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"The serious fact is that the bulk of the really important things economics has to teach are things that people would see for themselves if they were willing to see."

Frank Knight, "The Role of Principles in Economics and Politics" (1951:4)

"I have often wondered why economists, with these absurdities all around them, so easily adopt the view that men act rationally.  This may be because they study an economic system in which the discipline of the market ensures that, in a business setting, decisions are more or less rational.  The employee of a corporation who buys something for $10 and sells it for $8 is not likely to do so for long.  Someone who, in a family setting, does much the same thing, may make his wife and children miserable throughout his life.  A politician who wastes his country's resources on a grand scale may have a successful career."


Ronald Coase, "Comment on Thomas W. Hazlett" (1998: 577)

"[T]he superstitions to be feared in the present day are much less religious than political; and of all the forms of idolatry I know none more irrational and ignoble than this blind worship of mere numbers."


William Lecky, Democracy and Liberty (1981:190)
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Preface: The Paradox of Democracy

A supporter once called out, "Governor Stevenson, all thinking people are for you!" And Adlai Stevenson answered, "That's not enough. I need a majority."



Scott Simon, "Music Cues: Adlai Stevenson" (2000)

In a dictatorship, government policy is often appalling, but rarely baffling.  The building of the Berlin Wall sparked worldwide outcry, but few wondered "What are the leaders of East Germany thinking?"   That was obvious: they wanted to continue ruling over their subjects, who were inconsiderately fleeing en masse.  The Berlin Wall had some drawbacks for the ruling clique.  It hurt tourism, making it harder to earn hard currency to import Western luxuries.  All things considered, though, the Wall protected the interests of elite party members.

No wonder democracy is such a popular political panacea.  The history of dictatorships creates a strong impression that bad policies exist because the interests of rulers and ruled diverge. (Wintrobe 1998)  A simple solution is make the rulers and the ruled identical by giving "power to the people."  If the people decide to delegate decisions to full-time politicians, so what?   Those who pay the piper — or vote to pay the piper — call the tune.

This optimistic story is, however, often at odds with the facts.  Democracies frequently adopt and maintain policies harmful for most people. (Friedman 2002; Krugman 1998; Olson 1996; Blinder 1987)  Protectionism is a classic example.  Economists across the political spectrum have pointed out its folly for centuries (Irwin 1996), but almost every democracy restricts imports.  Even when countries negotiate free trade agreements, the subtext is not "Trade is mutually beneficial," but "We'll do you the favor of buying your imports if you do us the favor of buying ours."  Admittedly, this is less appalling than the Berlin Wall, yet it is more baffling.  In theory, democracy is a bulwark against socially harmful policies, but in practice it gives them a safe harbor.    

How can this Paradox of Democracy be solved?  One answer is that the people's "representatives" have turned the tables on them. (Grossman and Helpman 2001, 1996, 1994; Rowley et al 1988; Becker 1983; Brennan and Buchanan 1980)  Elections might be a weaker deterrent to misconduct than they seem on the surface, making it more important to please special interests than the general public.  A second answer, which complements the first, is that voters are deeply ignorant about politics. (Somin 2004; Magee et al 1989; Weingast et al 1981; Downs 1957)  They do not know who their representatives are, much less what they do.  This tempts politicians to pursue personal agendas and sell themselves to donors.

A diametrically opposed solution to the Paradox of Democracy is to deny that it regularly delivers foolish policies.  You could insist that the public is right and "the experts" are wrong, openly defending the merits of protection, price controls, and so on.  That is straightforward, but risky: It is akin to putting your client on the stand and opening him up to cross-examination.  A less direct but safer stance — analogous to keeping your client from testifying — is to pick holes in the alleged mechanisms of democratic failure.  You don't have to show that your client is innocent if the prosecution lacks a coherent account of how the crime was committed.  In the same way, you need not show that a policy is good if there is no coherent account of how it could be bad.  

Democracy's cleverest enthusiasts usually take this safer route. (Wittman 1995, 1989; Stigler 1986)    Especially in recent years, their strategy has been successful despite the intuitive appeal of stories about electorally safe politicians and ignorant voters.  For reasons we will soon explore, these stories buckle or even break when critically analyzed.  Without a credible account of how democracy falls short of its promise, the insight that it does fall short lives on borrowed time.

This book develops an alternative story of how democracy fails.  The central idea is that voters are worse than ignorant; they are, in a word, irrational — and vote accordingly. (Caplan 2003b)  Economists and cognitive psychologists usually presume that everyone "processes information" to the best of their ability.
 (Sheffrin 1996; Kahneman et al 1982; Nisbett and Ross 1980)  Yet common sense tells us that emotion and ideology — not just the facts or their "processing" — powerfully sway human judgment.  Protectionist thinking is hard to uproot because it feels good.  When people vote under the influence of false beliefs that feel good, democracy persistently delivers bad policies.  As an old computer programming slogan goes, GIGO — Garbage in, garbage out.  

Across-the-board irrationality is not a strike against democracy alone, but all human institutions.  A critical premise of this book is that irrationality, like ignorance, is selective. (Caplan 2001a)  We habitually tune out unwanted information on subjects we don't care about.  In the same vein, I claim that we turn off our rational faculties on subjects where we don't care about the truth. (Tetlock 2003)  Economists have long argued that voter ignorance is a predictable response to the fact that one vote doesn't matter.  Why study the issues if you can't change the outcome?  I generalize this insight: Why control your knee-jerk emotional and ideological reactions if you can't change the outcome?

This book has three conjoined themes.  The first: Doubts about the rationality of voters are empirically justified.  The second: Voter irrationality is precisely what economic theory implies once we adopt introspectively plausible assumptions about human motivation.  The third: Voter irrationality is the key to a realistic picture of democracy.  

On the naive public-interest view, democracy works because it does what voters want.  In the view of most democracy skeptics, it fails because it does not do what voters want.  On my account, democracy fails because it does what voters want.  In economic jargon, democracy has a built-in externality.  An irrational voter does not hurt only himself.  He also hurts everyone who is, as a result of his irrationality, more likely to live under misguided policies.  Since most of the cost of voter irrationality is external — paid for by other people, why not indulge?  If enough voters think this way, socially injurious policies win by popular demand.

When cataloging the failures of democracy, one must keep things in perspective.  The shortcomings of democracy pale in comparison with those of totalitarian regimes.  Democracies do not murder millions of their own citizens. (Applebaum 2003; Courtois et al 1999; Becker 1996; Payne 1995; Drèze and Sen 1990; Conquest 1985)  Fair enough, but such comparisons set the bar too low.  Now that democracy is the typical form of government, there is little reason to dwell on the truism that it is "Better than Communism."  It is now more worthwhile to figure out how and why democracy fails. (Dahl 1989)

In the minds of many, one of Winston's Churchill's most famous aphorisms cuts the conversation short: "[D]emocracy is the worst form of government, except all those other forms that have been tried from time to time." (Eigen and Siegel 1993: 109)  But this saying overlooks the fact that the governments vary in scope as well as form.  In democracies the main alternative to majority rule is not dictatorship, but markets.  

Democracy enthusiasts repeatedly acknowledge this. (MacEwan 1999; Soros 1998; Kuttner 1997, 1991, 1984; Greider 1997, 1992)  When they lament the "weakening of democracy," their main evidence is that markets face little government oversight, or even usurp the traditional functions of government.  They often close with a "wake-up call" for voters to shrug off their apathy and make their voice heard.  The heretical thought that rarely surfaces is that weakening democracy in favor of markets could be a good thing.  No matter what you believe about how well markets work in absolute terms, if democracy starts to look worse, markets start to look better by comparison.

Economists have an undeserved reputation for "religious faith" in markets.  No one has done more than economists to dissect the innumerable ways that markets can fail.  After all their investigations, though, economists typically conclude that the man in the street — and the intellectual without economic training — underestimates how well markets work. (Caplan 2002a; Alston et al 1992; Blinder 1987; Schultze 1977)  I maintain that something quite different holds for democracy: it is widely over-rated not only by the public but by most economists too.  Thus, while the general public underestimates how well markets work, even economists underestimate markets' virtues relative to the democratic alternative.

Chapter 1: Beyond the Miracle of Aggregation

I am suspicious of all the things that the average citizen believes... 
H.L. Mencken, A Second Mencken Chrestomathy (1995: 375) 

What voters don't know would fill a university library, a fact that has long haunted political thinkers.  In the last few decades, economists who study politics have thrown fuel on the fire by pointing out that — selfishly speaking — voters are not making a mistake. (Olson 1971; Downs 1957)  One vote has so small a probability of affecting electoral outcomes (Fedderson 2004; Mulligan and Hunter 2003; Meehl 1977) that a realistic egoist pays no attention to politics; he chooses to be, in economic jargon, rationally ignorant.    

For those who worship at the temple of democracy, this economic argument adds insult to injury.  It is bad enough that voters happen to know so little.  It remains bearable, though, as long as the electorate's ignorance is a passing phase.  Pundits often blame citizens' apathy on an elections' exceptionally insipid candidates.  Deeper thinkers, who notice that the apathy persists year after year, blame voters' ignorance on lack of democracy itself.  Robert Kuttner (1996: xi) spells out one version of the story:

The essence of political democracy — the franchise — has eroded, as voting and face-to-face politics give way to campaign-finance plutocracy... [T]here is a direct connection between the domination of politics by special interest money, paid attack ads, strategies driven by polling and focus groups — and the desertion of citizens... People conclude that politics is something that excludes them.  

Yet "the solution for the problems of democracy is more democracy" slogan sounds hollow after you digest the idea of rational ignorance.  Voter ignorance is a product of natural human selfishness, not a transient cultural aberration.  It is hard to see how initiatives, or campaign finance reform, or any of the popular ways to "fix democracy" strengthen voters' incentive to inform themselves. 

As the rational ignorance insight spread, it became an intellectual fault line in the social sciences.  Economists, along with economically-minded political scientists and law professors, are generally on one side of the fault line. (Kelman 1988; Rhoads 1985)  They see voter ignorance as a serious problem, making them skeptical about using government intervention to improve market outcomes.  Beneficial government action is possible in theory, but how could hopelessly uninformed voters be expected to elect politicians who follow through?  The implication: "Voters don't know what they're doing; just leave it to the market."  Thinkers on the other side of the fault line downplay these doubts about government intervention.  Once you discount the problem of voter ignorance, it is a short hop from "the policies beneficial in theory" to "the policies democracies adopt in practice." 

In time, rational ignorance spawned an expansive research program, known as public choice or political economy or rational choice theory.
  In the 1960's, finding fault with democracy bordered on heretical, but the approach was hearty enough to take root.  Critiques of foolish government policies multiplied during the 1970's, paving the way for deregulation and privatization. (Quirk 1990, 1988)

But as these ideas started to change the world, serious challenges to their intellectual foundations surfaced.  Earlier criticism often came from thinkers with little understanding of and less sympathy for the economic way of thinking.  The new doubts were framed in clear economic logic.   

The Miracle of Aggregation
[T]hink about what happens if you ask a hundred people to run a 100-meter race, and then average their times.  The average time will not be better than the time of the fastest runners.  It will be worse...  But ask a hundred people to answer a question or solve a problem, and the average answer will often be at least as good as the answer of the smartest member.  With most things, the average is mediocrity.  With decision-making, it's often excellence.  You could say it's as if we've been programmed to be collectively smart.


James Surowiecki, The Wisdom of Crowds (2004: 11) 
If a person has no idea how to get to his destination, he can hardly expect to reach it.  He might get lucky, but common sense recognizes a tight connection between knowing what you are doing and successfully doing it.  Ubiquitous voter ignorance seems to imply, then, that democracy works poorly.  The people ultimately in charge — the voters — are doing brain surgery while unable to pass basic anatomy.  

There are many sophisticated attempts to spoil this analogy, but the most profound is that democracy can function well under almost any magnitude of voter ignorance.  How?  Assume that voters do not make systematic errors.  Though they err constantly, their errors are random. (Surowiecki 2004; Austen-Smith and Banks 1996; Wittman 1995, 1989; Page and Shapiro 1993, 1992; Levy 1989; Muth 1961)  If voters face a blind choice between X and Y, knowing nothing about them, they are equally likely to choose either.   

What happens?  With 100% voter ignorance, matters are predictably grim.  One candidate could be the Unabomber, plotting to shut down civilization.  If voters choose randomly, the Unabomber wins half the time.  True, the assumption of zero voter knowledge is overly pessimistic; informed voters are rare, but they do exist.  But this seems a small consolation.  100% ignorance leads to disaster.  Can 99% ignorance be significantly better?  

The surprising answer is Yes.  The negative effects of voter ignorance are not linear.  Democracy with 99% ignorance looks a lot more like democracy with full information than democracy with total ignorance. (Hoffman 1998)  Why?  First, imagine an electorate where 100% of all voters are well-informed.  Who wins the election?  Trivially, whoever has the support of a majority of the well-informed.  Next, switch to the case where only 1% of voters are well-informed.  The other 99% are so thick that they vote at random.  Quiz a person waiting to vote, and you are almost sure to conclude, with alarm, that he has no idea what he is doing.  Nevertheless, it is basic statistics that — in a large electorate — each candidate gets about half of the random votes.  Both candidates can bank on roughly a 49.5% share.  Yet that is not enough to win.  For that, they must focus all their energies on the one well-informed person in a hundred.  Who takes the prize?  Whoever has the support of a majority of the well-informed.  The lesson, as Page and Shapiro (1993: 41) emphasize, is that studying the average voter is misleading:

Even if individuals' responses to opinion surveys are partly random, full of measurement error, and unstable, when aggregated into a collective response — for example, the percentage of people who say they favor a particular policy — the collective response may be quite meaningful and stable.

Suppose a politician takes a large bribe from "big tobacco" to thumb his nose at unanimous demand for more regulation.  Pro-tobacco moves do not hurt the candidate's standing among the ignorant — they scarcely know his name, much less how he voted.  But his share of the informed vote plummets.  Things get more complex when the number of issues rises, but the key to success stays the same: Persuade a majority of the well-informed to support you.

This result has been aptly named the "Miracle of Aggregation." (Converse 1990: 383)  It reads like an alchemist's recipe: Mix 99 parts folly with 1 part wisdom to get a compound as good as unadulterated wisdom.  An almost completely ignorant electorate acts makes the same decision as a  fully informed electorate — lead into gold, indeed!  

It is tempting to call this "voodoo politics," or quip, as H.L. Mencken did, that "Democracy is a pathetic belief in the collective wisdom of individual ignorance." (Brainy Quote 2005b)  But there is nothing magical or pathetic about it.  James Surowiecki (2004) documents many instances where the Miracle of Aggregation — or something akin to it — works as advertised.  In a contest to guess the weight of an ox, the average of 787 guesses was off by a single pound. (2004: xi-xiii)  On Who Wants to Be a Millionaire, the answer most popular with studio audiences was correct 91% of the time. (2004: 3-4)  Financial markets — which aggregate the guesses of large numbers of people — often predict events better than leading experts. (2004: 7-11)  Betting odds are excellent predictors of the outcomes of everything from sporting events to elections. (2004: 11-15, 17-22)  In each case, the same logic applies:

This is just an example of the law of large numbers.  Under the right conditions, individual measurement errors will be independently random and will tend to cancel each other out.  Errors in one direction will tend to offset errors in the opposite direction. (Page and Shapiro 1993: 41)

When defenders of democracy first encounter rational ignorance, they generally grant that severe voter ignorance would hobble government by the people.  Their instinctive responses are to (a) deny that voters are disturbingly ignorant, or (b) interpret voters' ignorance as a fragile, temporary condition.  To call these responses "empirically vulnerable" is charitable.  Decades of research show they are plain wrong. (Somin 2004, 2000, 1999, 1998; Delli Carpini and Keeter 1996; Dye and Zeigler 1996; Bennett 1996; Smith 1989; Neuman 1986; Converse 1964)  About half of Americans do not know that each state has two senators, and three-quarters do not know the length of their terms.  About 70% can say which party controls the House, and 60% which party controls the Senate.  (Delli Carpini and Keeter 1996: 117)  Over half cannot name their Congressman, and 40% cannot name either of their senators.  Slightly lower percentages know their representatives' party affiliations. (Dye and Zeigler 1992: 206)  Furthermore, these low knowledge levels have been stable since the dawn of polling (Delli Carpini and Keeter 1996: 116-22), and international comparisons reveal Americans' overall political knowledge to be no more than moderately below average. (Delli Carpini and Keeter 1996: 89-92)  

You could insist that none of this information is relevant anyway.  Perhaps voters have holistic insight that defies measurement.  But this is a desperate route for a defender of democracy to take.  The Miracle of Aggregation provides a more secure foundation for democracy.  It lets people believe in empirical evidence and democracy at the same time. 

The original arguments about rational ignorance took time to spread, but eventually became conventional wisdom.  The Miracle of Aggregation is currently in the middle of a similar diffusion process.  Some have yet to hear of the Miracle.  Backward-looking thinkers hope that if they ignore the objection, it will go away.  But the logic is too compelling.  Unless someone uncovers a flaw in the Miracle, the fault line in the social sciences will close.  Economists and economically-minded political scientists and law professors will rethink their doubts about democracy, and go back to the pre-rational ignorance presumption that if democracies do X, X is a good idea. 

The Reality of Systematic Error

Universal suffrage, which to-day excludes free trade from the United States, would certainly have prohibited the spinning-jenny and the power-loom.

William Lecky, Liberty and Democracy (1981: 22)
The Miracle of Aggregation proves that democracy can work even with a morbidly ignorant electorate.  Democracy gives equal say to the wise and the not-so-wise, but the wise determine policy.  Belaboring the electorate's lack of knowledge with study after study is beside the point.

But there is another kind of empirical evidence that can discredit the Miracle of Aggregation.  The Miracle only works if voters do not make systematic errors.  This suggests that instead of rehashing the whole topic of voter error, we concentrate our fire on the critical and relatively unexplored question
: Are voter errors systematic?
There are good reasons to suspect so.  Our average guess about the weight of oxen is dead on.  But cognitive psychology catalogs a long list of other questions where our average guess is systematically mistaken.  (Rabin 1998; Thaler 1992; Quattrone and Tversky 1988, 1984; Simon 1985; Kahneman et al 1982; Nisbett and Ross 1980)  This body of research ought to open our minds to the possibility of systematic voter error.  

By itself, though, the psychological literature does not get us very far.  The link between general cognition and particular political decisions is too loose.  People could have poor overall judgment but good task-specific judgment. (Smith 2003, 1991; Cosmides and Tooby 1996; Barkow et al 1992; Cosmides 1989)  Voters might be bad statisticians but perceptive judges of wise policy.  Thus, we should refine our question: Are voter errors systematic on questions of direct political relevance?

My answer is an emphatic Yes.  Economic policy is the primary activity of the modern state, making voter beliefs about economics among the most — if not the most — politically-relevant beliefs.  This book presents robust empirical evidence that economic beliefs are riddled with severe systematic errors. (Caplan 2002a, 2002b, 2001d)  People do not understand the "invisible hand" of the market, its ability to harmonize private greed and the public interest.  I call this anti-market bias.  They underestimate the benefits of interaction with foreigners.  I call this anti-foreign bias.  They equate prosperity not with production, but with employment.  I call this make-work bias.  Lastly, they are overly prone to think that economic conditions are bad and getting worse.  I call this pessimistic bias. 

If voters base their policy preferences on deeply mistaken models of the economy, government is likely to perform its bread and butter function poorly.  To see this, suppose that two candidates compete by taking positions on the degree of protectionism they favor.  Random voter errors about the effect of protection cause some voters who prefer the effect of free trade to vote for protection.  But it is equally common for voters who prefer the effect of protection to vote for free trade.
 (Figure 1-1)  Then the Miracle of Aggregation holds: in spite of voter ignorance, the winning platform is socially optimal.

For anyone who has taught international economics, though, this conclusion is underwhelming.  It takes hours of patient instruction to show students the light of comparative advantage.  After the final exam, there is a distressing rate of recidivism.  Suppose we adopt the more realistic assumption that voters systematically overestimate the benefits of protection.  What happens?  Lots of people vote for protection who prefer the effect of free trade, but only a few vote for free trade who prefer the effect of protection. (Figure 1-2)  The political scales tilt out of balance; the winning platform is too protectionist.  The median voter would be better off if he received less protection than he asked for.  But competition impels politicians to heed what voters ask for, not what is best for them.

Comparable biases plausibly underlie policy after policy. (Sowell 2004a, 2004b)  For example, supply-and-demand says that above-market prices create unsaleable surpluses, but that has not stopped most of Europe from regulating labor markets into decades of depression-level unemployment. (Krugman 1998; Siebert 1997)  The most credible explanation is that the average voter sees no link between artificially high wages and unemployment.  Before I studied economics, I failed to see it myself.  

Modern Research Versus Intellectual Tradition

Economists have two attitudes toward discourse, the official and the unofficial...




Donald McCloskey (1985: 5)

The terminology of "systematic" versus "random" error entered economists' vocabulary about thirty years ago. (Sheffrin 1996)  But the concept of systematic error has a much longer history.  Here is how Simon Newcomb (1893: 375) began an article in the Quarterly Journal of Economics in 1893:

The fact that there is a wide divergence between many of the practical conclusions of economic science, as laid down by its professional exponents, and the thought of the public at large, as reflected in its current discussion and in legislation, is one with which all are familiar.

This was the intellectual climate that Newcomb saw in the contemporary United States and Great Britain.  In The Wealth of Nations, Smith (1981: 488-9) made similar observations about economic beliefs in Britain over a century earlier:  

Nothing, however, can be more absurd than this whole doctrine of the balance of trade, upon which, not only these [mercantilist] restraints, but almost all other regulations of commerce are founded.  When two places trade with one another, this doctrine supposes that, if the balance be even, neither of them loses or gains; but if it leans in any degree to one side, that one of them loses, and the other gains in proportion to its declension from the exact equilibrium.

The policy consequences, for Smith (1981: 493), are far-reaching:

By such maxims as these, however, all nations have been taught that their interest consisted in beggaring all their neighbors.  Each nation has been made to look with an invidious eye upon the prosperity of all the nations with which it trades, and to consider their gain as its own loss.  Commerce, which ought naturally to be, among nations, as among individuals, a bond of union and friendship, has become the most fertile source of discord and animosity.

When he affirms (1981: 796) that "Science is the great antidote to the poison of enthusiasm and superstition," Smith is not thinking about errors that harmlessly balance out.  

In the middle of the 19th century, Frédéric Bastiat, the French popularizer of classical economics, titled one of his most famous books Economic Sophisms.  "Sophism" is Bastiat's synonym for "systematic error," and he assigns sophisms broad consequences: They "are especially harmful, because they mislead public opinion in a field in which public opinion is authoritative — is, indeed, law." (Bastiat 1964a: 123)  Bastiat attacks dozens of popular protectionist sophisms, for example, but does not bother to criticize any popular free trade sophisms.  The reason is not that bad arguments for free trade do not exist, but that — unlike bad arguments for protection — virtually none are popular!  

Bastiat's outlook remained respectable well into the 20th century.  The eminent economist Frank Knight (1960: 19) made no apologies for it:  

[T]he action taken by our own democracy, and the beliefs of the great majority on which the action rests, are often absurd.  Nor are they to be explained by economic self-interest, since the measures depend on votes of electors whose interests are directly opposed to them, as well as those benefited. 

Yet in recent decades, these ideas have been forced underground.  Nearly all modern economic theories of politics begin by assuming that the typical citizen understands economics and votes accordingly — at least on average. (Drazen 2000; Persson and Tabellini 2000; Rodrik 1996; for an important recent exception, see Romer 2003)  As George Stigler, widely known as a stern critic of government regulation, scoffs:

[T]he assumption that public policy has often been inefficient because it was based on mistaken views has little to commend it.  To believe, year after year, decade after decade, that the protective tariffs or usury laws to be found in most lands are due to confusion rather than purposeful action is singularly obfuscatory. (1986: 309) 
In stark contrast, introductory economics courses still tacitly assume that students arrive with biased beliefs, and try to set them straight, leading to better policy.  Paul Samuelson famously remarked that "I don't care who writes a nation's laws — or crafts its advanced treaties — if I can write its economics textbooks." (Skousen 1997: 150)  This assumes, as teachers of economics usually do, that students arrive with systematic errors.    

What a striking situation: As researchers, economists do not mention systematically biased economic beliefs; as teachers, they take their existence for granted.  One might blame ossified textbooks for lagging behind research, or teachers for failing to expose their students to cutting-edge work.  But the hypothesis that people hold systematically biased beliefs about economics has not been falsified; it has barely been tested.  

I maintain that the oral tradition of the teachers of economics offers the researchers of economics a rich mine of scientific hypotheses.  At the same time, the oral tradition has been subject to so little analytical scrutiny that it is not hard to refine.  Samuelson's is a story of hope; we can sleep soundly as long as he keeps writing textbooks.  But pondering two more facts might keep us lying awake at night.  Fact one: The economics the average introductory student absorbs is disappointingly small.  If they had severe biases at the beginning, most still have large biases at the end.  Fact two: below-average students are above-average citizens.  Most voters never take a single course in economics.  If it is disturbing to imagine the bottom half of the class voting on economic policy, it is frightening to realize that the general population already does.  The typical voter, to whose opinions politicians cater, is probably unable to earn a passing grade in basic economics.  No wonder protectionism, price controls, and other foolish policies so often prevail.  

Preferences Over Beliefs

The growing obsession in most advanced nations with international competitiveness should be seen, not as a well-founded concern, but as a view held in the face of overwhelming contrary evidence.  And yet it is clearly a view that people very much want to hold — a desire to believe that is reflected in a remarkable tendency of those who preach the doctrine of competitiveness to support their cases with careless, flawed arithmetic.




Paul Krugman, Pop Internationalism (1996: 5)

The most common objection to my thesis is theoretical: it contradicts the whole "rational choice approach" of modern social science.  My colleague Robin Hanson aptly describes rational choice models as "stories without fools."  I put folly — or, in technical terms, "irrationality" — at center stage.

One is tempted to snap: If the facts do not fit rational choice theory, so much the worse for rational choice theory!  But this reaction is premature, for there is a satisfying way to reconcile theory and common sense.  The preliminary step is to drop specious analogies between markets and politics, between shopping and voting.  Sensible public opinion is a public good. (Caplan 2003b)  When a consumer has mistaken beliefs about what to buy, he foots the bill.  When a voter has mistaken beliefs about government policy, the whole population picks up the tab.  

Dropping false analogies between shopping and voting restores our intellectual flexibility, making the conflict between theory and common sense less daunting.  But how can the conflict be resolved?  We do not have to turn our backs on economics. It is only necessary to broaden its understanding of human motivation and cognition.  

Economists usually presume that beliefs are a means to an end, not an end in themselves. In reality, however, we often have cherished views, valued for their own sake.  As Shermer (2002: 82) puts it, "Without some belief structure, however, many people find this world meaningless and without comfort."  In economic jargon, people have preferences over beliefs.  Letting emotions or ideology corrupt our thinking is an easy way to satisfy such preferences. (Caplan 2001a; Akerlof 1989; Akerlof and Dickens 1982)  Instead of fairly weighing all claims, we can show nepotism toward our favorite beliefs.  Ayn Rand (1957: 944) calls it "blanking out": "the willful suspension of one's consciousness, the refusal to think — not blindness, but the refusal to see; not ignorance, but the refusal to know."
Outside of economics, the idea that people like some beliefs more than others has a long history.  John Locke's Essay Concerning Human Understanding inveighs against "enthusiasm, in which reason is taken away." (Locke 1977: 570)  To be an enthusiast is to embrace dubious ideas on emotional grounds:

For the evidence that any proposition is true (except such as are self-evident) lying only in the proofs a man has of it, whatsoever degrees of assent he affords it beyond the degrees of that evidence, it is plain that all the surplusage of assurance is owing to some other affection, and not to the love of truth... (Locke 1977: 570; emphasis added)

Notice the two components of his analysis.  The first is "surplusage of assurance."  Locke observes that people assign probabilities to beliefs higher than the evidence warrants.  The second is "other affections."  The cause of excess confidence, on Locke's account, is conflict of motives.  Everyone likes to think that he values truth for its own sake, but there are competing impulses: “conceit,” “laziness," "vanity,” “the tedious and not always successful labor of strict reasoning,” and "fear, that an impartial inquiry would not favour those opinions which best suit their prejudices, lives, and designs...”  (Locke 1977: 571)

Thinkers who discuss preferences over beliefs almost invariably bring up religion.  Locke is no different:

[I]n all ages, men in whom melancholy has mixed with devotion, or whose conceit of themselves has raised them into an opinion of a greater familiarity with God, and a nearer admittance to his favour than is afforded to others, have often flattered themselves with a persuasion of an immediate intercourse with the Deity, and frequent communications from the Divine Spirit. (1977: 571)

Like most things, enthusiasm comes in degrees.  Many who feel no need to convert others take offense if you politely argue that their religion is mistaken.  Few dispassionately accept their religious teachings as the "current leading hypothesis."  Consider the adjectives that so often appear in the study of religion: fervent, dogmatic, fanatical.  Human beings want their religion's answers to be true.  They often want it so badly that they avoid counter-evidence, and refuse to think about whatever evidence falls in their laps.  As Nietzsche uncharitably puts it, "'Faith' means not wanting to know what is true." (Kaufmann 1954: 635)  

Once you admit that preferences over beliefs are relevant in religion, it is hard to compartmentalize the insight.  As Gustave Le Bon (1960: 73) observes in The Crowd, there is a close analogy between literal religious belief and fervent ("religious") adherence to any doctrine: "Intolerance and fanaticism are the necessary accompaniments of the religious sentiment... The Jacobins of the Reign of Terror were at bottom as religious as the Catholics of the Inquisition, and their cruel ardor proceeds from the same source."  Eric Hoffer (1951: 26) famously expands on this point in his short classic The True Believer, declaring that "all mass movements are interchangeable": "A religious movement may develop into a social revolution or a nationalist movement; a social revolution, into militant nationalism or a religious movement; a nationalist movement into a social revolution or a religious movement."   

It is no accident that both of the substitutes for religion that Hoffer names — nationalism and social revolution — are political.  Political/economic ideology is the religion of modernity.  Like the adherents of traditional religion, many people find comfort in their political worldview, and greet critical questions with pious hostility.
  Instead of crusades or inquisitions, the twentieth century had its notorious totalitarian movements. (Arendt 1973; Friedrich and Brzezinski 1965)  "The religious character of the Bolshevik and Nazi revolutions is generally recognized," writes Hoffer.  "The hammer and sickle and the swastika are in a class with the cross.  The ceremonial of their parades is as the ceremonial of a religious procession.  They have articles of faith, saints, martyrs and holy sepulchers." (Hoffer 1951: 27)  Louis Fischer confesses that "Just as religious conviction is impervious to logical argument and, indeed, does not result from logical processes, just as nationalist devotion or personal affection defies a mountain of evidence, so my pro-Soviet attitude attained complete independence from day-to-day events." (Crossman 1949: 203)  George Orwell's 1984 (1983) developed the novel vocabulary of Newspeak — words like doublethink and thoughtcrime — to ridicule the quasi-religious nature of totalitarian ideologies.  A tour of Nazi or Communist websites can provide the reader with good contemporary examples.

As with religion, extreme ideologies lie at the end of a continuum.  One's political worldview might compare favorably with the outlook of the sole member of a Maoist splinter faction, but remain less than rational.
  To many people, for example, blaming foreigners for domestic woes is a source of comfort or pride.  They may not proclaim their protectionism every day, and might acknowledge that foreign trade is beneficial in special circumstances.  But they still resist — and resent — those who try change their minds by explaining comparative advantage. 
Natural scientists have long known that the majority disbelieves some of their findings because they contradict religion. (Shermer 2002)  Social scientists need to learn that the majority disbelieves some of their findings because they contradict quasi-religion.

Rational Irrationality
As we never cease to point out, each man is in practice an excellent economist, producing or exchanging according as he finds it more advantageous to do the one or the other.  



Frédéric Bastiat, Economic Sophisms (1964a: 84)

Preferences over beliefs is the critical idea that reconciles the theory of rational choice with the facts of voter irrationality.  How?  Suppose that human beings value both their material prosperity and their worldview.  In economic jargon, they have two arguments in their utility function: personal wealth and loyalty to their political ideology.  What happens if people rationally make trade-offs between their two values?    

In any rational choice analysis, prices are the guiding star.  If you like both meat and potatoes, you need to know how much meat you must forego in order to get one more potato.  It is a mistake, however, to focus exclusively on the price tags at the grocery store.  Part of the price of an unhealthy diet is a shorter lifespan, but the price tag says nothing about it.  Economists call the total cost — explicit and implicit — of an activity its "full price."  Though less visible than a printed price tag, the full price is the one that matters most.

The more incorrect your beliefs, the more poorly tailored your actions are to actual conditions. (Spence 1977)  What is the full price of ideological loyalty?  It is the material wealth you forego in order to believe.  Suppose that Robinson Crusoe's ideology teaches that native islanders like Friday are unable to farm.  It flatters his pride to believe that only Europeans can understand agriculture.  If Crusoe's belief is in fact correct, he wisely specializes in agriculture and has Friday do other kinds of work.  But if Crusoe's belief is blind prejudice, keeping Friday out of agriculture reduces total production and makes both men poorer.  The difference between Crusoe's potential living standard and his actual living standard is the full price of his ideological stance.

On an island with two people, the ideologue's material cost of hewing to his false precepts can be substantial.  Under democracy, however, the probability that one vote — however misguided — changes policy rapidly decreases as the number of voters increases. (Brennan and Lomasky 1993, 1989)  In order to alter the outcome, a vote has to break a tie.  The more votes, the fewer ties there are to break.  Imagine a thousand Crusoes vote on permissible lines of work for a thousand Fridays.  The Crusoes prefer to believe that the Fridays are unfit for agriculture, but the facts are against them.  What is the expected loss of material wealth for a Crusoe who indulges this preference?  He forfeits not the per-capita reduction in wealth, but the per-capita reduction discounted by the probability that he flips the outcome of the election.  If the per-capita cost of keeping Fridays out of agriculture is $1000, and the probability of being a tie-breaker is .1%, then a Crusoe who votes to keep them out pays $1 to adhere to his cherished fallacy.

This example illustrates one of this book's recurring points: In real-world political settings, the price of ideological loyalty is close to zero. (Akerlof 1989)  So we should expect people to "satiate" their demand for political delusion, to believe whatever makes them feel best.  After all, it's free.  The fanatical protectionist who votes to close the borders risks virtually nothing, because the same policy wins no matter how he votes.  Either the borders remain open, and the protectionist has the satisfaction of saying "I told you so"; or the borders close, and the protectionist has the satisfaction of saying "Imagine how bad things would have been if we hadn't closed the borders!"  

There can easily be a large gap between the private and social costs of ideological fealty.  Recall that the expected material cost of error for one Crusoe was only $1.  If a majority of the individual Crusoes find this price attractive, though, each and every Crusoe loses $1000.  Voting to keep the Fridays out of agriculture sacrifices $1,000,000 in social wealth in order to placate ideological scruples worth as little as $501.  

A recurring rejoinder to these alarmist observations is that precisely because confused political ideas are dangerous, voters have a strong incentive to wise up.  This makes as much sense as the argument that people have a strong incentive to drive less because auto emissions are unpleasant to breathe.  No one faces the choice "Drive a lot less, or get lung cancer," or "Rethink your economic views, or spiral down to poverty."  In both driving and democracy, negative externalities irrelevant to individual behavior add up to a large collective misfortune.

The Landscape of Political Irrationality

Democracy is the theory that the common people know what they want, and deserve to get it good and hard.



H.L. Mencken (Andrews 1993: 229) 
Ordinary cynics — and most economists — compare voters to consumers who shrewdly "vote their pocketbooks."  In reality, this is atypical.  Empirically, there is little connection between voting and material interests. (Sears and Funk 1990; Citrin and Green 1990; Sears et al 1980)  Contrary to popular stereotypes of the rich Republican and the poor Democrat, income and party identity are only loosely related. (Luttbeg and Martinez 1990; Kamieniecki 1985)  The elderly are if anything slightly less supportive of Social Security and Medicare than the rest of the population. (Ponza et al 1988)  Men are more pro-choice than women. (Shapiro and Mahajan 1986)  

If self-interest does not explain political opinion, what does?  Voters typically favor the policies they perceive to be in the general interest of their nation. (Mansbridge 1990)  This is however no cause for democratic optimism.  The key word is perceive.  Voters almost never take the next step by critically asking themselves: "Are my favorite policies effective means to promote the general interest?"  In politics as in religion, faith is a shortcut to belief.

What are the implications for democracy?  Standard rational choice theory rightly emphasizes that politicians woo voters by catering to their preferences.  But this means one thing if voters are shrewd policy consumers, and almost the opposite if, as I maintain, voters are like religious devotees.  In the latter case, politicians have a strong incentive to do what is popular, but little to competently deliver results.  Alan Blinder (1987: 89) cuttingly refers to "a compliant Congress, disdainful of logic, but deeply respectful of public opinion polls."  If one politician fails to carry out the people's wishes, a competing politician will.  Le Bon (1960: 110) makes the same point in sweeping terms:

The masses have never thirsted after truth.  They turn aside from evidence that is not to their taste, preferring to deify error, if error seduce them.  Whoever can supply them with illusions is easily their master; whoever attempts to destroy their illusions is always their victim.

Thus, it is in mind-set, not practical influence, that voters resemble religious believers.  Given the separation of church and state, modern religion has a muted effect on non-believers.  Scientific progress continues with or without religious approval.  Political/economic misconceptions, in contrast, have dramatic effects on everyone who lives under the policies they inspire — even those who see these misconceptions for what they are.  If most voters think protectionism is a good idea, protectionist policies thrive; if most believe that unregulated labor markets work badly, labor markets will be heavily regulated.

The conventional complaint about politicians is "shirking" — their failure to do what voters want. (Jacobs and Shapiro 2000; Bender and Lott 1996)  I maintain that "shirking" should be dethroned in favor of "demagoguery."  Merriam-Webster's Collegiate Dictionary (2003: 330) defines a demagogue as "a leader who makes use of popular prejudices and false claims and promises in order to gain power."  Put bluntly, rule by demagogues is not an aberration.  It is the natural condition of democracy.  Demagoguery is the winning strategy as long as the electorate is prejudiced and credulous.  Indeed, while "demagogue" normally connotes insincerity, this is hardly necessary.  "Religious" voters encourage politicians to change their behavior by feigning devotion to popular prejudices, but also prompt entry by the honestly prejudiced into the political arena. (Fremling and Lott 1996, 1989)  

Shirking should be dethroned, not but disowned.  Elections are imperfect disciplinary devices. (Matsusaka 2005; Persson and Tabellini 2004, 2000; Gerber and Lewis 2004; Besley and Case 2003; Persson 2002; Besley and Coate 2000; Levitt 1996)  Some deviation from voter wishes is bound to occur.  But how much?  How strictly do elections constrain politicians?  My view is that it depends on voters themselves.  If they care deeply about an issue — like public use of racial slurs — politicians have almost no slack.  One wrong word costs them the election.  In contrast, if voters find a subject boring — like banking regulation — if emotion and ideology provide little guidance, their so-called representatives have "wiggle room" to maneuver.  

Politicians' wiggle room creates opportunities for special interest groups — private and public, lobbyists and bureaucrats — to get their way.  In my account, though, interest groups are unlikely to directly "subvert" the democratic process.  Politicians rarely stick their necks out for unpopular policies because an interest group begs them — or pays them — to do so.  Their careers are on the line; it is not worth the risk.  Instead, interest groups push along the margins of public indifference.
  If the public has no strong feelings about how to reduce dependence on foreign oil, ethanol producers might finagle a tax credit for themselves.  No matter how hard they lobbied, though, they would fail to ban gasoline.

Lastly, for all the power ascribed to it, the media is also consumer-driven. (Sutter forthcoming)  Competition induces it to cover news that viewers want to watch.  In the standard rational choice account, this reduces political information costs and so helps democracy work. (Wittman 2005b)  Yet I am skeptical that much useful information flows from media to viewers.  Instead, like politicians, the media show viewers what they want to see and tell them what they want to hear. (Mullainathan and Shleifer 2003)

Admittedly, the media, like politicians, have wiggle room.  Yet once again, it is slack along the margins of indifference.  If a shocking disaster story, bundled with mild liberal reporting bias, remains highly entertaining to a mainstream audience, then predominantly Democratic newscasters can mix in a little left-wing commentary.  But if the media strays too far from typical viewer opinion — or just gets too pedantic — the audience flies away.  So while the conventional view gives the media too much credit — the private good of entertainment vitiates the public good of information — it is even more wrong-headed to treat the media as the source of popular fallacies.  As we shall see, the fallacies preceded modern media; they continue to flourish because the audience is predisposed to be receptive.

To recap, my story is voter-driven.  Voters have beliefs — defensible or not — about how the world works.  They tend to support politicians who favor policies that, in the voters' own minds, will be socially beneficial.  Politicians, in turn, need voter support to gain and retain office.  While few are above faking support for popular views, this is rarely necessary: Successful candidates usually sincerely share voters' worldview.  When special interests woo politicians, they tailor their demands accordingly.  They ask for concessions along policy margins where the voice of public opinion is silent anyway.  The media, finally, does its best to entertain the public.  Since scandalous behavior by politicians and interest groups is entertaining, the media is a watchdog.  Like any watchdog, though, the media has a subordinate role.  If its coverage, however sound, conflicts with viewers' core beliefs, they change the channel.

Conclusion
To undermine the Miracle of Aggregation, this book focuses on the empirical evidence that voters' beliefs about economics are systematically mistaken.  This does not imply that their beliefs about other topics are any sounder.  I emphasize economics because it is at the heart of most modern policy disputes.  Regulation, taxes, subsidies —  they all hinge on beliefs about how policy affects economic outcomes.  It is not surprising, then, that the modal respondent in the National Election Studies ranks economic issues as "the most important problem" in most election years.  In fact, if you classify "social welfare" issues like welfare, the environment, and health care as economic, then economic issues are "the most important problem" in every election year from 1972-2000. (Abramson et al 2002: 131)  Biased beliefs about economics make democracy worse at what it does most.  Understanding these biases is therefore important not just for economists, but for everyone who studies politics.  If that is not motivation enough, economists' love/hate relationship with the Miracle of Aggregation — official embrace, punctuated by exasperated under-the-table complaints about economic illiteracy — makes for a juicy story. 
The empirics of economic beliefs serve as the springboard for a new perspective on democracy.  How can economic theory accommodate the empirical evidence on systematic bias?  Conceptually, the necessary change is not radical: Just add one new ingredient — preferences over beliefs — to the rational choice stew.  Yet substantively, my account almost reverses the rational choice consensus.  I see neither well-functioning democracies nor democracies highjacked by special interests.  Instead, I see democracies that fall short because voters get the foolish policies they ask for.  Adding one new ingredient to the rational choice stew gives it a starkly different flavor.

Figure 1-1: The Median Voter Model: Random  Error






Figure 1-2: The Median Voter Model: Systematic Error
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� Cognitive psychologists are however much more likely than economists to conclude that people's best information processing is not very good.
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� These terms are near-synonyms, though they carry slightly different connotations.  Economists in the tradition of James Buchanan and Gordon Tullock prefer the label "public choice."  Economists less attached to this tradition substitute "political economy" or "positive political economy."  "Rational choice theory" is more popular among political scientists. (Green and Shapiro 1994)





� For important exceptions, see Althaus (2003, 1998, 1996), Bartels (2004, 1996), Gilens (2001), Wolfers (2001), and Delli Carpini and Keeter (1996).





� For simplicity, assume symmetric voter preferences so that the median preference is also the most efficient outcome. (Cooter 2000: 32-5)





� One fact that makes both religious and political believers less touchy is that many only loosely understand their own doctrines. (Converse 1964)  





� Hoffer usefully distinguishes between the revolutionary or "active" and institution-building or "consolidation" stages in the life cycle of mass movements.  The extreme irrationality of the early phase decays into a more dilute irrationality in the later phase.  "The conservatism of a religion — its orthodoxy — is the inert coagulum of a once highly reactive sap." (Hoffer 1951: 14)





� Admittedly, it is possible that voters are indifferent over a vast range of policies, giving politicians an enormous degree of slack.  For this point I am indebted to Ilya Somin.











