variable representing social capabilities. The other
explanatory variables included are initial per-capita income, the mean population growth rate, the

standard deviation of real output growth, the standard deviation of money supply shocks, the mean
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of money supply growth, the mean growth of the ratio of government spending to output, the mean
growth of exports as a proportion of output, and the mean growth in the rate of inflation. His results
support the propos‘ition that freedom has a positive effect on economic growth, and are of greater
statistical significance than the earlier work which he sought to extend.

John F. Helliwell (1992) examines the linkage between democracy and economic growth for
ninety countries during the time period 1960-85. His empirical work makes use of an extended model
of the Solow growth model in which real output is determined as a function of physical capital,
human capital and efficient units of labour. In addition, he makes use of the Gastil and Bollen indices
to represent the level of political democracy. Helliwell reports that countries with high levels of
income are more likely to have democratic forms of government. But that does not mean that
countries with high levels of political freedom will experience high income levels. In fact, he finds
that the feedback from democracy to the level of income is more likely to be negative. The overall
evidence from his study is that democracy has a negative effect on economic growth but it is
statistically insignificant. As pointed out by Helliwell, a weakness of this study is that it does not take
account of factors affecting economic growth such as the income inequality, interest rates and the
rate of inflation.

To recapitulate, each of these studies explicitly attempts to relate differences in economic
growth rates to the democratic character of national regimes. Table 1 summarizes the names of the
authors, the period of study, the number of countries included, and the links found between
democracy and economic growth in the study. Of the sixteen studies reviewed, five support the
argument that authoritarianism is good for economic growth, six favour democracy, and five report

no statistically significant linkage between democracy and economic growth. Strikingly, although the
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studies published before 1988 show significant support for authoritarianism, none of the studies after
1988 report results that favour dictatorship. It is tempting to interpret this fact as suggesting that
authoritarian governments are no longer appropriate in developing countries: as Lord Acton pointed
out, when authoritarian regimes try to promote economic growth, they are likely to lose their
authority, because students, intellectuals, and executives will demand greater civil and political
freedom. An alternative interpretation is simply that the more recent studies have used better
econometric techniques or better data, and thus results are more reliable.

Overall, these studies present a very mixed and confusing picture regarding the effect of
democracy on economic growth. Satisfactory interpretation of the differences in the results obtained
is of course made more difficult due to the fact that these studies are quite heterogeneous with respect
to characteristic of measurements, coverage, design, and method of analysis. One of the most
systematic deficiencies found in these studies is the mis-specification of the economic growth model.
Each model suffers from either missing relevant variables or introducing irrelevant variables.
Additionally, most authors use different proxies to represent the political variables ( see Table 2 for
a summary of the differences)* however, most of them used a similar system of classification in
distinguishing between regime types. Finally, it is again worth reiterating that more than half of the
reviewed studies have included developing and developed countries in one sample; as a result, one
may be concerned that this will generate misleading results because of the differences in economic

structures, social values, attitudes and historical backgrounds.

2 Some authors are not included in the table because they did not mention clearly how they handled the political
system in their models.
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