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Development of Dictatorship

While many dictatorships are remained underdeveloped, some dictatorships do
provide economic growth:
» Several impoverished nations have escaped poverty under the rule of
pro-growth dictators (Glaeser et al., 2004).
» The four Asian tigers demonstrated remarkable economic growth, with annual

rates exceeding 6 percent for three decades.

Inducing economic growth can be good for a dictator for the future gain.

But it may engender a threat to him.



Modernisation Hypothesis

Increased wealth is not only related causally to the development of democ-
racy by changing the social conditions of the workers, but it also affects
the political role of the middle class through changing the shape of the

stratification structure (Lipset, 1959).



Modernisation Hypothesis

Middle class plays an important role in transitions and consolidations to
democracy. They have different values from other social classes, which lead

them to demand more democratic institutions.

e.g., post-materialistic values vs. materialistic values (Inglehart & Welzel, 2005):
People tend to have post-materialistic values if they grow up in a stable

environment with higher education.



This Paper

| present a Political Economy Model of dictatorship in light of modernisation
hypothesis:
» When the country is poor, dictator has less resources to extract rent.

For a greater future gain, the dictator may pursue economic growth.

» As the economy grows, the middle class emerges, with higher education
attainment. They demand democracy more strongly, which becomes a

threat to the dictator.

» The dictator faces a trade-off: “low resource with a more secure regime” and

“high resource with a less secure regime.”



At a glance

Human capital * — Good for dictator
Economic Growth — Education 1

Demand for democracy T — Bad for dictator



Brief Outline

We first describe how democratic values (demand for democracy) change the
regime in a static game.

We then extend to the dynamic problem:
» How democratic value evolve from economic condition,

» How dictatorship optimally make an economic growth.



Collective Action: Model

Suppose that there is a unit mass of citizens.

Each citizen’s value type v;; is either materialistic (m) or democratic (d) type.

Participation cost to the collective action
— Participation cost differs by value types: ¢y € {Cm,cq} (0 < Cqg < Cm < 1)
— Proportion of democratic citizens: d; = fo1 1[v;y = d]di
— Average participation cost: ¢; = c4d; + cm(1 — 0}).
Action
— Participation to the collective action: a; € {0,1} (1: participate, 0: not).

— Mass of participants: M; := f01 ajdi



Collective Action: Model

Payoff
— Regime vulnerability: 6; ~ Unif[0, 0] (§ < 0, 6 > 1).
— If My > 1 — 6;, the regime changes, and the participants obtain 1.
— Preference of young citizen i: {1{M; > 1 — 6;] — cit} ait
Information
— Each citizen i gets private signal sy = 0; + ocjt, €jr ~ Unif[—1, 1], i.i.d.
(o is the precision of signal: o € (0,1/2], 0 < —oand § > 1 + o).
— Based on the signal received, each citizen forms a posterior belief about 6;.

— If a citizen gets a low (high) signal, he/she expects that others also get a low

(high) signal.



Collective Action: What citizens are informed
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Collective Action: Equilibrium

Unique BNE is cutoff strategy
» Citizens participate when their signal is higher than the threshold.

» Thresholds depend on the types.
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» Both thresholds decrease as more proportion of democratic citizens .

» That is, when d is high, the collective action is more likely to succeed.
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Collective Action: Equilibrium

Unique BNE is cutoff strategy
» Citizens participate when their signal is higher than the threshold.
» Thresholds depend on the types.
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» Both thresholds decrease as more proportion of democratic citizens .

» That is, when d is high, the collective action is more likely to succeed.



Collective Action: Equilibrium

Proposition (Likelihood of Regime Change)

Collective action succeeds if §; > ¢; and the regime remains in autocracy if 6; < ¢;.

And the ex-ante probability of collective action success Pr[M; > 1 — Ht]at] is

0 — ¢t
-0

Pr[Mt >1 - 91|at] =

> As the average participation cost ¢; decreases in the proportion of democratic
citizens d;, a greater number of democratic citizens makes successful

collective action more likely.



Collective Action: Equilibrium

Regime vulnerability: §; ~ Unif[f, 0]

Average participation cost: ¢ = cqd; + cm(1 — d})

Regime maintains Regime changes




Collective Action (6

Regime vulnerability: §; ~ Unif[6, 0]
Average participation cost: ¢ = ¢cqa; + cm( a)
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Extending the model

Overlapping Generations:
» Citizens with mass 1 born in each period, live for 2 periods.
» Each parent i earns wy; or wy, and educate children.

» Education has two effects: (i) high probability to become skilled worker, (ii)

more likely embrace democratic values.
Dictator:
» Given the revenue G;, decide how much to invest and obtain rent.

> Investment not only increases revenue but also decreases the probability

of regime survival in the future.



Economy

» Economy begins with infrastructure A; € (0, A).
» Accumulation: Ay, 1 = min{(1 — 8)A; + I, A}, 6 € (0,1]
» Production of the economy:
Yi= mnvAG + VAT — )
skilled production  unskilled production
g;: fraction of skilled labour.
» Skilled wages: wy = (1 — 7)mp VA
» Unskilled wages: wy; = mv/A:.

» Dictator’s revenue from tax: Gy = rmp/Ar, 7 € (0,1).



Setting: Parental Education

» Each parent j educates her child to bequest a skilled job.
» Preference of parent i:
e’
Wi — E't +v  E[Wi1]ei]
N —

Expected wage of child i
Consumption by parent i

» Probability of becoming a skilled worker:

Whert  With probability e
Pr[wi1]€i] =

W1 with probability 1 — e

» Evolution of democratic values: Pr[v; = d|ej]| = ue;%



Dictator’s Investment Decision

Democratise Democratise
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Dictator’s Investment Decision

» The dictator survives until collective action rules him out.
» Cost of generating 1 unit of infrastructure: x > 0.

» Investment /; is feasible if kl; < G;.

» The dictator’'s expected payoffs:

00 t
{Gy — kh} +;5f {Gie1 —rhr} ] PriM; < 1 — 6;|ds]

rent obtained in period 1 rent obtained in period t+1 s=1 Prob. of survival from collective action



Dictator’'s Problem

The dictator’s optimal investment, {/{t}2° ., solves the following:

00 t
{Gr — ksh} + > B Gyt — gt} [ PriMe < 1 — 64]0]
t=1 s=1

S.t. At+1 = min {(1 — 5)At + It,/z\} ,

max
U}z, eRE

=2

e ~

€j = argmax {Wit - 2"} + pE[Wity1]8i],
8ir€[0,+/2wy]

;
g — / Heldi,
0

Iy is feasible



Optimal Investment: Graphical lllustration
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Implications

» The model corresponds to empirical findings that political instability
significantly reduces economic growth (Alesina et al., 1996; Aisen & Veiga,
2013).

» New insight: Under the modernisation effect, the dictatorship provides
economic growth when the economy is underdeveloped, but reduces the

growth in order to balance future profitability with regime stability.



Democracy

» Empirical studies indicate that social capital (including participatory political
culture) determines democratic economic growth (Rodrik, 2000; Persson &
Tabellini, 2009).

> | use probabilistic voting model (Persson & Tabellini, 2002, 2021).

» Assumption: democratic citizens are less partisan and more policy-oriented

than materialistic citizens.



Result
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Contribution: Regime and Economic Growth

Empirical debates: economic growth is faster under democracy or dictatorship.

» Favourable to autocracies before 1982 and to democracies after 1982.
» Democracy grows faster when there is

— property right (North, 1990; Przeworski & Limongi, 1993)
— participatory political culture (Rodrik, 2000)

— high attainment of secondary education (Acemoglu et al., 2019)

> In every period, the fastest growing countries among the poor were

autocracies (Luo & Przeworski, 2019).

= This framework provides a mechanism for this empirical puzzle.



Contribution: GDP dip before democratisation
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Figure: GDP dip before democratisation



Thank you!



Modernisation Hypothesis: Evidences
Historical evidences:

» A well-educated populace fosters broad opposition and popular uprisings
against European monarchies. Similar dynamics in East Asia, the former
Soviet Union, and Eastern Europe led to the overthrow of dictatorial
regimes.(Huntington, 1993; Glaeser et al., 2007).

» Expansion of the urban middle classes consistently contributed to mass
mobilisation during the Arab Spring in Egypt and Tunisia (Haggard &
Kaufman, 2016).

Recent empirical evidences:
» Modernisation is effective in the long-run (Kennedy, 2010; Treisman, 2020).
» Structural change from economic growth makes democratisation more likely

when there is a triggering event (Miller, 2012; Treisman, 2015).



Collective Action

Collective action modelling and result align with recent studies of the
modernisation hypothesis (Kennedy, 2010; Miller, 2012; Treisman, 2015):
» They highlight that economic growth makes democratisation more likely from
trigger events due to socio-economic and institutional changes.
» Miller (2012) and Kennedy (2010) centre their attention on the period of
regime vulnerability and economic crisis.
» Treisman (2015) considers leadership turnover, such as the death of

Generalisimo Franco in Spain.

Average participation cost c; captures the institutional and socio-economic

changes, and the realisation of 6; captures the period of these trigger events.



Democracy: Model (1)

There is an election at the end of each period.
Only the first-period citizens vote.
There are two parties A and B who propose policies pf‘+1 and ptB_H.

Winning party’s policy is adopted, which determines the next period investment:

dem
I3 = Pjt+1 Gti1-

The remaining is obtained by the winning party j as the rent, and opponent gets 0.

Partisan preference of citizen i is & = & + £ where £, £ ~ Unif[—1/2,1/2].

After observing pjt 11,/ € {A, B}, voter i votes for party A if

A B
Pt + ACy&it > Pri



Democracy: Model (2)

The expected payoffs of each party j € {A, B} are described as

Gi(pfors B — Py} e

where v); is Party j's winning probability.

In equilibrium, both parties propose the same policy p;, 4, which is derived as

Pt 2 leg+ (em—cq)di)
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