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Abstract

A central promise of democracy is to deliver good governance by holding politicians
accountable for their performance in office. I show why political accountability may fail
in young democracies and thus lead to their breakdown. I model the process by which
elections allow candidates to build reputations for performing well and weed out candi-
dates that cannot be deterred from performing poorly by the threat of a removal from
office. When successful, this process gradually strengthens voters’ trust that elections
can deliver political accountability and leads to the consolidation of democracy, a state
in which democratic breakdowns no longer occur. This theory explains why economic
recessions lead to democratic breakdowns, why young democracies break down more
often than established ones, why rich democracies consolidate sooner than poor ones,
why public trust in democracy declines during economic recessions, and why candidates

perform better in established democracies.
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1 Introduction

Economic decline is one of the most robust predictors of the breakdown of democracy.
Between 1848 and 2008, democracies was more than twice as likely to revert to dictatorship
during an economic recession than during a period of economic growth.! This association
between economic decline and democratic breakdown is especially relevant for young
democracies: When democracies break down, nine in ten do so before they are 20 years old.
Figure 1 illustrates this association by separately plotting non-parametric estimates of the
hazard of a democratic breakdown during economic recessions and expansions. The rise of
the Nazi Party amidst the economic hardship brought on the Weimar Republic by the
Great Depression as well as the return to authoritarianism under Vladimir Putin following
the distress and chaos of the Russian transition to democracy under Boris Yeltsin are two,
prominent examples of the existential danger that economic downturns represent for young
democracies.

Yet while the empirical association between economic decline and the breakdown of
democracy has been examined extensively, the causal process that connects the two is not
well understood. Democratic theory suggests that an economic recession - as far as it can
be attributed to the incumbent’s performance in office - should be punished as any other
poor performance by an elected politician: voters should replace the incumbent with a
challenger (see e.g. Fiorina 1981). In other words, existing theories of electoral
accountability assume that the political consequences of policy failures will be contained
exclusively within the boundaries of the democratic process. In turn, we lack an

explanation for a major consequence of policy failures in new democracies: the breakdown

IThis association is robust to controlling for various covariates (see e.g. Bernhard et al. 2001; Boix 2003;
Cheibub 2007; Przeworski et al. 2000) and estimation techniques (see e.g. Svolik 2008).
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Figure 1: The hazard of democratic breakdowns during recessions (annual decline in GDP
per capita) and expansions (annual increase in GDP per capita)
of democracy.

Why is it then that policy failures lead to the mere sacking of the incumbent in some
democracies, but result in the very breakdown of democracy in others? Why are young
democracies more likely to revert to authoritarianism in the face of a recession than older
ones? In this paper, I develop a new theoretical model of democratic consolidation and
breakdown that explains these puzzles as well as several other, prominent regularities
uncovered in the empirical research on transitions to democracy and democratic
consolidation.

I start with the observation that a central promise of democracy is to deliver good
governance by holding politicians accountable for their performance in office. In new
democracies, this promise is harder to fulfill because some candidates enter politics only to

exploit office for personal gain rather than serve in it and voters lack information that



would enable them to distinguish between those candidates who only wish to exploit office
and those willing to serve in office if properly motivated. I examine the process by which
policy outcomes in new democracies shape voters’ expectations about whether democracy
can in fact deliver political accountability — and thus better governance — than
dictatorship. I show that a succession of policy failures in new democracies may result in a
complete breakdown of political accountability: voters will no longer find it worthwhile to
distinguish among candidates based on their performance and conclude that “all politicians
are crooks.” In turn, a public that is so disillusioned with democratic governance will lack
the key rationale for defending democracy against a leader with authoritarian aspirations.

However, I also demonstrate that, absent such disastrous policy outcomes, elections
allow candidates to build reputations for good performance and weed out those candidates
that cannot be deterred from exploiting office for personal gain by the threat of a removal.
This process gradually strengthens voters’ belief that elections — and thus democracy — can
actually deliver political accountability. In fact, I show that as this belief strengthens,
voters demand a better performance from incumbents and those candidates who enter
politics only to exploit office find it increasingly harder to get re-elected. When successful,
this process leads to the consolidation of democracy, a state in which the breakdown of
democracy no longer occurs. Specifically, in a consolidated democracy, a succession of
policy failures will not shake voters’ belief about the ability of elections to deliver
accountability to the extent that they would conclude that “all politicians are crooks” and
“democracy does not work.” To put it metaphorically, in a consolidated democracy, voters’
expectations and politicians’ behavior positively reinforce each other to the extent that a
few bad apples can no longer spoil the whole barrel.

The theoretical model of democratic consolidation and breakdown that I develop



provides a unified explanation for a range of empirical findings in the research on
transitions to democracy, political accountability, and popular attitudes towards
democracy. The theoretical model implies that i) economic recessions should lead to
democratic breakdowns in young but not established democracies, ii) public trust in
democracy should decline during economic recessions in young but not established
democracies, iii) young democracies should break down more often than established ones,
iv) rich democracies should consolidate sooner than poor ones, and v) candidates should
perform better in established democracies. Although most of these associations have been
established empirically, what has often been lacking is an explicit statement of their
underlying microfoundations and the theoretical intuition that drives them, which the
present theory offers within a unified framework.

In the next section, I relate my motivation and assumptions to research on electoral
accountability and transitions to democracy. I then develop a new formal model of
democratic consolidation and breakdown, study its equilibria, present my main findings,
and give numerical illustrations of these findings. I conclude with an examination of the
empirical implications of my arguments and show that they are consistent with key findings
in empirical research on transitions to democracy, popular attitudes towards democracy, as

well as a self-standing data analysis that I conduct using data on democratic breakdowns.

2 Electoral Accountability and the Success of
Democracy

A central promise of democracy is to deliver good governance by holding politicians

accountable for their performance in office. In this paper, I show that electoral



accountability may fail in new democracies and thus fail to fulfill that promise. I model the
process by which dissatisfaction with the performance of individual politicians turns into
doubts about the value of democracy as a political system. After a series of policy failures,
even voters who are initially optimistic about the ability of democracy to deliver political
accountability may conclude that their particular democracy has been captured by
politicians who only see office as an opportunity for personal gain. Political accountability
fails when such expectations fuel a mutually reinforcing cycle of voter apathy and corrupt
candidate behavior. The resulting disenchantment with democracy dampens the public’s
willingness to defend democracy against attempts to subvert it, thus eliminating a key
deterrent to politicians or groups with authoritarian ambitions.

This argument is consistent with the frequent assertion that a democracy that does not
deliver good governance loses legitimacy, a fact which may be exploited by leaders with
authoritarian tendencies and thus lead to its breakdown.? Unfortunately, most discussions
of democratic legitimacy remain vague about its precise meaning and the causal
mechanism that connects policy outcomes, legitimacy, and breakdowns (Przeworski 1991b).
The arguments in this paper suggest one, concrete understanding of democratic legitimacy
as voters’ belief that their particular democracy — rather than democracy as an abstract
ideal — can in fact deliver better governance than a dictatorship. Thus the model that I
examine offers the microfoundations for the dynamic by which poor performance under
democracy results in voters’ scepticism about its value and, in turn, makes it vulnerable to
a breakdown.

The model that I develop in this paper is also consistent with two distinct notions of

democratic consolidation employed in the research on democratic transitions. According to

2See Lipset (1959a, 28), Linz (1978, Part I), and Diamond (1999, Chapter 1).



one of these notions, which we may call substantive, consolidation describes the process of
attitudinal change that results in widespread popular acceptance of democracy (Almond
and Verba 1963; Inglehart 1997). In the present model, a democracy consolidates when
candidates who are willing to serve in office establish reputations that are sufficiently
strong so that those candidates who compete for office only to exploit it for personal gain
conclude that their chances of assuming or maintaining office are too small to be worth the
costs of running for office and withdraw from politics. In turn, once a democracy
consolidates, voters conclude that democracy can in fact deliver political accountability
and they correctly interpret policy failures as the result of the uncertainty inherent in
policy-making rather than the capture of electoral politics by candidates bent on exploiting
office for personal gain. Such endogenous, equilibrium change in popular beliefs about the
value of democracy thus accords with Linz and Stepan’s (1996, 16) prominent

characterization of consolidated democracies as those in which

“a strong majority of public opinion, even in the midst of major economic
problems and deep dissatisfaction with incumbents, holds the belief that
democratic procedures and institutions are the most appropriate way to govern

collective life...”

Equilibrium behavior in this paper is also consistent with another notion of democratic
consolidation, which we may call prospective. According to this notion, consolidation
corresponds to the expectation of a democracy’s continuing survival (Schedler 1998, 103).
As I outlined above, barring factors exogenous to my argument, voters will defend
consolidated democracies because they do deliver political accountability and thus better
governance than dictatorships. Hence in the present setting, consolidation also implies the

continuing survival of democracy. This logic therefore offers one explanation of how



democracy becomes “the only game in town.”?

I develop my theoretical arguments about democratic consolidation and breakdowns
with the help of a new formal model of electoral accountability. I depart from classic
models of electoral accountability (Barro 1973; Ferejohn 1986; Austen-Smith and Banks
1989; Banks and Sundaram 1993) in two ways that capture the distinct challenges to
accountability in new democracies. First, I allow for the possibility that some candidates
enter politics as their “one-time opportunity to get rich,” and therefore the threat of a
removal from office cannot deter them from exploiting office for personal gain. Indeed,
evidence from new democracies indicates that political corruption is a major concern for
voters (Mishler and Rose 1997; Anderson 2003; Seligson 2002; Chang and Chu 2006), and
that political parties that may otherwise limit the entry of such “bad” candidates are
frequently the vehicles for their corrupt ambitions (Carothers 2006; Grzymata-Busse 2007;
McFaul et al. 2004).

Therefore, I argue, voters in new democracies must use elections in order to both weed
out such “bad” candidates as well as to motivate “normal” candidates — who do respond to
electoral incentives — to perform in a desirable manner. In the model that I develop below,
elections may fail to accomplish both of these ends if voters conclude that political
competition has been captured by candidates of the first, “bad” type. I build on Myerson
(2006), who shows that electoral accountability may fail if forward-looking voters hold
pessimistic expectations about any politician’s performance.

The second departure from classic models of electoral accountability that brings this
model closer to the political realities in new democracies is that voters have the choice to

either acquire and assess a politician’s performance record at a small cost or to ignore such

3See Di Palma (1990, 113), Przeworski (1991a, 26), and Linz and Stepan (1996, 5).



information. This option to remain “rationally ignorant” (Downs 1957) is consistent with a
large literature on the role of information in the democratic process (see e.g Ferejohn and
Kuklinski 1990; Lupia and McCubbins 1998), which finds that voters habitually, and often
intentionally, ignore relevant political facts. But in the present context, this assumption of
“costly monitoring” primarily reflects the difficulties that voters confront when evaluating
politicians’ performance in new democracies: transitions to democracy frequently occur in
countries where voters lack previous democratic experience, where a history of centralized,
state-controlled media facilitates the incumbent’s influence over news coverage, and where
large-scale political and economic reforms occur simultaneously. Therefore even those
voters who would like to acquire unbiased information about politicians’ performance may

find doing so especially challenging.

3 A Model of Democratic Consolidation and

Breakdown

Consider the following electoral accountability game between a voter and two candidates
(1 =1,2). At the beginning of any period ¢ € {1,2,...}, one of the two candidates is the
incumbent and either serves in office or exploits office. Any candidate prefers exploiting
office to serving in office. More precisely, serving in office is costly to an incumbent, ¢ > 0,
whereas exploiting it is costless, ¢ = 0. Additionally, each candidate prefers to remain in
office in the next term rather than be replaced by the challenger. I normalize the payoffs
from being in office and out of office to b > 0 and 0, respectively.

The voter does not observe the incumbent’s action directly, instead she either monitors

or ignores the incumbent’s performance. If she monitors the incumbent’s performance, she



observes a policy outcome, which is an informative but imperfect signal of the incumbent’s
action. More precisely, the outcome k is either a policy success or failure, k € {S, F'}. If
the incumbent serves in office, the voter observes a policy success with probability v, and a
policy failure with probability 1 — v,. If the incumbent exploits office, the corresponding
probability of a success is .. I assume that 0 < 7. < 1/2 < 75 < 1, so that policies may fail
even if the incumbent serves in office but are less likely to do so than when the incumbent
exploits office. In order to keep the formal analysis as simple as possible, I assume that the
voter does not discriminate between the two candidates in her decision to monitor or ignore
the incumbent’s performance, and I let 7. =1 — ~,.

At the end of the period, the voter either keeps or replaces the incumbent. The voter
prefers a policy success to policy failure, with the corresponding payoffs » > 0 and 0.* In
turn, the voter prefers that the incumbent serves in office rather than exploits office.
However, if the voter ignores the incumbent’s performance, she does not observe the policy
outcome and must decide whether to keep or replace the incumbent without such
information.® On the other hand, the candidates observe the voter’s actions as well as
policy outcomes, but each candidate only observes his own action. The candidates and the
voter discount future payoffs by a discount factor d;,0 € (0, 1), respectively. I will
notationally distinguish between ¢; and é only when I focus on player-specific discount
factors.

The following two assumptions distinguish this accountability game from standard

models of electoral accountability and lead to a new equilibrium dynamic and predictions.

41 only consider a single, representative voter in order to focus on the problem of motivating desirable
candidate performance. Since the preferences of all voters are identical — each prefers the incumbent to serve
rather than exploit — we may reasonably assume that any single voter sees elections as an opportunity to
act strategically vis-a-vis the candidates rather than other voters.

5The payoffs realize at the end of any period. Thus when the voter ignores the incumbent’s performance,
she will ultimately be able to infer from her payoff whether the policy was a success or failure, but she will
not be able to use that information when she is deciding whether keep or replace the incumbent.



First, each candidate may be one of two types. A candidate is normal, if the threat of a
removal from office will deter him from exploiting it. Thus for a normal candidate, b > c.
On the other hand, a candidate is bad, if he would prefer exploiting to serving even if a
removal from office was a sure consequence of such an action, ¢ > b. Therefore we may
alternatively think of ¢ as the benefit from exploiting office, and of the bad candidate type
as one for whom the benefit from exploiting office in the present term is more attractive
than re-election for another term. Importantly, a candidate’s type is his private
information: the voter does not know the candidates’ types and each candidate knows his
own type but not the type of the other candidate. The second new aspect of the present
setting is that — as I indicated above — the voter can choose whether to monitor or ignore
the incumbent’s performance and monitoring entails a cost m > 0.

These two new assumptions — two candidate types and costly monitoring of policy
outcomes — reflect two major obstacles to electoral accountability in new democracies. A
candidate who exploits office may be understood as one who adopts policies that benefit
himself at the expense of the voter. In turn, we may think of the bad candidate type as one
who sees entering politics in a new democracy as his “one-time opportunity to get rich.”
But note that the normal type of a candidate is no angel either: if not threatened with a
removal from office, he would prefer to exploit rather than serve in office, too.

The assumption of costly monitoring also reflects a concern that is particularly
pronounced in new democracies. At a minimum, we can interpret the parameter m as the
cost of following and evaluating news reports on the incumbent’s performance and, more
broadly, as the cost of civic engagement. As I noted in the introduction, assessing a
candidate’s performance may be particularly costly in new democracies where large

political and economic changes frequently occur simultaneously and in the absence of
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established media or civil society.

3.1 Political Accountability without Bad Candidates

Before examining the equilibrium behavior in this accountability game, it will be useful to
consider the problem of electoral accountability in a simpler setting, with only the normal
type of candidate. Such a setting is closer to standard models of electoral accountability
and we may use results based on this simpler setting as a benchmark to which we can
compare the results that emerge in the more complex setting with normal as well bad types
of candidates.

When only normal candidates are present, the threat of a removal from office following
a policy failure will motivate them to serve in office, as long as both the voter and the
candidates are sufficiently patient. Furthermore, the effect of the parameters on demands
on patience is intuitive: demands on patience are less stringent when the voter strongly
prefers that candidates serve rather than exploit office, when candidates value office highly,
when the cost of serving and monitoring is low, and when the policy outcome is a precise
signal of the incumbent’s action.

More specifically, the following strategies constitute an equilibrium: in any period, the
voter monitors the incumbent and conditions re-election on a policy success, and each
candidate serves in office, as long as the voter conditioned re-election on a policy success in
any previous period. Otherwise, the voter ignores policy outcomes and re-elects the
incumbent, and each candidate exploits office.

To see that these strategies constitute an equilibrium, suppose that the voter

6In contrast to standard models electoral accountability (see e.g. Ferejohn 1986), the voter’s strategy is
fully forward-looking; forward looking strategies are supported by the grim trigger condition “as long as the
voter conditioned re-election on a policy success in any previous period.”
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conditioned re-election on a policy success in any previous period and consider candidate

i’s expected discounted payoff u;(in, serve) from serving in office,

w;(in, serve) = b — ¢ + 0;[ysu;(in, serve) + (1 — v5)u;(out)], (1)

where u;(out) is candidate i’s expected discounted payoff when he is out of office and the

other candidate serves in office,

wi(out) = §;[ysu;(out) + (1 — 75)u;(in, serve)]. (2)

Solving (1) and (2) for w;(in, serve) we obtain

(1 - 7552)(6 - C)
(1 - 52)[1 - 52(75 - 7@)] .

w;(in, serve) =

On the other hand, candidate i’s expected discounted payoff u;(in, exploit) from

exploiting office is
w;(in, exploit) = b+ &;[yeu;(in, exploit) + (1 — 7. )u;(out)], (3)

when candidate j plans to serve in office. Solving for w;(in, exploit) and substituting

Y. = 1 — s we obtain,

(1 - ’Vséi)b
(1—6)

u;(in, exploit) =

In turn, candidate ¢ prefers serving to exploiting as long as

12



u;(in, serve) > u;(in, exploit), or equivalently

C
;> ———— = 0.
(75 _’Ye)b

Observe that the threshold discount factor d; is positive, increasing in ¢ and ., decreasing
in b and s, and smaller than 1 as long as b > ¢/(vs — 7.) = b. Thus candidates have
stronger incentives to serve in office when they value office highly, the cost of serving is low,
and when the policy outcome is a precise signal of the incumbent’s action.

Now consider the voter’s incentive to monitor the incumbent’s performance and
condition re-election on a policy success. When she does so and the candidates serve in

office, her expected discounted payoff is

T —m
v(monitor) = vsr —m + dv(monitor) = 7175

On the other hand, both candidates will exploit office following any period in which the
voter ignores the incumbent’s performance and keeps him in office. Thus the voter’s

expected discounted payoff from ignoring the incumbent’s performance is

v(ignore) = ysr + dv, where v = 1%7“5' (4)

In turn, the voter will monitor the incumbent’s performance and condition re-election on a

policy success as long as v(monitor) > v(ignore), or equivalently

m
0> —— =06
N (75_76)T

Note that the voter’s threshold discount factor 6* is positive, increasing in m and 7.,
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decreasing in r and ~,, and smaller than 1 as long as r > m/(ys — 7.) = r. Thus the voter
is willing to monitor the incumbent’s performance and condition re-election on a policy
success when she values the incumbent’s serving in office highly, the cost of monitoring is
low, and when the policy outcome is a precise signal of the incumbent’s action.

To summarize, we see that in this simple, benchmark setting — with only the normal
type of candidate — the threat of a removal from office after a policy failure motivates both
candidates to serve in office as long as the candidates and the voter are sufficiently patient,
0; > 0f and 0 > 0*. In order focus on interesting scenarios in the rest of the paper, I
assume that this patience condition as well as the associated lower bounds on b and r,
b>band r > r, hold. Accordingly, we may say that, with only the normal type of

candidate, electoral accountability succeeds when §; > 65, 6 > 6*, b> b, and r > r.

79
Proposition 1. In a subgame perfect equilibrium, each candidate serves in office while the
voter monitors and conditions re-election on a policy success, as long as 6; > 67, 6 > d*,
b>0b, r>r, and the voter conditioned re-election on a policy success in any previous

period.

Proof. Follows directly from the text. O

3.2 The Trap of Pessimistic Expectations

Consider now whether electoral accountability succeeds once we let each candidate be
either the normal or bad type, which is privately observed. The timing of moves is as
follows: At time t = 0, nature determines the type of each candidate and determines (with
equal probability) which candidate will be the incumbent in period one. Independently,
each candidate i will be normal with probability 7? and bad with probability 1 — 72, where

70 = (7, 79) is a vector of initial, possibly distinct beliefs about each candidate’s type.
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The following stage game ensues in each subsequent period ¢t = 1,2, ..., 00. First, the
incumbent serves in office or exploits office. Second, the voter decides whether to monitor
or ignore the incumbent’s performance. If the voter ignores the incumbent’s performance,
she either keeps or replaces the incumbent. If the voter monitors the incumbent’s
performance, nature determines whether the policy outcome is a success or a failure, and
the voter observes the outcome and either keeps or replaces the incumbent.

I will examine the perfect Bayesian equilibria of this repeated game. Since the bad type
of the incumbent always exploits office, we only look for equilibrium strategies for the
normal type and the voter. Consider the set of strategies examined above, according to
which the voter monitors the incumbent and conditions re-election on a policy success, and
each normal candidate serves in office, as long as the voter conditioned re-election on a
policy success in any previous period.

For any period ¢ > 1, denote by 7/ the voter’s belief that candidate 7 is normal.
Equivalently, we may call 7! candidate i’s reputation for serving in office. The voter

updates her belief 7!

(7t k) about the incumbent’s type using Bayes’ rule. If the voter
monitors the policy outcome, then after observing a policy success in period ¢, the voter’s

belief that the incumbent is normal in period ¢t + 1 will increase to

t
VsT;

gt §) = _
R e ey ey

On the other hand, if the voter observes a policy failure in period ¢, her belief that the

incumbent is normal in period ¢ + 1 will decline to

(1 _78)71-;?
(1 - 75)7'(; + (1 - 7@)(1 - Wf)

t+1 (7'('1" F) =

K3 7

T
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If the voter ignores the policy outcome in any period ¢ — 1, then the normal type of
candidate exploits office in any following period. In turn, the voter’s belief about both
candidates’ type remains constant across periods, 77! (7!, k) = mt. Finally, candidates
update their beliefs about each other’s type according to Bayes’ rule as well, but they
observe policy outcomes in any period. ”

Can the voter motivate normal candidates to serve in office by conditioning re-election
on a policy success? Consider a scenario in which the voter comes to believe that both
candidates are most likely of the bad type. That is, 7! is close to zero for i = 1,2. Because
monitoring policy outcomes is costly, there will be a level of 7} at which the voter
concludes that monitoring candidate performance is not worth its cost, since both
candidates are most likely bad and will exploit office regardless of the voter’s actions. In
turn, the voter should ignore policy outcomes and might as well keep the incumbent in
office. Anticipating that, even a normal incumbent will exploit office. Thus after a series of
policy failures, electoral accountability may fail even if both candidates are normal and
willing to serve in office if sufficiently motivated.

I now examine when the above dynamic depicts an equilibrium. When the voter’s
beliefs about the incumbent and the challenger are 7! and 7T;f, respectively, her payoff from
monitoring candidate performance in office and conditioning re-election on a policy success
is

Vi (g, ) = ™ + (1 - m)e', ()

where vV and v*? are the voter’s expected discounted payoffs from the normal and the bad

type of incumbent 7, respectively. When the normal type serves in office, the voter’s

7On the equilibrium path, candidates’ beliefs about each other’s type will be identical to the voter’s
beliefs.
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expected discounted payoft is

,UiN = —m+ ’75(7’ + 5,UiN) + (1 o 78)5,1}]'(77-?4-1 77.?-%—1)’

J

t+1
7

where v’ (7T;»+1, m; ) is the voter’s payoff if the challenger j is elected in period ¢ + 1.

Because the bad type always exploits office, the voter’s expected discounted payoff from a
bad incumbent is

VB = —m + . (r 4+ 0P + (1 - 76)5vj(ﬁ§-+1, aith.

7
For i = 1,2, equation (5) constitutes a system of two linear equations in two unknowns,
t+1_t+1

vi(rt, b)) and v?(7sth 7). Tts solution has the form

, G; + D,G; m
it _ty _ i Yy
M) =T =pp, T T T=5

where

(1 —ya)om | (1= 7.)d(1 —7i}) vt (1l =)
D, = i i _ i i)
i [ + T and G; 1_%5+ T

We see that the voter’s payoff when candidate ¢ is in office consists of the discounted

monitoring cost m/(1 — §) and the benefit from candidate i serving in office r weighted by

Gi—I—DiGj

the term =D:D,

which summarizes the interaction between candidates’ reputations,

re-election probabilities, and the discount factor. In the appendix, I show that this term is
increasing in both the incumbent’s and the challenger’s reputations, 7! and 7T;<. Intuitively,
the voter’s payoff is increasing in both candidates’ reputation. Moreover, as the candidates’

reputations decline, the voter’s expected per-period payoff approaches ~.r — m, which is
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less than she would obtain if she ignored the incumbent’s performance and simply kept him

in office. That is,

lim ( lim

G; + D,G, Ye _ Yer —m
7'(j—)0+ m—0T 1 - DZD]

= ,and in turn, lim | lim o'(7), 7)) | = &— < 0.
1—9¢ m;—0t |:7ri—>0+ ( ! j):| 1—-46 -

Recall that v = ~.r/(1 — ¢§) is the payoff that the voter obtains when both candidates
exploit office while the voter ignores the incumbent’s performance and keeps him in office.

Hence the equation

vi(rh ) = v (6)

implicitly defines a pair of threshold beliefs (m;, 7;) such that for 7; < 7; and 7} < 7, the
voter prefers to ignore candidate performance and keep the incumbent in office.

In the appendix, I show that when candidate 7 is the incumbent, candidate ¢’s threshold
reputation ; is a decreasing function of candidate j’s current reputation 7r§; thus I write
] (7r§) That is, the stronger candidate j’s reputation, the worse candidate ¢ must perform
before the voter gives up on monitoring candidate performance. Thus in new democracies,
one candidate’s success in office is a positive externality from which all candidates benefit.

I furthermore show that the threshold reputation 7;(77}) is binding, that is positive,
only when 7r§- is below some threshold m; > 0. In other words, the voter will not give up on
monitoring candidate performance when candidate i is in office as long as her belief that
candidate j is the normal type is sufficiently strong: the voter must believe sufficiently
strongly that both candidates are crooks, before she gives up on monitoring policy
outcomes.

Once the threshold m;(7}) has been crossed, the voter no longer monitors candidate
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performance and simply keeps the last incumbent in office.% Thus when 7! < ; (7?5-),
electoral accountability fails. Importantly, once the threshold ﬂ(ﬂ';) has been crossed, the
voter’s skepticism about candidate behavior is self-fulfilling: even a normal incumbent —
one who would be willing to serve in office if threatened with a removal from office
otherwise — will choose to exploit office. Accordingly, we may call this equilibrium the trap

of pessimistic expectations.”

Proposition 2. In a perfect Bayesian equilibrium,

(i) if m; > mi(75) and as long as the voter conditioned re-election on a policy success in
any previous period, the normal candidate serves in office, and the voter monitors policy
outcomes and conditions re-election on a policy success;

(ii) otherwise, the normal candidate exploits office, and the voter ignores policy

outcomes and keeps the incumbent in office.

Proof. See appendix. O

3.3 The Breakdown of Democracy

The above analysis implies that a sequence of policy failures may result in a complete
failure of electoral accountability. Once a democracy enters the trap of pessimistic
expectations, elections no longer serve as a tool for either motivating candidates to serve in

office or deciding which candidate will be in office. In turn, the voter has no stake in

80nce the threshold ﬂ(w’;) has been crossed, the voter is also equally well off when she replaces the
incumbent at the end of each term, without monitoring his performance. However, this equilibrium is not
robust to the inclusion of an arbitrarily small cost or risk of replacing the incumbent. Myerson (2006) makes
this assumption in a model of electoral accountability.

9Note that the voter and the candidates may coordinate on any 7 > m; (7r§) as a threshold below which
they will act as they would in the trap of pessimistic expectations. Nonetheless, we may plausibly consider
s} (wj) to be a focal belief threshold, since it is the lowest 7! at which the trap of pessimistic expectations
can be avoided and therefore most desirable from both the voter’s and the candidates’ point of view.
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defending democracy against an attempt to subvert it. On the other hand, since voter’s
actions no longer determine who will be in office, the candidates have an incentive to turn
to non-democratic ways in order to maintain or acquire power. Thus the failure of electoral
accountability may result in the breakdown of democracy.

I will now extend the above accountability game and show that the breakdown of
democracy will be an equilibrium outcome whenever a democracy enters the trap of
pessimistic expectations. However, the main reason why the voter will no longer resist any
attempt to subvert democracy lies in the voter’s scepticism about the ability of democracy
to deliver good governance — the origins of which I examined above. I will therefore present
only a rudimentary extension of the accountability game.

Suppose that at the beginning of any period ¢t = 1,2, ..., 00, before any of the existing
moves in the accountability game, each candidate decides whether to subvert or comply
with democracy. If both candidates comply, the stage game continues as previously. If an
attempt to subvert democracy occurs, the voter either acquiesces or defends democracys;
defending democracy is associated with a small cost d > 0. If the voter acquiesces, the
game ends in a breakdown of democracy and the voter receives the discounted payoff v. If
only one candidate subverts democracy, the candidate who subverted enters office and
obtains the per-period payoff b in any subsequent period; if both candidates subvert, the
incumbent stays in office.!? If the voter defends democracy, any attempt to subvert
democracy fails, any candidate that attempted to subvert democracy leaves the game,
receives a negative payoff u < 0, a new candidate enters the game in his place, and the
stage game continues as previously.

In this extended model, a modification of equation (6) that accounts for the cost of

0This is a tie-breaking rule; it does not affect the main results in this section.

20



defending democracy,

vi(rh ) —d =, (7)

implicitly defines a new pair of threshold beliefs (m;, 7;) such that for 7} < m; and 7} < 7},
the voter prefers to ignore candidate performance and keep the incumbent in office. In
turn, once a democracy enters the trap of pessimistic expectations — according to the new
threshold beliefs defined by (7) — both candidates subvert, the voter acquiesces, and the
game ends in a breakdown of democracy after which the incumbent remains in office.
Accordingly, we may call 7;(7;) the breakdown threshold. Yet as long as candidate
reputations are above the breakdown threshold, the voter has an incentive to defend
democracy for a sufficiently small cost d < d*, because her expected payoff under a

democracy, v' (!, 7T§-), is greater than her payoff once democracy breaks down, v.

Proposition 3. In a perfect Bayesian equilibrium,

(i) if m; > mi(7h), d < d*, and as long as the voter conditioned re-election on a policy
success in any previous period, both candidates comply with democracy, and the voter
defends democracy;

(ii) otherwise, both candidates subvert democracy, and the voter acquiesces.

Proof. See appendix. O

3.4 Reputation Building and Democratic Consolidation

My analysis so far implies that, as long as the incumbent’s reputation is above m; (7T§-), the
voter will monitor incumbent performance, which will in turn motivate the candidates to
serve in office. In the long run, however, any democracy will fall into the trap of pessimistic

expectations: with a positive probability, a sequence of policy failures will occur that is
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sufficiently long to bring any incumbent’s reputation under the threshold ; (7?5)

This result is the consequence of the assumption that the pool of candidates that
compete for office is fixed. I now relax that assumption and let candidates enter and exit
this political accountability game. I show that once the incumbent’s reputation grows past
a threshold, 7;, all bad types will exit and never enter again. Once this occurs, equilibrium
strategies in this game will be identical to those in the accountability game with normal
types only, which I examined earlier. Thus we may say that once candidate reputations are
sufficiently strong, electoral accountability succeeds and a democracy consolidates.

Suppose that at the beginning of any period t = 1,2, ..., 00, before any other moves in
the game, each of the two candidates decides whether to run or exit. If both candidates
run, the game continues as previously. On the other hand, any candidate that exits obtains
a per-period payoff z > 0, which reflects the benefit from an alternative career. Nature
then replaces the exiting candidate by a new one, which will be normal with some
probability 7°. This process continues until there are two candidates willing to run at the
beginning of any period. The timing of the moves in the rest of the period is as previously.

Consider now the payoff to a normal type of candidate who serves in office. When
candidate 7 is the incumbent, his expected discounted payoff is the same as in (1), but his
payoff when he is the challenger will depend on the incumbent’s type,
ul (out) = (8)

0 (ﬁ[(%“fv(OUt) + (1 = vs)ui(in, serve)] + (1 — W;-)[’Yeufv(out) + (1 — ve)u(in, serve)]) )

22



Solving (1) and (8) for u}¥ (out) we obtain

7

(1-0Q)(b—¢)
(1=0)[1+ (1 —7,)6 — Q)

ul (out) =

where  Q = v.(1 — 7)) + 7,7

On the other hand, when the bad type is in office, his expected discounted payoff is the

same as in (3), but his payoff when he is the challenger also depends on the incumbent’s

type,

uP out) = )
) (ﬁj[(fysuf(out) + (1 = v )ui(in, exploit)] + (1 — 7;)[yeus (out) + (1 — yo)ui(in, exploit)]) )
Solving (3) and (9) for u”(out) we obtain

(1-0Q)b
(1 =)+ 1 =7)d —0Q)

u® (out) =

In the appendix, I show that the expected discounted payoff of both the normal and the
bad type of challenger 7, ujv (out) and u?(out), is decreasing in the incumbent’s reputation
7t. Furthermore, the normal type of challenger obtains a greater expected discounted
payoff than the bad type when the incumbent’s reputation 7} is close to 1 and the cost of

serving in office is sufficiently small ¢ < b(ys; — 7.)d. That is

lim u) (out) > lim u®(out) aslongas ¢ < b(ys — 7).

mi—1" mi—17

This is because normal types — who serve when in office — are more likely to get re-elected.

In turn, a bad challenger expects to be out of office longer and stay in office shorter than a
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normal type.

These results imply that once the incumbent’s reputation 7r§- is sufficiently strong, there
will be a range of discounted exit payoffs u(exit) = x/(1 — 0), for which bad types prefer to
exit but normal types prefer to run. The bad type of challenger will exit when the
incumbent’s reputation 7! approaches 1 as long as u(exit) > lim,, ;- u?(out). The normal
type of challenger will stay when the incumbent’s reputation 7! approaches 1 as long as

u(exit) < limg, ;- ul (out). Hence the condition

u(exit) € ( lim u?(out), lim uf-v(out))
Ti—1= mi—17

asks that outside opportunities be good enough so that bad types find it worthwhile to
leave politics as their competitors’ reputations improve, but not too good so that even the
normal types abandon politics.

Denote the lowest value of the incumbent’s reputation at which the bad types no longer

prefer running to exiting by 7. Then 7 solves the equation u?(out) = u(ewit),

z[1 + (75 — Ye)d] — bys0
(=) (s —7e)d

T =

Once 7! > 7, any bad challenger has exited and any bad candidate that nature may draw
to run will exit as well. It may still be the case that the incumbent is a bad type but he
will exit as soon as he is replaced in office, since the new incumbent is a normal type for
sure. Denote the period in which this occurs by 7. Then from period 7™ onward, only
normal types of candidates will compete and the voter’s consistent belief is 7} = 1 for

1 =1,2. In turn, the voter will correctly interpret any policy failure as the result of bad

luck rather than a bad incumbent’s policy choice. Consequently, this democracy can no
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longer enter the trap of pessimistic expectations and break down.

Accordingly, we may call any equilibrium of this accountability game in which 7! > 7 a
consolidated democracy, the threshold belief ™ the consolidation threshold, and time T™ the
consolidation time. By contrast, the set of equilibria in which candidate reputations are
above the breakdown but below the consolidation thresholds may be called transitional

democracy.

Proposition 4. In a perfect Bayesian equilibrium, bad types of candidates exit and normal
types run if T > T, ¢ < b(ys — Ye)d, ulexit) € (limy, - uP(out),lim,, - ul (out)), and as

long as the voter conditioned re-election on a policy success in any previous period.

Proof. See appendix. O

3.5 An Illustration

According to my analysis, the voter’s and candidates’ equilibrium strategies constitute a
process of endogenous change in the voter’s beliefs about the type of candidates that she is
facing and, eventually, whether democracy can deliver accountability. An incumbent’s
equilibrium policy choice determines the most likely policy outcome, which in turn shapes
the voter’s belief about the incumbent’s type. While changes in the voter’s beliefs occur, a
democracy is transitional. Eventually however, this process results in one of two outcomes:
the breakdown or the consolidation of democracy. I now illustrate this dynamic with
examples and simulations of the equilibrium behavior predicted by this model.

Suppose r =1, m=0.17,b=1,¢c=0.1,d=1, v, = 0.7, and 6 = 0.95. In Figure 2, I
plot the breakdown and consolidations thresholds ;(7;) and 7;, as well as the set of
candidate reputations that may occur in equilibrium. The latter are plotted as thin dotted

lines. Meanwhile, the breakdown and consolidations thresholds when candidate 1 and 2 is
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Figure 2: Breakdown and consolidation thresholds when candidate 1 (solid lines) and 2
(dashed lines) is the incumbent. Thin dotted lines plot the set of candidate reputations that
may occur in equilibrium.

the incumbent are plotted as thick solid and dashed lines, respectively. As I showed earlier,
the breakdown threshold when candidate i is the incumbent, m;(7;), is decreasing in the
challenger’s reputation m; and is positive only below some threshold 0 < m; <1 on the
challenger’s reputation. On the other hand, the consolidation threshold when candidate 7 is

the incumbent, 7;, is independent of the challenger’s reputation. In this example,

mi(m;) = 1173 — 20, ™ = 0.53, 7 = 0.94.
Thus we see that any democracy for which initial beliefs about candidate types lie
above the breakdown but below the consolidation thresholds will start as a transitional

democracy. By contrast, polities in which initial beliefs about candidates are so pessimistic

that they lie below both breakdown thresholds will start in the trap of pessimistic

26



expectations and are doomed to break down.!' Meanwhile, those polities where initial
beliefs are so optimistic that they lie above one of the consolidation thresholds will
consolidate immediately. But for most real-world cases, a reasonable set of initial beliefs
will be neither too pessimistic to result in an immediate breakdown of democracy nor too
optimistic to lead to an immediate consolidation of democracy.!?

Suppose therefore that initial beliefs about candidate types are in this empirically
plausible range; for instance, let 7% = (0.5,0.7). Then it takes at least three consecutive
policy successes for a democracy to consolidate. Meanwhile, it takes at least four
consecutive policy failures — for instance, two by each candidate — for a democracy to fall
into the trap of pessimistic expectations and break down. Note that candidate 2’s three
consecutive policy successes will be sufficient for consolidation, but it takes at least one
failure by each candidate before a democracy breaks down. That is, a single successful
candidate can bring about the consolidation of democracy, but for a sufficiently optimistic
combination of initial beliefs, it will take at least one failure by each of the two candidates
before a democracy breaks down.

What percentage of democracies will eventually consolidate and what percentage will
break down? The equilibrium path of this game can be statistically represented by a
discrete-time absorbing Markov chain where any belief vector that lies above the breakdown
but below the consolidation thresholds constitutes a transient state whereas transitions to

belief vectors immediately below or above these thresholds constitute transitions to the

HMyerson (2006) shows that federal constitutions enable the emergence of good political reputations even
in democracies that start with such initial pessimistic expectations.

12Empirically, these initial beliefs may be the product of previous democratic experience (as in Czechoslo-
vakia), reputations that candidates acquired because the dictatorship prior to the transition to democracy
allowed for some electoral competition (as in Mexico), or the exposure to democracy via neighboring coun-
tries (as in East Germany). The last alternative is consistent with the finding that democracies that are
surrounded by other democracies are more like to endure (see e.g. Brinks and Coppedge 2006); the present
model thus offers a mechanism that explains this finding.
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Figure 3: Distribution of time to breakdown and consolidation (left) and the distribution of
beliefs at which breakdown and consolidation occurred (right).
absorbing states of breakdown and consolidation, respectively. While a democracy is
transitional, only transitions to neighboring states occur with a positive probability. These
probabilities depend on the type of candidate in office and are thus either v, and 1 — ~, or
ve and 1 — 7,. Since the two absorbing states can be reached in one or more steps from any
transient state, a democracy will eventually either consolidate or break down.

As an illustration of expected equilibrium behavior, I simulate the distribution of time

to consolidation and breakdown.'® I ran 100,000 simulations of equilibrium behavior

13Note that the number of transient states is (countably) infinite, since the voter’s belief about any single
candidate may drop arbitrarily low. Thus we cannot use the power method to obtain the distribution of
time to breakdown and consolidation.
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Figure 4: Distribution of Survival Time of Currently Existing and Failed Democracies, 1789-
2008.

following the initial belief vector 7% = (0.5,0.7). In Figure 3, I plot the distribution of time
to breakdown and consolidation as well as the distribution of beliefs at which breakdown
and consolidation occurred. The latter provides information about the equilibrium path by
which either outcome occurred: we see that the voter’s higher initial belief that candidate 2
is the normal type makes him more likely to be the first to pass the consolidation threshold
and it makes candidate 1 more likely to be the first to fall under the breakdown threshold.
Importantly, the simulated distribution of time to breakdown is close to its distribution in
actual data, which I plot in the bottom part of Figure 4. At our parameter values, 23.8% of
democracies eventually break down, 76.2% consolidate, and the median times to

breakdown and consolidation are 8 and 7, respectively.
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4 Implications for the Empirical Study of Democratic
Survival

The model of democratic consolidation and breakdown that I examined has a range of
implications for empirical research on democratic survival. First, the long-run statistical
distribution of several outcomes that have been prominently examined in the literature on
democratic survival — notably the timing of the breakdown and the consolidation of
democracy — directly follow from the equilibrium behavior in the model. This theoretically
informed knowledge of these distributions may in turn be used to guide the choice of
appropriate statistical techniques for the analysis of data on democratic survival. Second,
my analysis leads to a new, intuitive prediction about the relationship between economic
downturns, the age of democracy, and the likelihood of democratic breakdowns that has
not been previously examined in the literature, but is supported by an empirical analysis
that I conduct in this section. And finally, the equilibrium analysis predicts several
substantive, empirical associations between policy outcomes, voter attitudes, and the
survival of democracy. Some of these associations have been examined empirically, but
often without an explicit statement of the underlying, theoretical microfoundations. The
present model provides such microfoundations.

As the simulations in the previous section suggest, the voter’s and candidates’
equilibrium strategies result in a particular, long-run statistical distribution of democratic
breakdowns. This long-run equilibrium behavior has two key implications for the statistical
analysis of data on democratic survival. First, breakdowns and consolidation are
competing risks. As time progresses, transitional democracies either consolidate or break

down and the fraction of transitional democracies among surviving democracies decreases.
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Figure 5: The distribution of transitional, consolidated, and failed democracies over time
(left) and the probability that a surviving democracy is consolidated (right)

This dynamic is illustrated in Figure 5. Crucially, given the limitations of large-N data, we
typically cannot directly distinguish consolidated democracies from transitional ones. In
turn, the data on surviving democracies will be a mixture of transitional and consolidated
democracies, and the latter will survive arbitrarily long. We see evidence of this in the
distribution of survival times of existing democracies in the top part of Figure 4, where a
large fraction of democracies survives beyond what we would expect based on the empirical
distribution of time to breakdown (bottom part of Figure 4.) Proper inference for such
data must therefore account for the possibility that a fraction of surviving democracies will
no longer be at the risk of a breakdown. Svolik (2008) applied such techniques, known as
cure rate or split-population models, to the data on democratic survival. He found that a
fraction of existing democracies is indeed consolidated and that the level of economic
development raises the likelihood of consolidation, as implied by Proposition 4.

The long-run equilibrium behavior in our model also suggests a particular shape of the

hazard rate of democratic breakdowns. Recall that in the empirically plausible case when
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any democracy starts as a transitional democracy, it takes k£ > 0 more policy failures than
successes before a democracy falls into the trap of pessimistic expectations and breaks
down. Thus the hazard rate of democratic breakdowns will be zero during the first £ — 1
periods. After that, the hazard rate will be a mixture of two hazard rates, each
corresponding to the type of one of the two candidates. Because of the discrete nature of
transition to the absorbing state of breakdown, the hazard rate may fluctuate sharply
between neighboring time periods. However, it will in general be first increasing and then
decreasing over a sufficiently large interval and converge to zero as all transitional
democracies either consolidate or break down.'* This dynamic is illustrated in Figure 6,
which plots the hazard rate of democratic breakdowns after policy failures, using simulation
results from the previous section. Hence the equilibrium behavior in our model suggests
that statistical models for the analysis of democratic survival should allow for a hazard rate

that is sufficiently flexible to describe an increase followed by decrease in the hazard rate.!®

4.1 Economic Downturns, the Age of Democracy, and

Democratic Breakdowns

The long-run equilibrium behavior in the consolidation model also leads a new prediction
about the relationship between economic downturns, the age of democracy, and the

likelihood of democratic breakdowns. As Figure 6 illustrates, the probability that a

1Proof of this claim is available from the author. The probability mass function of the time of democratic
breakdowns follows a generalization of the stochastic process by which a sequence of Bernoulli trials ends
after k£ more successes than failures.

15 Among standard parametric survival models, the loglogistic, lognormal and the generalized gamma
parameterizations of the hazard rate satisfy this requirement but the Weibull does not. Estimates based the
loglogistic, lognormal and the generalized gamma parameterizations indeed yield a hazard rate that is first
increasing and then decreasing. The semi-parametric Cox model does not impose any restrictions on the
shape of the hazard rate and is thus most flexible. See e.g. Box-Steffensmeier and Jones (2004, Chapters 3
and 4).

32



O- Pr(breakdown | policy failure)
—— 4-period moving average
- (arbitrary) significance level

0.04 0.05
Il Il

Probability

Time

Figure 6: Age of democracy and the probability that a surviving democracy breaks down
after a policy failure

surviving democracy breaks down after a policy failure converges to zero as a democracy
grows older.'® Adopting economic downturns as a measure policy failures, the present
model implies that the effect of economic downturns on democratic breakdowns will be
conditional on the age of democracy. More precisely, this effect should be positive and
statistically significant early on but should be vanishing over time. Thus after some point
in time, the likelihood of democratic breakdowns during economic downturns should be
statistically indistinguishable from the likelihood of breakdowns during expansions. In
Figure 6, the solid line that plots the 4-period moving average of the hazard rate can be

viewed as a continuous-time approximation of the hazard of democratic breakdowns

16Recall that the voter’s beliefs about candidates decline only after policy failures and thus a democracy
can break down only after a policy failure.
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following policy failures implied by our model. We see that as a democracy ages, this
hazard becomes indistinguishable from zero under an arbitrarily strict significance level.

In order to evaluate this hypothesis properly, we need to estimate the effect of economic
downturns on democratic breakdowns before and after an unknown change-point in time 7.
I therefore estimate a change-point Cox survival model, according to which the effect of

economic growth  on the hazard rate A changes at an unknown point in time 7,

Mt, Z,X) = Noexp|Bi<r Z + Bi=rZ + v'X]. (10)

In (10), Ao is an unspecified baseline hazard rate, f;<, and [;~, capture the
time-dependent effect of growth Z on the hazard rate A\, and = is a vector of coefficients
that capture the time-independent effect of control covariates X on the hazard rate \. The
unknown change-point 7 is estimated along with the coefficients 8;<,, Bi~-, and ~ by
maximizing the partial log-likelihood of the Cox model over a set of candidate
change-points corresponding to all breakdown times in the data.'”

I use data on democratic survival that cover the period 1789-2008 and are based on my
own data collection as well as a revision of the regime type data compiled by Przeworski et
al. (2000), Boix and Rosato (2001), and Cheibub and Gandhi (2005). The complete data
contain 4,390 democracy-years with 73 breakdowns in 193 democratic spells from 133
countries. My key covariate of interest is GDP growth which is based on data in Maddison
(2008). I also include controls typically employed in the literature on democratic survival

(see e.g. Przeworski et al. 2000; Bernhard et al. 2001; Boix 2003; Cheibub 2007). I control

17T estimate a change-point Cox model because it does not rely on parametric assumptions about the
shape of the baseline hazard rate. Thus any estimated changes in the effect of economic downturns on
the likelihood of democratic breakdowns will be due this change and not due to a possibly misspecified,
parametric restriction placed on the shape of the baseline hazard rate. The literature on the Cox model with
a change-point is large; see e.g. Matthews and Farewell (1982), Liang et al. (1990), and Luo et al. (1997).
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for GDP per capita, fuel and ore exports (a dummy that takes the value one if a country’s
fuel and ore production amounts to more than 40% of its exports and zero otherwise), the
constitutional foundation for the executive (parliamentary, presidential, or mized), the type
of the dictatorship that preceded the transition to democracy (military, civilian, monarchy,
Communist, or not-independent), the fraction of a democracy’s neighbors that were also
democratic in any given year, and a Cold War period effect (a dummy that takes the value
one between the years 1945 and 1990, and zero otherwise.) These data come from Maddison
(2008), World Bank (2008), Cheibub and Gandhi (2005), and my own data collection.
After accounting for missing covariates, the data cover 3,769 democracy-years with 72
breakdowns in 173 democratic spells from 138 countries during the period 1841-2007.
Estimation results from the change-point model are summarized in Table 1. Model 1
preserves the largest number of observations; model 2 incorporates all control covariates.
Estimated coefficients are presented in the form of hazard ratios: a coefficient greater than
one implies that the associated covariate raises the relative risk of democratic breakdowns.
My theoretical analysis predicts that economic growth will at first significantly reduce the
risk of breakdowns, B;<. < 1, but that this effect should become statistically insignificant
over time, §;~, = 1. Estimates from both models in Table 1 support this prediction: each
percentage point decline in economic growth raises the risk of a democratic breakdown by
about 5%, as long as a democracy has existed for no more than 24 years. The first and
third quartiles of growth are 0.10 and 4.45; in interquartile decrease in economic growth
thus corresponds to a 81% increase in the risk of a democratic breakdown. Yet after the

age 24, the effect of growth on breakdowns is no longer statistically significant.'® Hence we

180ne-sided Wald and likelihood-ratio tests reject the null hypothesis 8;<, = B;>, at the 10% significance
level. There are seven breakdowns in a total of 1,593 country-years after the change-point estimate of 24
years.
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Table 1: The time-dependent effect of economic decline on the hazard of democratic break-
downs

(1) (2)

GDP growth before 7, Bi<r 0.960** 0.952**
- (0.014) (0.015)
GDP growth after 7, By~ 1.112 1.144
(0.116) (0.150)

Log of GDP per capita 0.463** 0.530**
(0.070) (0.099)
Fuel and ore Exporter 0.974
(0.301)
Presidential (v. parliamentary) 1.081
(0.318)
Mized (v. parliamentary) 1.212
(0.530)

Military (v. civilian 1.985**
v ( / (0.575)
Monarchy (v. civilian) 1.811
1.066)
Communist (v. civilian) 2.307
(1.616)

COld War 2 Q48+ **
(0.897)

Democratic neighbors 0.240**
(0.113)
Change-point T 24 24
Hy : Bi<r = Bisr 1.95* 1.93*
Log-likelihood -328.574  -298.223
Democratic country-years 4,117 3,769
Democratic spells 177 173
Democratic breakdowns 74 72

Note: A change-point Cox survival model; coefficients are expressed as hazard ratios.
Significance levels *10%, **5%, ***1%; one-sided Wald test for Hy. Breslow method for ties.
Data Sources: See text. All covariates are lagged by one year.
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see support for the conditional, time-dependent effect of economic decline on the hazard of

a democratic breakdown that the theoretical model in Section 3 predicts.

4.2 Further Empirical Support

The empirical implications that I have presented so far are unique to the present model of
democratic consolidation and I therefore examined them in detail. Yet this model is also
consistent with several other empirical associations between policy outcomes, voter
attitudes, and the survival of democracy that have been established in the research on
transitions to democracy.

A key finding in the model that I examined in section 3 is that electoral accountability
may fail in new democracies to the extent that the polity will be “trapped” in an
equilibrium in which voters no longer make distinctions among politicians, and
importantly, even politicians who would otherwise respond to electoral incentives rationally
choose to exploit political office for personal gain rather than serve in it. Qualitative
evidence from a range of new democracies corroborates that such a “trap of pessimistic
expectations” indeed occurs. One observer of Azerbaijan’s 2000 parliamentary election
remarks that “the low voter turnout was a sign of political apathy among a substantial
part of the population, who expected ...that voting would not change anything. They had
no confidence that the fragmented opposition parties could run the country better than the
present regime or that they would be any less prone to corruption” (Cornell 2001, 129).
Statements such as “all crows under heaven are equally black” (O’Brien and Li 2006,
125-6) or “it makes no sense to replace a full tiger with a hungry wolf” (Li and O’Brien
1996, 34) exemplify the disenchantment with village elections in China after their failure to

restrain corrupt behavior by local officials. In both of these instances, the advent of
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democratic institutions was at first heralded with great enthusiasm. The arguments in this
paper help us understand the causes of this reversal of initial optimism and the ensuing
cycle of voter apathy and political corruption.

In the present model, the voter’s belief about whether democracy can in fact deliver
political accountability improve only gradually and as a result of successful candidate
performance in office. Consistently with this dynamic, studies of voter attitudes in new
democracies find that political corruption contributes to the lack of trust in democracy in
these polities (Mishler and Rose 1997; Anderson 2003; Seligson 2002; Chang and Chu 2006)
and that voters’ trust in democracy improves with their economic performance (Inglehart
1997; Mishler and Rose 2001) and declines during economic downturns (Cérdova and
Seligson 2009). Consider for instance Russia after its transition to democracy: its GDP per
capita declined from $2,602 to $1,870 between 1990 and 2001, a fall of almost 30 per cent.
Concurrently, the percentage of Russians who would not disapprove if their parliament was
closed down and parties abolished rose from 35 to 51 percent. Compare these trends to
those in Hungary, where throughout the same period the GDP per capita rose by 15
percent from $4,279 to $4,898 and the percentage of Hungarians who would not disapprove
if their parliament was closed down and parties abolished declined from 30 to 12 percent.’

Thus my arguments and the above example suggest that undesirable policy outcomes,
such as an economic recession, can have a disproportionately adverse effect on a
democracy’s chances of survival early after the transition to democracy. This is a period
when the demands on elections as an instrument of accountability are greatest because

voters are still forming beliefs about whether “democracy works” and candidates who only

The data on GDP per capita come from World Bank (2008); the question “If parliament was closed
down and parties abolished, would you approve?” comes from the New Europe Barometer Surveys (Rose
1990-2001).
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see political office as an opportunity for personal gain can still easily enter politics. During
this period, assistance to new democracies that helps voters better distinguish those policy
failures that are due to the candidates’ actions in office from those outside their control —
for instance by strengthening the civil society and independent media — may be decisive for
the success of democracy.

The present model also offers a new explanation for one of the most prominent
empirical findings in the research on democratic survival: the positive association between
the survival of democracy and income per capita (Lipset 1959b; Przeworski et al. 2000).
According to my arguments, consolidation occurs only when sufficiently attractive,
non-political careers are available to bad candidate types for whom competing for or
maintaining office becomes increasingly difficult as their competitors’ reputations improve.
In poor democracies, where politics may be “the most profitable game in town,” even
increasingly competitive elections may not discourage bad candidates from running for
office. This logic implies that poor democracies will either take longer to consolidate or not
consolidate at all and remain transitional. Either of these paths implies that poor
democracies will be more likely to revert to a dictatorship than rich ones.

My arguments also imply that democratic consolidation results in a better policy
performance: once a democracy consolidates, only normal candidates run for office and
they serve in office rather than exploit it. In turn, voters correctly expect to observe more
policy successes in a consolidated democracy than in a transitional democracy. In a
working version of this paper, I extend the model in section 3 and let normal candidates
choose a level of voter-benefiting effort while the voter sets a re-election threshold. I show
that an increase in their competitors’ reputation motivates normal candidates to exert

greater effort when in office, which in turn allows the voter to demand more of candidates
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as their reputations improve. Thus as a democracy consolidates, electoral competition
intensifies because voters demand more from candidates while candidates perform better
and alternate in office more frequently. The latter result agrees with the emphasis on
alternation in office that we encounter in the empirical measurement of democracy
(Przeworski et al. 2000) and consolidation (Huntington 1993).

Finally, according to the present model, even after a democracy consolidates, voters
remain realistic about how politicians would behave in the absence of any electoral
restraints. This is consistent with Cleary and Stokes’ (2006) research on popular beliefs and
accountability in Mexico and Argentina. They find that democracy works especially well
when voters are skeptical about politicians and believe they serve voters best when checked
by elections and institutions. In the present model, Cleary and Stokes’ (2006) “rational

skepticism” constitutes equilibrium behavior in and on the path to consolidated democracy.
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Online Appendix to “Learning to Love Democracy: A
Theory of Democratic Consolidation and Breakdown”

This Appendix contains proofs of those technical results that do not follow directly from
the discussion in the text. Throughout, I will be using the assumption v, = 1 — v, and the
notation Ay = v5 — .

The following lemmas will be useful in proving the claims in Proposition 2.

ift 8\ _ GitDiG; ~ m
Lemma 1. v'(7j, 7}) = =D.D, i

Proof. Recall that equation (5) in the paper,

o' (mf, mh) = mo™ + (1 — @l

describes a system of two linear equations in two unknowns for i = 1,2, v!(rt, ) and

V(b i), Substituting

o =m0 ™) (L= a0 ()

o = e+ 00'F) + (1= ) (wf w

into (5) and rearranging terms, we obtain

it _t\ (’ysr—m)ﬂf (’yer—m)(l—ﬂf) (1_%)57Tf (1—%)5(1—7rf) Gt t+l
,U(ﬂ-i?ﬂ-j)_ 1_/735 + 1_735 + 1_735 + 1_765 ,U(ﬂ-y » T )7

~
G D;

7

where D; is a label also used in the paper. Solving by substitution and elimination, we



obtain a unique solution

. G+ D;G"
Vvi(rlmh) = L
J 1—-D;D,
Note that
G// . G ﬂ-f 1 - ﬂ-f

= ro— + m,
! " 1—70 1—7.0

where GG; labels the term

7871-; 7@(1 B ﬂf)
1 —7,0 1—7.0

as in the paper. Thus we can write

7r§ 1—7r,’f mt 1—7t
(i, ) Gi+ DiG; [ R D; i 1——736]
v, ) = r— m
1 = D;D;j 1 — D;D;

In the fraction that multiplies m, the numerator and the denominator part have an
identical common denominator (1 — v,0)2(1 — 7.0)? that cancels out, and after some

algebra we obtain

1— 6+ 82y Ay (wl + 7k — 1) + AyPmlnt + yeve] + 8B [V2Ay(rl — ol + 1) + Avyxlrl]

(1 =0)(1 =0+ P[ysAvy(mj + 75 — 1) + AV2mimh + vsve] + B2 Ay(mf — 75 + 1) + AvyPrint])

1
S (1=9)
In turn, we have the solution presented in the paper,
, G, + D;G, m
it by _ i iy
U(ﬂ'i,ﬂ'j)— 1—DZ-D]-T Tt
U

Lemma 2. vV > ¢'5,



Proof. Recall that

vi(m, ) = w4+ (1w @
UZ.N - _m +”)/s(7" + 5UiN) + (1 . 75)5UJ(W§+17W§+1> (2)
fUiB - _m +”)/e(7" + 5UiB> + (1 . ’}/e>5vj(ﬂ'§-+1,ﬂ-f+1> (3)
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Suppose v’ (",

7ty = IV, Substituting Uj(”?rl m 1) = vV into (2) and (3), and using

»

v = vV equations (2) and (3) constitute a set of two linear equations in two unknowns,

vV and v*P. We can solve (2) for v* and substitute it into (3). We obtain

iN st —m

v 1-0

Thus v > B if

YT —m >

Vs — Ve >

and 0" =

B (76 + 735 - 27@735)T —m
1-96 '

(Ve + 750 = 29e750)r — m
(Vs = 27e75)0

(1 —27e)7s0

Ayysd

Vs0

Inequality (4) holds because v, € (1/2,1) and § € (0,1). Thus v > v8 if

Gl 1y LGN iN o 0B g oGt _tH1y B
v (m, ) = o/, By an analogous argument, v*% > o' if oI (77, m ) = 077,
According to (1), v/(a/™, ™) is a convex combination of v/N and v/, In turn, v/ and
178 are bounds on the values that Uj(ﬁj+1, 71 can take. Therefore, v'™N > v'# for any
(41t
o (). O



Lemma 3. D; is decreasing in 7t and D; € (0,1).

Proof. Recall that

(1 - 78)571-: (1 - 7@)5(1 - ﬂ-f) )

Di:
1— 40 1—7.0

Taking the partial derivative of D; with respect to 7, we obtain

ODi _(1=7)0 (1=9)d ___ By(1-8)35
oml 1-706  1-7%6  (1—70)(1—v0)
Thus D; is decreasing in wf. Furthermore,
. (1 — ’}/6)5 . (1 - 75)5
lim D, =—— <1 lim D, = ——
ﬂiE)I(%JF ]_ - ’}/65 < 7”1_13,117 ]_ - ’}/55 > O
Thus D; € (0,1). O

Lemma 4. v'(nj, %) is increasing in m; and 7.

Proof. Recall that after using (2) and (3) to substitute vV and v*Z into equation (5) in the

paper,

v (nl, 7T;) = rlo™ + (1 — 7h)'®

describes a system of two linear equations in two unknowns for i = 1,2, v!(7!, ) and

v (abt 7). Treating v* and v’ as endogenous to 7! and treating the remaining terms as

parameters, we can totally differentiate this system of two equations with respect to 7f. We

get
i st = m 4 (1= 7)80 (rf 1, w ™)  qer = m+ (1= ) (nf )
! 11— ’}/56 1— ’}/65 L
vy = vnD;
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where v 7+ denotes the total derivative of v'(m}, 75) with respect to 7}. Solving (2) and (3)

for v*V and v*B, respectively, we have

yr —m+ (1 — 73)51)3( AR AR

iN 7
! B 1—~0
g Jer = me (L= 0o (m Lt
1—7.0

Thus the totally differentiated system of equations can be equivalently rewritten as

U:rt — UZN—UZB+U7JTtDi
i

J i
v = v D;
f 7rf J

We can solve this system of equations by substitution to obtain

Uz’ﬁ _ ,UiN _ ,UiB and ,th _ Dj(UiN _ UiB)
i 1-— DZDj i 1-— DZDj

Lemmas 2 and 3 imply that v > 0 and thus v'(r!, %) is increasing in 7. Switching the

indices on the solution for vﬂt, we get
A

. . . . t
Thus v’ (7, 7rj) Is Increasing in ;.

Lemma 5. lim, o+ [limm_,m v (7‘(‘2,7'('])} = X2,

Proof. Observe that

e . 1 =)0
lim G; = e and lim D, = ﬂ
7Ti—)0+ ]_ - ’}/65 7Ti—)0+ ]_ - ’}/65



Thus

e 1-70)6
lim Gi+G;Di - 1:/%5 +Gj (1—1635
m;—0t 1-— DZD] 1— (1:?{:2;5Dj ’
and
e (1—7e)é e
lim ( lim Git Gl ] (1 T ) ) Ye
11 11 == = = .
m;—0t \ m;—07+ 1-— DZD] 1 ((1—’75)5>2 1— (1—7e)d 1—-4
U 1ed 1=7e0
Using the expression for v*(7}, 7¢) derived in Lemma 1, we have
limg, o+ [linlm_>0+ v"(wf,w;c)} = derm n

Proof of Proposition 2: Observe that the payoff that the voter obtains when both
candidates exploit office while the voter ignores the incumbent’s performance and keeps

him in office is

Vel
v = .
- 1-9
According to Lemma, 5,
[ ] - <

According to Lemma 4, v*(n}, 7%) is increasing in 7} and «}. Thus there will be a unique
pair of threshold beliefs (7;, ;) such that for 7} < m; and 7} < 7;, the voter prefers to
ignore candidate performance and keep the incumbent in office.

The threshold beliefs (7, &) are implicitly defined by the equation

vi(rh ) = v (5)

Since the solution of (5) for m; depends on 7% — which evolves on the equilibrium path — I

treat m; as a function of 7r§- and write 7r2-(7r§-); I treat the remaining parameters as constants.



Figure 1 illustrates this dependence of m; on 7r§-, using the same parameter values as in the
paper.
To find the threshold 7;, below which the voter ignores candidate performance in office,

we solve

or equivalently
G; + D,G; m Vel
T
1—-D,D; 1—60 1-9

for m;. After some algebra, we obtain

t

() = m(1 = 750)2(1 + Ay8) — e Ay (1 — 7,8)0[r(1 — 7.8) — md]
= A1 = 90 [r(1 = 7e0)? — msd?] + mf AL = 8)8[r(1 — ed) —md]

When differentiating m; (7r§) with respect to 7T§- according to the quotient rule, only the

numerator is relevant for the sign of the partial derivative. The numerator

= (1 = 7e0)*(1 = 750)* (51 — m)[(1 = 7ed)r — om] (6)

is negative since all terms in (6) are positive. (The term ~,r — m is positive because

r > m/(vs — 7Y.) by assumption. To see that the term (1 — ~.0)r — dm is positive, note that

it is decreasing in ¢ and positive for boundary values of §.) Thus 7;(7}) is decreasing in 5.
Finally, the threshold m;(77}) is positive only for values of 7} below a threshold m; > 0.

In order to find 7, solve



for 7%. We obtain
o m(1 —v50)(1 + A~0)
= %A1 = ed)r — md]

> 0.

O

Proof of Proposition 3: As long as the voter defends democracy, any candidate will comply
with democracy because his per-period payoff is nonnegative, regardless of whether he is in
office or out of office. By contrast, if the voter defends democracy and the candidate
subverts democracy, he receives a negative payoff v < 0. If the voter acquiesces, the
candidate who assumes office after democracy has been subverted obtains the per-period
payoff b, which is at least as large as any per-period payoff that he can obtain under
democracy. Thus if the voter acquiesces, both candidates subvert democracy.

The new threshold (%) that accounts for the cost of defending democracy is
implicitly defined by

vi(rh, ) —d=wv. (7)

g

Let d* be the maximum value of d for which the voter will defend democracy. By

arguments analogous to those in Lemma 5,

)] S

1—-9¢

lim { lim o' (x}, 7
7Tj—)17 ;=1
Thus v is largest expected discounted payoff that the voter can obtain under democracy. In

turn, the voter will defend democracy as long as

Vs — M

v —d>v orequivalently 5 T35




Solving for d, we obtain

Ayr —m
d'=——-.
1-0
U
The following lemmas will be useful in proving the claims in Proposition 4.
Lemma 6. lim,, ;- u¥ (out) > lim,, ;- uZ(out) as long as ¢ < b(ys — 7.)9d.
Proof. Note that
' 8b . Y0 (b —¢)
lim u(out) = lim u?(out) = — .
i wlout) = 75 and - lim wout) = 5
Solving the inequality
0b > 10 = ¢) e obtain ¢ < A6
1-6~ (1-0)(1—2An0) e

]

Lemma 7. u (out) and u(out) are decreasing in 7.

Proof. Taking partial derivatives of u}' (out) and u;’(out) with respect to 7%, we obtain

ul (out)  Ayd(1 = 0)(b—c) o ouf(out) AYS(1 —7.0)b
ort (1 —=10)(140nt)? ort (1 =08)[14+ Ay6(1 —ah)]2

Thus v, (out) and u}’(out) are decreasing in 7.

U

Proof of Proposition 4: Jointly, lemmas 6, 7, and the discussion in the text prove all claims

in Proposition 4. O
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