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Endogenous Constitutional Democracy Capital and Economic
Development

Wei Liang and Heng-fu Zou"

This paper develops a dynamic representative-citizens model that endoge-
nizes the accumulation of both constitutional democracy capital and physical
capital. Drawing from Douglass North’s seminal works, our model integrates
interactions between institutional capital and economic performance, focus-
ing on how changes in institutional frameworks impact economic dynamics.
By exploring the reciprocal relationships between democratic institutions and
economic variables over time, the model elucidates how democratic structures
facilitate economic growth and how economic conditions affect the vitality of
democratic governance. It demonstrates that exogenous economic variables
significantly influence both democracy and physical capital, while political
institutional factors critically shape economic outcomes. This approach high-
lights the importance of a supportive democratic environment in enhancing
capital accumulation and shows how threats to democracy can hinder both
democratic integrity and economic development, providing a comprehensive
framework to understand the interplay between political systems and economic
performance.
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1. INTRODUCTION

A constitutional democracy is a system of government where authority
is derived from a constitution that delineates foundational laws and prin-
ciples. This governance model is characterized by the separation of powers
across various governmental branches, adherence to the rule of law, and the
protection of fundamental human rights. The power of the government is

* Liang: China Economics and Management Academy, Central University of Finance
and Economics, Beijing, 100081, China. Email: w3liang2@foxmail.com; Zou: The World
Bank, Washington, D. C. 20433, USA. Email: Hzoucema@gmail.com.

501
1529-7373/2024

All rights of reproduction in any form reserved.



502 WEI LIANG AND HENG-FU ZOU

both derived from and limited by the constitution, often ratified by repre-
sentatives of the people or through direct vote, ensuring political equality
where each citizen’s voice is heard through free and fair elections, and of-
ficials are held accountable to the populace. This structured governance,
where operations are clearly defined and regulated by constitutional law,
is termed constitutional democracy capital.

Constitutional democracy functions as a democracy capital structure
within any given institution, organization, or state, marked by collective
power sharing among its members. This system serves as both institu-
tional capital and a decision-making framework, continuously strengthened
by ongoing investments in democratic principles. Unlike earlier governance
forms, modern democracies are noted for their robust institutional capital,
empowering citizens to actively participate in societal governance and en-
suring adherence to international laws. This distinction enhances modern
democracies, solidifying them as resilient and effective governance plat-
forms.

The foundational preferences and values of a constitutional democracy
encompass the rule of law, ensuring that all individuals, institutions, and
entities are accountable to laws that are publicly established, equally en-
forced, independently adjudicated, and in line with international human
rights norms. The separation of powers divides governmental responsibili-
ties among distinct branches to prevent any one branch from monopolizing
core functions, thereby maintaining a balance that avoids power abuse and
tyranny. The constitution often enshrines fundamental human rights, such
as freedom of speech, religion, assembly, and the press, safeguarded by
an independent judiciary. Governance in a constitutional democracy is
transparent, with regular, free, and fair elections that hold power bearers
accountable. Moreover, it upholds political equality, providing every citi-
zen equal access to the political process and fostering broad participatory
engagement in civic life, including public discussions and legislative activi-
ties. This participatory framework is vital for the continuous accumulation
and enhancement of constitutional democracy capital through sustained
investments in democratic processes and institutions.

The roots of democracy, or more precisely, the democracy capital struc-
ture, can be traced back to ancient Greece, a period often regarded by
18th-century intellectuals as the cornerstone of Western civilization. These
thinkers endeavored to reinterpret ancient democratic frameworks into new
models for political organization post-monarchy. Following World War II,
there was a significant resurgence of democratic ideals and an enhance-
ment of institutional capital that dramatically altered the global political
landscape. Modern representative democracies strive to merge Rousseau’s
concept of the state of nature with Hobbes’s perspective of society as in-
herently authoritarian. This is achieved through the formulation of ‘social
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contracts’ that protect citizens’ rights, curtail state power, and enhance in-
dividual empowerment through voting rights. These developments under-
score the transformation and reinforcement of democracy as both a capital
structure and vital institutional capital in the contemporary world.

Investments in modern constitutional democracy and the accumulation
of constitutional democracy capital are crucial drivers of economic growth,
as evidenced by the research of Persson and Tabellini (2009); and Ace-
moglu et al. (2019). In this paper, we develop a simple dynamic model
that simultaneously endogenizes the accumulation of both constitutional
democracy capital and physical capital. This endeavor is part of a broader
initiative to synthesize the interplay among institutional capital, changes in
institutional frameworks, and economic performance, drawing on the foun-
dational theories proposed by North (1981, 1990, 2005). Our model aims
to provide a deeper understanding of how democratic institutions impact
and are impacted by economic variables over time.

Section 2 of this paper offers a historical overview of investments in con-
stitutional democracy and the gradual build-up of constitutional democracy
capital. This section aims to contextualize the evolution of democratic in-
stitutions, tracing the historical trajectory from early democratic forms to
contemporary democratic practices. Sections 3 and 4 introduce and explore
our proposed model. Here, we detail the mechanisms through which con-
stitutional democracy capital accumulation interacts with physical capital
accumulation, emphasizing how enhancements in democratic governance
can lead to significant economic outcomes. We analyze the implications of
this interaction, illustrating how sustained investments in democracy can
foster economic growth and stability. The model provides a theoretical
framework for examining the interdependence between democratic depth
and economic performance. Section 5 concludes the paper by summarizing
our findings and discussing the broader implications of our model.

Our study is timely because recently, significant regressions in global
political rights and civil liberties were marked by numerous events that
effectively acted as negative investments in constitutional democracy and
led to the degradation of constitutional democracy capital. These events,
arising from both internal and external sources, frequently involved violent
or coercive measures that directly threatened the stability and integrity of
democratically elected governments:

Foreign Military Interventions: A stark example of these negative democ-
racy investments and the destruction of constitutional democracy cap-
ital was observed in foreign military actions, such as Russia’s invasion
of Ukraine. This military offensive not only sought territorial expansion
but was fundamentally aimed at undermining a sovereign, democratically
elected government. The intention was to replace it with a regime more
aligned with the aggressor’s geopolitical goals. This conflict resulted in
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extensive casualties, massive civilian displacement, and significant destruc-
tion, severely destabilizing Ukraine’s democratic institutions and impairing
the functionality of its political system.

Coups d’Eat: Another significant force destructively impacting constitu-
tional democracy capital recently has been the occurrence of coups d’état.
These sudden and illegal overthrows of governments dismantled established
democratic processes and often installed military or autocratic regimes. For
example, Burkina Faso experienced two coups during this period, drasti-
cally reversing democratic progress and eroding political freedoms and civil
liberties under military rule.

Power Grabs by Incumbent Officials: Recent actions by incumbent of-
ficials in various countries have posed significant threats to constitutional
democracy capital by exploiting their positions to dismantle democracy
investments and consolidate undemocratic control. These actions often
involved manipulating legal frameworks, purging opposition, suppressing
dissent, and violating both the rule of law and electoral integrity. In Peru,
President Pedro Castillo attempted to dissolve parliament and govern by
decree, leading to widespread protests and political instability. Similarly,
in Tunisia and Hungary, leaders systematically weakened checks and bal-
ances, restricted press freedom, and undermined judicial independence. In
Hungary, Prime Minister Viktor Orban’s Fidesz party benefited from leg-
islative changes aimed at reducing political competition, further entrench-
ing its power following the 2022 elections. In El Salvador, President Nayib
Bukele used a parliamentary supermajority to pass measures that sup-
pressed democratic controls under the guise of addressing gang violence.
This led to the indefinite detention of thousands without due process and
the suspension of anti-corruption measures. Bukele also announced his can-
didacy for a second term after manipulating the Constitutional Court to
overturn a ban on consecutive presidential terms. These examples under-
score a global pattern where political leaders undermine democratic insti-
tutions and processes to extend their rule, highlighting the ongoing chal-
lenges to maintaining and strengthening constitutional democracy capital
worldwide. !

These direct assaults on democratic institutional capital have led to pro-
found and far-reaching consequences worldwide. Such actions have not
only eroded public trust in political systems and leaders—fundamental for
democracy’s effective functioning—but have also incited widespread civil
unrest as citizens protest the erosion of their democratic rights. Addi-
tionally, these assaults have precipitated severe human rights violations,
including arbitrary detentions and torture, while stifling the voices of op-

1For much more details, please read Freedom House, 2023. Freedom in the World:
The Global Expansion of Authoritarian Rule.
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position and criticism. The economic impact has been equally detrimental,
significantly damaging physical capital investment, production, and overall
economic development. In response, the international community has often
imposed isolation, economic sanctions, and reduced foreign investments,
exacerbating the economic crises in these nations. Together, these devel-
opments underscore the vulnerability of democratic systems and emphasize
the critical need for continued investments in democracy and the protec-
tion of constitutional democracy capital against authoritarian threats. This
situation highlights an ongoing global need for vigilance and resilience in
safeguarding democratic institutions.

2. THE INVESTMENTS ON CONSTITUTIONAL
DEMOCRACY AND THE ACCUMULATION OF
CONSTITUTIONAL DEMOCRACY CAPITAL: A VERY
BRIEF HISTORY

The development of democratic principles and the accumulation of democ-
racy capital can be traced to the earliest human societies, where anthro-
pologists have identified rudimentary forms of democratic decision-making
among small hunter-gatherer bands. These early groups, usually numbering
between 50 to 100 individuals linked by kinship, typically made decisions
collectively, through consensus or majority rule, without formal leadership
structures.

This early form of governance, sometimes referred to as tribalism or prim-
itive democracy, was prevalent in small communities where direct commu-
nication was possible and effective. As these communities expanded, the
simplicity of direct democratic practices became impractical, giving rise to
more complex forms of governance such as monarchies, tyrannies, aristoc-
racies, and oligarchies in burgeoning urban centers..

The exploration of proto-democratic practices before classical Athenian
democracy has captivated scholars, extending to regions like Phoenicia,
Mesopotamia, and the Indian subcontinent. In Phoenicia, there are indi-
cations of communal decision-making in city assemblies, although details
about their structure and influence are sparse.

In Mesopotamia, the notion of a “primitive democracy” has been sug-
gested by researchers such as Thorkild Jacobsen, who pointed to early
Sumerian city-states where free male citizens wielded political authority.
This theory, however, is debated due to the vague and often interpretative
nature of the evidence.

The Indian subcontinent featured republics known as ganas and sanghas,
characterized by significant assembly-based governance. The democratic
nature of these assemblies is a subject of academic debate, with some in-
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terpretations highlighting democratic elements and others emphasizing the
dominance of upper classes and ingrained social hierarchies.

Interpreting these early democratic forms is challenging due to the opaque
nature of historical records on popular participation, the impact of caste
systems, and the overall ambiguity surrounding the equality of citizens
within these ancient systems. Nonetheless, studying these early instances
provides invaluable insights into the genesis of collective governance and
democratic processes throughout human history.

The democratic practices of ancient Germanic tribes, such as the Suebi,
Cherusci, and Franks, during the pre-Roman and early medieval peri-
ods also reflect early democratic principles. These societies exhibited de-
centralized political structures with significant community involvement in
decision-making:

Tribal Assemblies: Known as Thing or Moot, these gatherings were cru-
cial for collective decision-making, offering a forum for public discussion
and consensus on communal matters.

Leadership by Merit and Consensus: Leadership in these tribes was often
based on merit and respect rather than heredity. Chiefs and elders, while
influential, governed with the consent of the tribe, reflecting a rudimentary
form of democratic governance.

Consultative Processes: Important decisions typically involved broad
consultation with the assembly or a council of elders, emphasizing a par-
ticipatory approach that valued diverse viewpoints.

Customary Laws: Governance was also guided by unwritten codes and
traditions, which regulated social conduct and dispute resolution based on
communal norms and values.

Although these early forms of democracy differ significantly from modern
democratic institutions in complexity and structure, they represent foun-
dational examples of participatory governance. These practices laid the
groundwork for the political evolution that would shape later democratic
developments in Europe and beyond.

2.1. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital in Jerusalem
Jerusalem’s role in fostering constitutional democracy capital can be
seen through its extensive historical and religious context. Central to the
three major monotheistic religions—Judaism, Christianity, and Islam—
Jerusalem has a long history of integrating ethical and legal principles
from sacred texts into its governance. For instance, the Hebrew Bible,
which is deeply ingrained in the city’s legal and moral foundations, em-
phasizes themes of justice, fairness, and leadership accountability. These
principles have shaped the governance of Jerusalem over millennia, con-
tributing to its complex layering of democratic values amid its political
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and religious significance. This integration of religious doctrine and gover-
nance highlights a unique form of constitutional democracy development,
where religious laws have historically intersected with civic administration,
influencing both local governance structures and broader ideological move-
ments toward democratic values.

2.2. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital in Sparta

Investments in constitutional democracy and the accumulation of consti-
tutional democracy capital in Sparta can be observed through its distinc-
tive system of governance. Unlike many other ancient Greek city-states,
Sparta developed a mixed governance system that integrated elements of
both oligarchy and democracy. This system was characterized by a division
of power among several key institutions: the dual kingship, the Gerousia
(Council of Elders), the Ephors (representatives of the citizens), and the
Ecclesia (assembly of Spartans).

Investments in democracy were evident in the structure of the dual king-
ship, where two kings ruled concurrently, sharing judicial responsibilities
with the Gerousia. This council, composed of elders elected for life, held
legislative powers, reflecting the oligarchic aspect of Spartan governance.
In contrast, the accumulation of constitutional democracy capital is seen
in the Apella, an assembly where Spartan citizens elected the members
of the Gerousia and the Ephors, injecting a democratic element into the
system. The Ephors, limited to one-year terms to prevent power accumu-
lation, checked the kings’ actions and managed foreign affairs, emphasizing
democratic oversight.

Lycurgus, the renowned Spartan lawgiver, is credited with initiating sig-
nificant reforms in response to a helot revolt, focusing on military prepared-
ness, austere living, and equality among Spartiate citizens. His reforms,
encapsulated in the Great Rhetra, represent early investments in constitu-
tional democracy, often considered the world’s first example of a written
constitution. Spartan society, known for its emphasis on equality as seen
in its education system and some rights for women, however, displayed
considerable restrictions on personal freedoms.

Despite the democratic features within Sparta’s political system, it en-
countered criticism for its oligarchic tendencies, particularly the dominant
role of the Gerousia. The stability of Sparta’s political framework, which
resulted in minimal constitutional changes over time, reflects a significant
accumulation of constitutional democracy capital. Nevertheless, military
conflicts, such as those with Athens and Thebes, including the Pelopon-
nesian War and the defeat at Leuctra, progressively eroded Sparta’s dom-
inance. Eventually, Sparta’s defeat by Philip II of Macedon marked a
decline in its power and influence.
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This historical analysis demonstrates how Sparta’s unique amalgamation
of oligarchic and democratic elements not only contributed to its strengths
but also to the inherent tensions within its governance system, illustrating a
complex evolution of constitutional democracy within the context of ancient
Greek polis politics.

2.3. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital in Athen

The historical evolution of Athenian democracy provides a rich frame-
work to examine the investments in constitutional democracy and the pro-
cesses of accumulating constitutional democracy capital. These concepts
can be explored through the sequential reforms enacted in Athens, each
contributing to a more inclusive and participatory governance system.

Constitutional Democracy Investments

1. Legal Codification by Draco (621 BC): Draco’s legal reforms repre-
sent a critical initial investment in Athenian constitutional democracy by
transitioning from oral to written laws. This development not only ensured
that laws were clear and accessible to citizens but also laid a foundational
legal structure that would support more complex democratic governance.

2. Economic and Constitutional Reforms by Solon (594 BC): Solon’s
reforms were significant in reducing the power disparities within Athenian
society. By redefining citizenship and property classes, Solon broadened
political participation beyond the aristocracy, which facilitated a more eq-
uitable distribution of political power. His economic reforms, such as debt
cancellation and the prohibition of debt slavery, alleviated major social
tensions, paving the way for more stable democratic governance.

3. Cleisthenes’ Reforms (508-507 BC): Cleisthenes’ reorganization of
the Athenian political structure into ten tribes based on geographic loca-
tions rather than familial ties further democratized the political process
and integrated a wider segment of the population into governance. This
restructuring reduced the influence of aristocratic families and enhanced
the representational nature of the Athenian government.

4. Reforms by Ephialtes (462 BC): The reforms instigated by Ephialtes,
particularly the diminishment of the Areopagus’ powers, marked a signif-
icant shift towards increasing the democratic functioning of the Athenian
state. This not only expanded political participation but also ensured that
more citizens could hold the government accountable.

Constitutional Democracy Capital Accumulation

1. Institutional Development: The gradual enhancements to democratic
governance, as seen through the reforms of Draco, Solon, Cleisthenes, and
Ephialtes, contributed to the development of robust institutions that are
essential for the accumulation of democratic capital. These institutions
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began to embody democratic norms and practices, making them part of
the civic culture.

2. Civic Participation and Cultural Integration: As reforms progres-
sively included more citizens in the governance process, democratic values
became deeply ingrained in Athenian society. The establishment of the
Ecclesia, where all male citizens could participate, was crucial in foster-
ing a participative democratic culture. This cultural shift towards valuing
civic engagement and collective decision-making exemplified the deepening
of democratic capital.

3. Resilience and Adaptability: Despite several setbacks, such as the
temporary overthrow of democratic governance by the oligarchy during
the Peloponnesian War and the rule of the Thirty Tyrants, Athens demon-
strated a significant resilience in reverting to democratic norms. This re-
silience is indicative of a society with a substantial accumulation of demo-
cratic capital, where the citizenry values and strives to return to democratic
governance despite challenges.

4. Influence and Legacy: The Athenian model of democracy, despite
its eventual decline, left a lasting legacy that influenced subsequent demo-
cratic thought and governance structures around the world. The historical
significance of Athenian democracy in developing political theory and prac-
tice illustrates the profound impact of accumulated democratic capital over
centuries.

Therefore, history of Athenian democracy, through its various reforms
and the subsequent development of its institutions and civic culture, show-
cases a dynamic example of how constitutional democracy investments can
lead to the accumulation of significant democratic capital. This capital not
only facilitated the functioning of democracy within Athens but also con-
tributed to the broader conceptual and practical frameworks of democratic
governance in later civilizations.

Athenian democracy was direct and inclusive, involving citizens in decision-
making through the Ecclesia, Boule, and courts. Although the modern
sense of individual rights was not fully secured, Athenians enjoyed liberties
within their city, free from external rule. The Athenian democracy, marked
by its unique institutions and principles, represented a groundbreaking ex-
periment in self-governance.

The Athenian democracy experienced periods of decline and revival through-
out its two centuries of existence. Twice, during the crisis at the end of the
Peloponnesian War, Athens voted against its democratic constitution, re-
sulting in the establishment of oligarchic regimes. However, democracy was
restored within a year both times. Subsequent reforms shifted law-making
authority from the Assembly to randomly selected juries known as “nomo-
thetai.” Despite restoration efforts, Athens faced political overshadowing
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by Hellenistic empires and eventual restriction to local administration un-
der Roman conquest.

Internal criticisms from influential figures like Plato and Aristotle con-
tributed to the decline of Athenian democracy. Their works praised the
stability of Sparta’s political system while portraying Athenian democracy
as rule by the less well-born or the mob. It wasn’t until George Grote’s
“A History of Greece” in the 19th century that modern thinkers began
to view Periclean democracy positively. In the late 20th century, scholars
re-evaluated Athenian democracy as a model for empowering citizens and
as a post-modern example for communities and organizations.

2.4. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital in Rome

The evolution of governance in Rome from a kingdom to a republic,
and ultimately to an empire, underscores significant developments in con-
stitutional democracy investments and the accumulation of constitutional
democracy capital. This progression also highlights the dynamic nature of
political systems and their impact on the concept of democracy.

Roman Kingdom to Republic

Initially governed by a monarchy, Rome’s political landscape underwent
a dramatic shift with the overthrow of its last king in 510 BCE. This pivotal
moment led to the establishment of the Roman Republic, characterized by
substantial investments in constitutional democracy. The creation of a new
constitution by a group of aristocrats laid the foundational structure for
more democratic governance. The conflict between the patricians (aristo-
crats) and plebeians (commoners) fueled demands for more inclusive rights,
culminating in the drafting of the Twelve Tables in 451 BCE. These laws
not only codified legal rights for all citizens but also gradually allowed ple-
beians to hold significant offices, such as the consulship, marking a crucial
accumulation of constitutional democracy capital.

Structure and Stability of the Roman Republic

The Roman Republic featured a complex constitution that balanced pow-
ers among various political entities: two consuls who held supreme civil and
military authority, a Senate that advised on foreign policy and civil admin-
istration, and assemblies that represented the populace with authority over
elections, laws, and war declarations. This system, designed with checks
and balances, fostered stability and prevented any single branch from dom-
inating, reflecting Rome’s core values of order, hierarchy, discipline, and
obedience. These elements were instrumental in regulating both public
and private lives, especially among the upper classes, further embedding
democratic principles within the societal framework.

Challenges and Transformation into an Empire
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As Rome expanded, it faced growing internal conflicts between the rich
and the poor, exacerbated by land displacements and social unrest. The
traditional republican constitution struggled to meet the needs of an ex-
panding empire, leading to the rise of powerful military generals who even-
tually challenged and bypassed the Senate. The assassination of Julius Cae-
sar in 44 BCE, following his temporary consolidation of power, triggered a
succession of power struggles. These events underscored the limitations of
the existing democratic structures to adapt to changing political dynamics.

Octavian, later known as Augustus, emerged victorious from these con-
flicts and, after his definitive triumph at the Battle of Actium in 31 BCE,
transitioned Rome from a republic to an empire. While Republican institu-
tions nominally remained, Octavian centralized power effectively, marking
a significant shift from the accumulation of constitutional democracy cap-
ital to an imperial system centered around his personal authority. This
period, though marked by the decline of the Republic’s democratic ele-
ments, still retained vestiges of its earlier constitutional framework, which
continued to influence governance.

Throughout its history, Rome made critical investments in constitutional
democracy that facilitated the development and accumulation of democ-
racy capital. From the establishment of the Republic through laws like the
Twelve Tables to the complex interplay of powers within the republican sys-
tem, these foundational elements contributed to the broader narrative of
democracy. However, the transition to an empire illustrates the challenges
faced by democratic systems in adapting to expansive and diverse political
demands. The Roman experience with democracy, particularly through
its Republic phase, remains a profound chapter in the history of constitu-
tional democracy, offering enduring lessons for the evolution of democratic
governance.

2.5. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital in the Medieval Eu-
rope

During the Medieval period in Europe, spanning from approximately
500 CE to 1500 CE, the foundations of constitutional democracy as we
understand it today were largely absent in the formal sense. However, there
were significant developments and investments in practices and institutions
that can be seen as precursors to modern constitutional democracy. These
investments laid the groundwork for the evolution of democratic principles
and the accumulation of what could be termed as constitutional democracy
capital.

Feudalism and Early Democratic Practices

Feudalism dominated much of Medieval Europe, characterized by a hier-
archical system where land was exchanged for service, often military. While



512 WEI LIANG AND HENG-FU ZOU

this system is not democratic in the modern sense, it did foster a form of
mutual obligation and limited power sharing between lords and vassals.
This relationship necessitated negotiations and agreements, which sowed
early seeds for the rule of law and representative practices.

The Magna Carta

One of the most significant investments in the accumulation of constitu-
tional democracy capital during this period was the signing of the Magna
Carta in 1215. This document, forced upon King John of England by
his barons, was crucial in the development of the modern legal and con-
stitutional principles, notably the idea that the king’s authority was not
absolute but could be checked by other powers, an early form of the rule
of law.

Rise of the Parliaments

The development of parliaments across Medieval Europe also marked a
significant evolution in governance. For instance, the Simon de Montfort’s
Parliament in England in 1265 is considered one of the earliest forms of a
more representative government, although initially limited to the nobility
and clergy. These assemblies gradually included broader representation and
were instrumental in shaping the governance structure that emphasized
consultation and consent over unilateral rule by the sovereign.

Urban Communes and Merchant Guilds

In cities across Europe, especially within the burgeoning urban centers
in Italy and the Hanseatic League in the north, merchant guilds and urban
communes were making notable strides towards self-governance. These
groups often drafted charters that allowed them some degree of autonomy
from local lords or distant monarchs, fostering a civic culture that valued
collective decision-making and economic freedom.

The Church’s Role

The medieval Church also played a complex role in this development.
On one hand, it often reinforced the divine right of kings, yet on the other,
it sometimes acted as a counterbalance to the power of monarchies. The
Church’s canonical laws and courts introduced a form of legal consistency
and intellectual debate that questioned and occasionally curbed secular
authority.

Educational and Intellectual Revival

The revival of learning, particularly with the re-discovery and study of
Roman and Greek classics during the late medieval period, spurred the
intellectual underpinnings that questioned existing political and philosoph-
ical norms. Universities became centers for debate and discussion, which
propagated ideas that were fundamental to democratic thought in later
centuries.

These medieval developments represent early investments in what would
become constitutional democracy capital. They contributed to a slow ac-
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cumulation of democratic practices and principles that would later be crit-
ical in the development of modern democratic systems during the Enlight-
enment and beyond. The legacy of these institutions, ideas, and docu-
ments formed the bedrock upon which later more formalized constitutional
democracies were built.

2.6. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital during the Renaissance
and Reformation:

During the Renaissance and Reformation from the 14th to the 17th cen-
turies, there was significant advancement in the principles underlying con-
stitutional democracy. This era, marked by a profound intellectual and
cultural revival, played a crucial role in challenging entrenched authoritar-
ian regimes and laying the groundwork for modern democratic governance.
The period was characterized by a flourishing of humanistic values and a
new emphasis on individual rights, which were pivotal in questioning and
reshaping political structures.

The Italian city-states and the Dutch Republic were at the forefront
of these changes, serving as experimental grounds for emerging republi-
can ideas and enhanced civic engagement. These regions witnessed the
development of institutions that fostered greater public participation and
accountability, establishing early forms of the rule of law. This environ-
ment encouraged a reevaluation of the individual’s role within the state,
promoting ideas of self-governance and collective decision-making that were
critical to the evolution of constitutional democracy.

These movements not only influenced political thought but also laid a
foundational framework for the subsequent development of constitutional
systems that prioritize the rule of law, individual rights, and democratic
governance. The intellectual resurgence of this period, with its empha-
sis on revisiting classical antiquity, further enriched the dialogue around
governance and personal freedom, setting the stage for the later institu-
tionalization of these concepts into constitutional democracies.

2.7. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital during the Glorious
Revolution in the late 17th century and the Enlightenment:

During the periods of the Glorious Revolution in the late 17th century
and the Enlightenment that followed, significant investments were made in
constitutional democracy, contributing substantially to the accumulation of
constitutional democracy capital. These investments were pivotal in shap-
ing modern governance systems and broadening the scope of democratic
principles.
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The Glorious Revolution of 1688 in England was particularly instrumen-
tal in this process. It marked a profound shift in the balance of power
between the monarchy and Parliament, leading to the establishment of a
constitutional monarchy under William and Mary. This transition was un-
derpinned by the Bill of Rights in 1689, which laid down limits on the
powers of the crown and affirmed certain rights of the people, including
regular parliaments and free elections. This period demonstrated a suc-
cessful challenge to absolute monarchy and reinforced the importance of
the rule of law and the rights of citizens within a constitutional framework,
establishing precedents for democratic governance and civil liberties.

The Enlightenment further propelled the development of constitutional
democracy by spreading and deepening the philosophical foundations nec-
essary for democratic governance. Philosophers like John Locke, Mon-
tesquieu, Voltaire, and Jean-Jacques Rousseau debated and disseminated
ideas concerning human rights, individual liberty, separation of powers, and
the social contract. Their writings inspired a rethinking of traditional gov-
ernance models and emphasized the role of reason and empirical evidence
in shaping political systems. Locke’s theories of government by consent and
the right of rebellion against tyrants, in particular, became fundamental
to Western political thought, influencing both the American and French
Revolutions.

The Enlightenment also fostered an environment where ideas could be
freely exchanged and critiqued, contributing to the development of a public
sphere and civil society that are critical components of democratic systems.
The period saw the emergence of salons, coffeehouses, and print culture,
which facilitated widespread discussion of political, philosophical, and sci-
entific ideas, thereby educating the populace and encouraging political par-
ticipation.

These developments during the Glorious Revolution and the Enlight-
enment were critical in accumulating constitutional democracy capital by
establishing legal and cultural norms that prioritized human rights, sep-
aration of powers, and the rule of law. These advances set the stage for
the later democratic revolutions of the 18th and 19th centuries, providing
a durable framework for the expansion of democratic institutions globally.

The Enlightenment was a watershed era for democratic theory, fueled
by the philosophies of thinkers like John Locke, Montesquieu, and Jean-
Jacques Rousseau. Their advocacy for popular sovereignty, the separation
of powers, and natural rights laid the intellectual foundations that would
inspire seminal events such as the American and French Revolutions, set-
ting the stage for the emergence of modern constitutional democracies.
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2.8. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital during the American
Revolution

During the American Revolution, significant strides were made in the
investments in constitutional democracy and the accumulation of constitu-
tional democracy capital. This pivotal period in history not only challenged
the existing colonial governance imposed by the British monarchy but also
laid the groundwork for the establishment of a system grounded in demo-
cratic governance and constitutional law, which would profoundly influence
the development of democracies worldwide.

The American Revolution was driven by principles that would later de-
fine constitutional democracy, such as representation, rights, and the rule
of law. Central to this was the rejection of tyranny under British rule,
encapsulated in the slogan “no taxation without representation,” which
protested the lack of American seats in the British Parliament. This resis-
tance to British policies catalyzed the philosophical and practical need to
form a government that was accountable to its citizens and protective of
their liberties.

The culmination of revolutionary thought and action was the drafting of
foundational documents that became the bedrock of American democracy.
The Declaration of Independence in 1776, penned by Thomas Jefferson, ar-
ticulated the colonists’ rights to freedom and self-governance and declared
the colonies free from British rule. This document was profoundly influ-
enced by Enlightenment ideals and underscored the universal rights to life,
liberty, and the pursuit of happiness.

Following independence, the drafting of the Constitution in 1787 and
its subsequent ratification laid a structural foundation for the new nation.
The Constitution established a system of government featuring separation
of powers among the executive, legislative, and judicial branches, checks
and balances to prevent the abuse of power, and amendments that guar-
anteed individual rights. The first ten amendments, known as the Bill of
Rights, were pivotal in ensuring the protection of fundamental rights such
as freedom of speech, assembly, and religion, all critical components of
constitutional democracy.

The American Revolution’s investments in constitutional democracy did
not only reshape governance in the United States but also had a wide-
reaching impact, inspiring subsequent democratic movements and consti-
tutional developments globally. The principles, policies, and institutions
established during this era contributed significantly to the global accumu-
lation of constitutional democracy capital, emphasizing the importance of
government by the people and for the people, and laying a template for
future democracies.
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2.9. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital during the French Rev-
olution

The French Revolution, which erupted in 1789, was a monumental period
for the advancement of constitutional democracy and the substantial accu-
mulation of constitutional democracy capital. This epochal event radically
transformed France’s political landscape and had far-reaching implications
that influenced the evolution of modern democracies around the world.

At the core of the French Revolution was the challenge to the ancient
régime and its inequitable societal structure, characterized by the abso-
lute rule of the monarchy, the aristocracy’s privileges, and the systemic
exclusion of the common people from political power. The revolution was
ignited by profound dissatisfaction with severe economic hardships, social
inequalities, and a desire for political reform. These catalysts propelled the
populace to demand a system of governance that represented their interests
and safeguarded their rights.

The Revolution’s early phase saw the drafting of the Declaration of the
Rights of Man and of the Citizen in August 1789, a foundational document
that articulated fundamental rights and freedoms, including liberty, prop-
erty, security, and resistance to oppression. This declaration was inspired
by the Enlightenment ideals and mirrored the American Declaration of In-
dependence, emphasizing equality before the law, the sovereignty of the
people, and the principles of national citizenship and inalienable rights.

As the Revolution progressed, France experimented with various forms
of government, from constitutional monarchy to republic, and eventually
to the radical phase led by the Jacobins. Each phase attempted to redefine
the role of the state and its relationship with its citizens. The constitution
of 1791 established a constitutional monarchy, which was soon followed
by the first French Republic in 1792. These shifts were accompanied by
significant institutional reforms aimed at democratizing the state apparatus
and increasing public participation through newly established assemblies
and a reformed legal system.

The tumultuous years of the Revolution also saw the implementation
of wide-ranging policies to eradicate feudal privileges, reform the admin-
istrative system, and secularize society, all of which contributed to the
dismantling of the old hierarchical structures and fostered a new political
culture centered on republican values.

The enduring impact of the French Revolution on constitutional democ-
racy was profound. It highlighted the importance of establishing a legal
framework that guarantees equality and individual rights, influences that
are embedded in modern democratic constitutions across the globe. The
principles espoused and the reforms initiated during the French Revolution
laid down critical components of what would become the modern notion
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of constitutional democracy, promoting ideas that would resonate in sub-
sequent democratic movements and uprisings around the world.

In conclusion, the French Revolution was pivotal in the accumulation of
constitutional democracy capital by profoundly challenging the old order
and advocating for a political and social transformation that emphasized
democratic governance, the rule of law, and civic rights, setting the stage
for the modern democratic state.

2.10. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital during the Industrial
Revolution and Democratic Reform (18th - 19th centuries):

During the Industrial Revolution and Democratic Reform period of the
18th and 19th centuries, significant investments were made in constitu-
tional democracy and the accumulation of constitutional democracy capi-
tal, driven by the profound societal and economic transformations of the
era. The rapid industrialization brought about sweeping changes to the eco-
nomic landscape and living conditions, which, in turn, sparked widespread
demands for political reform and an expansion of democratic rights.

This period saw several pivotal developments that advanced the cause of
democracy. Notably, the British Reform Acts were passed, progressively ex-
tending the electoral franchise to larger segments of the population. These
Acts began with the Reform Act of 1832, which addressed gross dispari-
ties in representation and reduced the property qualifications for voting,
thereby enfranchising a broader portion of the middle class. Subsequent
Acts continued this trend, gradually including more working-class men and
eventually leading to near-universal male suffrage by the end of the century.

Simultaneously, the abolition of slavery across various nations redefined
fundamental concepts of liberty and human rights. This monumental
change not only freed millions from bondage but also laid a moral founda-
tion that challenged other forms of social and political oppression, foster-
ing movements that advocated for equality and justice within democratic
frameworks.

Labor movements also gained momentum during this time, as workers
sought to improve their often dire working conditions, secure fair wages,
and gain the right to unionize. These movements not only pressed for
economic rights but also championed broader democratic principles, such
as the right to assemble, the right to representation, and the pursuit of
policies beneficial to the working classes.

These changes were crucial in realigning constitutional frameworks with
the needs of rapidly industrializing societies. They expanded democratic
rights and representation, ensuring that new segments of the population
could participate in the political process. This era of reform fundamentally
transformed the political landscape by making governments more represen-
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tative and responsive to their citizens’ needs, thereby significantly enhanc-
ing the stock of constitutional democracy capital.

Overall, the Industrial Revolution and Democratic Reform period was
marked by a dynamic interplay between economic development and polit-
ical empowerment. The advancements in democratic governance that oc-
curred during these centuries were instrumental in shaping modern demo-
cratic institutions, reflecting an evolving understanding of rights and re-
sponsibilities that continues to influence contemporary constitutional democ-
racies.

2.11. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital in the 20th century:

The 20th century witnessed significant global movements aimed at advo-
cating for democracy and self-determination, marking substantial invest-
ments in constitutional democracy and the accumulation of constitutional
democracy capital worldwide. This era was characterized by vigorous ef-
forts toward decolonization, where numerous countries sought indepen-
dence from colonial powers, aspiring to form sovereign nations governed
by principles of self-rule and democracy. These movements often tran-
sitioned into robust nation-building exercises that embedded democratic
frameworks into newly formed constitutions.

Additionally, the century was pivotal for the advancement of civil rights
in the United States, where sustained campaigns against racial segregation
and discrimination culminated in legislative milestones like the Civil Rights
Act and the Voting Rights Act. Globally, the push for women’s suffrage
gained momentum, resulting in women achieving the right to vote and
participate in politics in numerous countries, dramatically transforming
political landscapes by making them more inclusive.

The push for indigenous rights also became more pronounced, with in-
digenous populations advocating for recognition, autonomy, and rights to
their ancestral lands, influencing national policies and contributing to the
dialogue on human rights and equality.

Furthermore, the establishment of international frameworks and institu-
tions such as the United Nations and the adoption of the Universal Decla-
ration of Human Rights in 1948 significantly bolstered global governance
models. These developments laid a foundation for international law and
norms that supported democratic governance, human rights, and dignity,
promoting a more inclusive and equitable global order. These efforts not
only supported the formal structures of democracy but also emphasized the
importance of universal human rights as integral components of democratic
governance.

These movements and developments throughout the 20th century played
crucial roles in reinforcing and spreading democratic ideals globally. They
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contributed to a broader understanding and implementation of democracy,
influencing numerous societies to adopt democratic principles and inte-
grate them into their political and legal systems, thereby enhancing global
constitutional democracy capital. This period’s legacy continues to im-
pact contemporary global politics, underscoring the ongoing importance
of democracy and human rights in international relations and domestic
policies.

2.12. Investments in constitutional democracy and the accumu-
lation of constitutional democracy capital in the 21st century:

The 21st century has been marked by significant technological advance-
ments that have revolutionized democratic participation and the accumu-
lation of constitutional democracy capital. The advent of the internet,
social media, and mobile connectivity has dramatically transformed how
citizens engage with each other and their governments, enhancing the pub-
lic sphere by enabling faster communication, greater information dissemi-
nation, and more robust citizen engagement. These digital platforms have
empowered individuals to organize, mobilize, and demand accountability
and transparency from their governments, effectively broadening partici-
pation in democratic processes.

However, while technology has facilitated greater inclusivity and partici-
pation, it has also introduced complex challenges that threaten the integrity
of democratic systems. Issues such as privacy concerns, the spread of mis-
information, and the manipulation of public opinion through digital means
have emerged as significant threats to democratic health. These challenges
underscore the necessity for continuous investments in regulatory frame-
works that can adapt to the rapidly changing technological landscape.
Additionally, there is a pressing need for educational programs that can
enhance digital literacy and inform citizens about the critical evaluation
of online information and the responsible use of technology in democratic
engagement.

As we navigate these developments, the ongoing investments in consti-
tutional democracy capital remain crucial. These efforts reflect a global
and historical commitment to fostering justice, equality, and democratic
governance. By continuously adapting and reinforcing the foundations of
democratic systems to meet new challenges, societies can ensure that the
advancements of the 21st century serve to enhance, rather than undermine,
the democratic ideals that have shaped human progress throughout history.
This enduring pursuit of political freedom, civil liberties, and human rights
highlights the essential role of democracy.
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3. THE DYNAMIC MODEL

It has become routine in macroeconomic growth models to talk about
representative agents. In the context of our following macro model on
endogenous constitutional democracy capital and physical capital accumu-
lation, the concept of “representative citizens” or agents embodies those
individuals throughout history who have significantly contributed to the
establishment and development of democratic systems. These representa-
tive citizens are not just historical figures like Solon, the Brutus brothers,
William of Orange, Mary II, John Churchill, Francis Russell, Henry Comp-
ton, Washington, Jefferson, Franklin, Adams, Madison, and Hamilton, but
also the common people whose collective actions and desires have driven
democratic movements.

These individuals and groups played pivotal roles at various key mo-
ments in history, such as during Ancient Athens’ democratic reforms, the
Roman Republic’s governance, the Glorious Revolution, and American In-
dependence. Their actions, whether through leadership or mass partici-
pation, have been crucial in shaping the paths toward democracy. These
representative agents in a model might encapsulate both the elite archi-
tects of political frameworks and the broader public whose engagement
and support are essential for the sustainability and evolution of democratic
systems. In the historical evolution of democratic systems, representative
citizens encompass both influential figures and the general populace who
have propelled democratic reforms. For example, in Athenian Democracy,
Solon and Cleisthenes were crucial for setting reforms that enabled citizen
engagement in governance, particularly among free males who actively par-
ticipated in assemblies and voted on laws. In the Roman Republic, figures
like Lucius Junius Brutus were pivotal in the transition from monarchy to
a republic that featured a balance of power between the aristocratic Senate
and the popular assemblies. The Glorious Revolution in England saw Par-
liament and figures like William of Orange play significant roles in shifting
power dynamics towards a constitutional monarchy favoring parliamentary
authority. Similarly, American Independence was shaped by leaders like
George Washington, Thomas Jefferson, John Adams, and James Madison,
alongside a broad base of colonists who engaged in democratic processes,
contributing to the establishment of a constitutionally framed government.
These examples highlight the dual role of key figures and the broader pop-
ulace in advancing and sustaining democratic reforms.

In particular, common citizens have historically played essential roles in
shaping and supporting democratic movements across various epochs. In
Athenian democracy, not just the notable figures like Solon and Cleisthenes
were crucial, but also the general populace of Athens, particularly the free
male citizens who actively participated in assemblies, voting on legislative
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and executive matters. Similarly, in the Roman Republic, commoners such
as farmers, artisans, and soldiers engaged in assemblies that elected mag-
istrates and passed laws, giving them a direct voice in governance. During
the Glorious Revolution, the broader English public, though more passively,
supported changes that restored Protestant and parliamentary governance,
essential for the revolution’s legitimacy and stability. In the American Rev-
olution, common individuals like farmers, shopkeepers, and laborers played
critical roles in supporting the war effort and ratifying the Constitution,
participating actively in local assemblies and conventions. This widespread
engagement and sometimes demand for accountability from common peo-
ple were pivotal in initiating democratic reforms and ensuring the ongoing
democratization process, providing the necessary pressure and legitimacy
for the sustainability of democratic institutions. Abraham Lincoln’s fa-
mous phrase “government of the people, by the people, for the people”
from the Gettysburg Address encapsulates the ideal of democratic gover-
nance. This concept suggests that in a democracy, the citizens themselves
are the ultimate source of governmental power and authority. The govern-
ment is established to serve and represent the people’s interests, deriving
its legitimacy and direction from the collective will of its citizens. Thus,
every citizen not only has a stake but also a role in the functioning of their
government, emphasizing the responsibility and influence each individual
holds in shaping public policy and governance. This notion reinforces the
idea that democratic governance is participatory and inclusive, contrasting
sharply with autocratic systems where power is held by a few. This is why
in this paper we will treat democratic government itself just as the repre-
sentative citizens. Keeping all this in mind, let us proceed to construct our
model.

In a typical constitutional democracy, representative citizens or agents
build and maintain constitutional democracy capital, denoted as P, through
consistent democratic engagement and investments, represented by p. Con-
currently, they also accumulate physical production capital, symbolized as
k. The dynamics of this process are captured by the following equations,
which describe the accumulation paths for both constitutional democracy
capital and physical capital:

dP
ar p—0pP, (1)
dk
i f(k,p,P)—c—ﬁp—ékk', (2)

dt
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where 6p is democratic erosion rate or democracy degradation rate;? §j is
the depreciation rate of physical production capital; p is new investments
in constitutional democracy capital, and 3 is their price; f(k,p, P) is the
production function; ¢ is consumption; and the initial stocks of the con-
stitutional democracy capital and physical production capital are give by
P(0) = Py and k(0) = ko, respectively.

It is important to emphasize here that investments in constitutional-
democracy capital, denoted as p, encompass a variety of efforts, resources,
and initiatives aimed at reinforcing democratic principles, institutions, and
practices within a society. This involves establishing and maintaining ro-
bust legal and institutional frameworks, such as constitutions, judicial sys-
tems, and independent electoral commissions, which uphold fundamental
rights, the separation of powers, and the rule of law. It also includes fos-
tering the development of representative institutions like legislatures and
courts that facilitate citizen participation and accountability. Additionally,
significant investments are made in civic education and public awareness
to enhance civic literacy and political engagement, alongside strengthening
civil society organizations and grassroots activism that support democratic
values and social justice. Moreover, ensuring media freedom, promoting
access to diverse information, and safeguarding editorial independence are
crucial for a vibrant media landscape that fosters transparency and govern-
ment accountability. Strengthening judicial independence and the rule of
law is also vital for protecting human rights and ensuring fair justice sys-
tems. Furthermore, engaging in international cooperation and diplomacy
helps promote democratic governance globally, supporting democratic tran-
sitions and capacity-building in regions facing political challenges. These
comprehensive investments require sustained commitment and political will
from governments, civil society, international bodies, and citizens to effec-
tively enhance democratic institutions, uphold legal standards, and advance
fundamental democratic principles like freedom, equality, and justice for all.

The cost of initiating new investments in constitutional democracy, rep-
resented by 3, can be exceedingly high, particularly in authoritarian and
totalitarian regimes where the stakes for such democratic endeavors are
significantly elevated. In these contexts, the price of striving for demo-
cratic change often transcends financial and political challenges and may
entail profound human sacrifices. The pursuit of establishing constitutional

2The term “democratic erosion rate” particularly highlights the gradual loss of demo-
cratic quality and the systemic weakening of institutions due to various detrimental
actions and events. Similarly, the “democracy degradation rate” underscores the dete-
rioration and decline in the overall health and effectiveness of a democracy. The term
“democratic erosion rate” particularly highlights the gradual loss of democratic qual-
ity and the systemic weakening of institutions due to various detrimental actions and
events. Similarly, the “democracy degradation rate” underscores the deterioration and
decline in the overall health and effectiveness of a democracy.
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democracy under such regimes might necessitate large-scale social move-
ments, enduring struggles against oppressive governmental forces, and, in
extreme cases, revolution. This arduous process frequently involves risking
lives and livelihoods as citizens and reformers confront entrenched power
structures in their fight to dismantle dictatorships and institute democratic
governance. The historical and ongoing examples globally underscore that
the transition towards constitutional democracy in such restrictive environ-
ments is not only a matter of political and economic investment but also a
profound commitment to the ideals of freedom and justice, often paid for
with the ultimate sacrifices of those who dare to challenge autocracy.

In our model, the erosion and degradation rate of constitutional democ-
racy capital, denoted as dp, encompasses all factors that undermine or
erode existing democratic structures. This includes actions that actively
sabotage democracy, such as the overthrow of democratic systems, rein-
statement of authoritarian or totalitarian regimes through rigged elections,
power grabs, or military coups. When ¢ p is high, it indicates a rapid degra-
dation or loss of democratic capital. Essentially, a high dp value signifies
that the mechanisms and events detrimental to democracy are occurring at
a rate that significantly diminishes the strength and stability of constitu-
tional democratic governance. In such scenarios, constitutional democracy
is at risk of collapsing swiftly as the foundational democratic principles and
structures are quickly undermined or destroyed, paving the way for non-
democratic regimes to take hold and potentially reverse democratic gains.
This parameter is crucial in understanding the vulnerability of democratic
institutions to internal and external threats and highlights the need for vig-
ilant maintenance and reinforcement of democratic systems to counteract
these depreciative forces.

Representative citizens or agents maximize their discounted utility at a
subjective time discount rate, p > 0

max u(c,p, P)e”Ptdt, 3
(max [ u(epp) 3)
subject to
dP
= _§pP 4
P dpP, (4)
dk
E:f(kap7p)_c_ﬁp_5kka (5)

for initially given P(0) = Py and k(0) = ko. The utility and produc-
tion functions described integrate elements from neoclassical consumption-
production theory and new institutional economics to provide a compre-
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hensive framework for examining constitutional democracies through eco-
nomic and institutional lenses. These models incorporate variables such
as physical consumption, investments in new constitutional democracy,
the accumulation of constitutional democracy capital, and physical cap-
ital, demonstrating how investments in democratic processes and capital
significantly enhance both citizen welfare and overall production. This
synthesis highlights the vital interaction between economic factors and in-
stitutional structures in a democracy, showing how democratic governance
boosts economic performance and individual well-being.

Furthermore, by emphasizing the role of democratic engagement in pro-
moting economic and societal prosperity, these functions resonate with
Hayek’s (1960) concept of the “creative powers of a free civilization.” Ac-
cording to Hayek, freedom is essential for both personal and communal
advancement, suggesting that a constitutional democracy, which nurtures
individual freedoms and democratic participation, is key to enhancing per-
sonal welfare and economic health. Overall, these revised utility and pro-
duction functions encapsulate how constitutional democracies foster condi-
tions conducive to creativity and economic vitality, aligning with Hayek’s
views on the importance of the rule of law, property rights, and liberties
in an open, free society.

Finally, institutions of constitutional democracy play a critical role in
creating efficient markets with low monitoring and transaction costs. These
institutions, which include the rule of law, transparent and accountable
governance structures, and protection of property rights, are foundational
for reducing uncertainties and risks associated with economic transactions.
Here’s how they contribute to market efficiency:

1. Rule of Law: The rule of law ensures that all market participants are
subject to the same legal standards, reducing the risk of arbitrary changes
in business conditions and providing a stable environment for transactions.
This stability lowers the costs of monitoring and enforcing contracts.

2. Transparent and Accountable Governance: Institutions that promote
transparency and accountability help reduce corruption and misuse of re-
sources. When government actions are predictable and officials are held
accountable, businesses and consumers face fewer unexpected obstacles,
thus reducing transaction costs associated with navigating opaque regula-
tory environments.

3. Protection of Property Rights: Secure property rights are essential for
efficient markets. They give individuals and businesses the confidence to
invest, knowing that their investments are safe from expropriation or theft.
This security reduces the need for extensive monitoring to protect assets,
thereby lowering transaction costs.

At the same time, institutions of constitutional democracy evolve and
become more efficient over time through various mechanisms:
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1. Legal Reforms: As markets evolve, legal systems may be reformed
to better suit the new economic realities, such as updating copyright laws
for digital content or modifying regulations to accommodate new business
models. These reforms can reduce the cost of compliance and enforcement,
making markets more efficient.

2. Technological Advancements: Technology can drastically reduce trans-
action and monitoring costs. For example, online platforms can make gov-
ernment services more accessible and transparent, reducing bureaucracy
and corruption. Digital land registries can enhance the security of prop-
erty rights, making property transactions simpler and less costly.

3. Civic Engagement and Political Participation: As citizens become
more engaged, they demand better performance from their governments.
This pressure can lead to more efficient governance as political leaders
reform institutions to meet the expectations of their constituents.

4. International Standards and Practices: Globalization has led many
countries to adopt international standards and best practices in governance
and legal frameworks. This harmonization can facilitate international trade
and investment, reduce barriers to entry, and lower transaction costs by
creating a more predictable and consistent business environment across
borders.

5. Feedback and Adaptation: Constitutional democracies often have
built-in mechanisms for feedback and adaptation, such as periodic elections,
judicial reviews, and legislative debates. These mechanisms allow for the
constant updating and refining of institutions to better serve their economic
and social purposes.

Thus, the institutions of constitutional democracy are not only required
to create efficient markets but also need to continuously adapt and improve
to maintain low transaction and monitoring costs in a changing economic
landscape.

From all these perspectives stated above, it is obvious to assume that
L>0,8>08>0,%%>0,8% >0,5 >O,gip§ <0,24 <024 <
0,94 <0, 9% <0,9% <0.

The current-value Hamiltonian is:

H = ulc,p, P) + mi(p — 0pP) +ma(f(k,p, P) — c — Bp — dik). (6)

The optimality conditions with respect to control variables ¢ and p are
given as:

. :uc(c,p,P) —Mm2 = 07 (7)

a9 :up(c,p7P) + M +m2(fp(k,p, P) - ﬂ) =0. (8)
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The Euler equations are:

oH .
67P = pmi — my :up(c,p, P) —midp + m2fPa (9)
oH .
A = pmg — mg =ma(fi.(k, p, P) — ox), (10)

and the state equations are:

dP

s =p—0pP, (11)
dk
Therefore,
ma =uc(c, p, P), (13)
my :7up(cap,P)7m2(fp(kap7P)75)‘ (14)

Differentiating with respect to time ¢ yields:

m2:ucc‘é+ucp'p+ucP'Pa (15)
M1 =[—Upe — Uec(fp — B¢+ [—upp — uep(fp — B) — ucfoplp
+ [_upP - ucP(fp —B) — UJCf;DP}P - UCfpkk- (16)

Substituting out the costate variables m; and ms in the Euler equations
leads to:

up + [up + uc(fp — B)0p + ucfp
== pluy + el fp = B)] + [[ttpe + el fy = B))é
+ [ty + 1uep(fy = B) + e Syl
+ [upp + uep(fy = B) + e Spp P+ uec fyk], (17)

and
uc(fkfc;k):pucf[uccoé+ucp~p+ucp~P]. (18)

Thus, the equilibrium dynamic system can be summarized as (17), (18)
and

P:p_(SPPa
k:f(k7p7p)_c_ﬂp_§kk'
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If we assume that the utility function is separable of the form:
u(c,p, P) =U(c) + V(p) + W(P),

where U'(c) > 0, U"(c) > 0; V'(p) > 0, V'(p) > 0; W(P) > 0, and
W'(P) > 0, the cross derivatives of the utility function wu(c,p, P) will
all equal zero, i.e., Uep = Upc = 0, uep = up. = 0, upp = upp = 0.
Accordingly, the equilibrium dynamic system can be simplified as:

up + [up+uc(fp_6)]6p+ucfP (19)
= — plup +uc(fp — B) + |[uce(fo — B¢+ [upp + ucfpplP + UCfPPP + “cfpkif} )

Uee * € =pPUe — Uc(fk - 5k), (20)
P =p — 5PP, (21)
k=f(k,p,P) —c— Bp— bik. (22)

Substituting equations (20) and (21) into equation (19) to replace ¢, P and
k, we have:

b= (vl = B = 61+ 60) + i = fynlp = 6P)

Pp cJpp

— fou(f(k,p, P) — ¢ — Bp — 6xk)] + up + uydp|, (23)
E= 0= (fi = 1) (24)
P =p—0pP, (25)
k=f(k,p, P) —c— Bp — dk. (26)

To examine the stability of the steady state, we linearize the system around
the steady state {p*,c*, P* k*}:

D Jho i i Jia p—p*
¢ _ *szccf;:p J3o *%Cafljp *%gcfzik c—c (27)
P 1 0 —dp 0 P—P*
k =8 -1 fp Ji — Ok k— k"
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where
’LL* +’LL* *
J* — ppp CcJ ppp - uZ[f* (f**(skJF(SP)
H upy Fusfy, T U, U ;p{ prE
i (fr = B+ [y — [ipp(0* — 6pP*) — fip
— Sip(S* = ¢ = By = 0k") = filfy = B+ upde], (28)
u* * 1
Ty = — ut l(fy = B)(fi — 0k +8p) + f
P uptufy utu ;p[ ’ "
— fypp" = 0pPT) = [ — ¢ = By — k) +uifn], (29)
u* *
Jiy = — ——=22F wilfip(fi — O + 6p)
U, Sy, g, Tl ;p{ r
+ fop(fy = B)+ fop — fopp(®" —6pP") + fopdp
— Fip(f* = ¢ = B = 0k") = i fp] + upp), (30)
u* * 1
Jy=— Py wt[fo (i — Ok +3p)
U, Sy, g, ;‘J r
+ fir(fy = B) + for — fopr(P™ — 0pP7)
— FrulfT = ¢ = 80" = 8k) — ffi — o] (31)
* ’U’Zc z_ ’U’Z : u:cc *
J22 :( ) (U* )2 [p - (fk - 6k)] (32)

Since this dynamic system has two pre-determined state variables, the
steady-state equilibrium is locally saddle-point stable if and only if the
Jacobian matrix has two negative eigenvalues and two positive eigenvalues.

4. A SPECIAL CASE WITH A LOGARITHMIC UTILITY
FUNCTION AND A COBB-DOUGLAS PRODUCTION
FUNCTION

For simplicity, let the representative citizens have a separable logarithmic
utility function:

u(c, p, P) = log(c) + xplog(p) + x plog(P). (33)

In addition, let the representative citizens’ production function take the
Cobb-Douglas form:

Flk,p, P) = A(kpr P1onan)C, (34)
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where A represents the level of technological productivity. In the steady
state, ¢ =p = P = k = 0, namely:

0 =uc[(fp — B)(fx — 0k +6p) + fp — fpr(p — 6pP)

— for(f(k,p, P) — ¢ — Bp — 0xk)] + up + uydp, (35)
0=p— (fx — 0k), (36)
0=p—90pP, (37)
0=f(k,p,P) —c— fBp— k. (38)

Plugging into equation (33) and (34) yields a system for the determination
of {c*,p*, P*, k", y" },

1 Y Y Y XP | X

0=— (gap]; - ﬁ)(gakk—* — Ok +0p) +C(1—ar —ap) 5 | + B+ p—f
(39)

infcak%Jr(Sk, (40)
0 =p* — 6pP", (41)
0=y* —c" — Bp* — opk™, (42)

¢
g = A7) () (P ke ) (43)

Now, we solve {c*, p*, P*, k*,y*}, as a function of parameters {p, 8, dp, Jx,
Xp» XP, Ok, 0ip, G, A}, respectively.

4.1. Solving for the long-run steady state

First of all, we aim to reduce the equation system into a single equation
for P*. Equation (40) implies:

e _ Ptk
= k™. 44
Cow ()
From equation (41),
p* =d6pP". (45)
Substituting equations (44) and (45) into equation (43) yields:
P e — A (k) (0P (Pry ), (16)
Cau
that is,
o o
p+ 0k _ (k*)akg—16ppc(P*>(1—ak)c' (47)

ACOzk
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After further manipulation, we have

A
(k*)lfakc _ pf_og; 5ng(P*)(lfock)<’ (48)
or equivalently,
A oo\ ToeT (—ayp)¢
ke = (5 ) O () TR = () (19

Plugging equations (44), (45) and (49) into (42) results in:

é
¢ = (Pt = 8 w(P) ~ Bop P (50)

Substituting equations (44), (45), (49) and (50) into (39) leads to:

F(P) = <(p+5k —5k)n(P*) —56PP*)_1 [(%p+5k K(P*) _ B)(p+6p)

Cag ap  OpP*

p+ O H(P*)} +XP+Xp

1— ap —
+( Qg Ozp) ” P P

~0. (51)

Given the parameter values in Table 1, the steady state can be solved as
follows:

¢* =0.3135, k* = 6.5251, P* = 2.7438, p* = 0.2744, y* = 1.5148. (52)

TABLE 1.

Parameter values for the model

Parameter Description Value
o Discount rate 0.03
B8 Exogenous price of new investments in constitutional democracy capital 2
op Degradation rate of the constitutional democracy capital 0.1
Ok Depreciation rate of physical production capital 0.1
Xp Weight on new investments on democratic capital in the utility function 0.5
XP Weight on the constitutional democracy capital in the utility function 0.5
Qg Productivity of production capital in the production function 0.7
ap Productivity of new investments on constitutional democracy capital in 0.1

the production function
¢ Degree of decreasing return to scale in the production function 0.8
A Exogenous level of production technology 0.5
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FIG. 1. The value of F(P*) with respect to changes in P

Value of F(P)
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S

To examine the stability of steady state, we rewrite (27) as

D Jio Ji i Ji4 p—p*
¢ _L*Cflzp I3y —wEfip —us S c—c
hd uCC uCC uCC * 53
P 1 0 —dp 0 pP—P (53)
k =68 -1 fp T — Ok k—k
where
* 1 K[ pk * * * * * * *
Tty = [t = 0+ 0p) + iy (s = B) + fby — Sy — Fif = B)]
upp+uc pp
+u;p5p}, (54)
1 _
o =y el = P = 3 00) + 7] 4wl (55)
* 1 e * * * * * * ok *
Sz =5 |uwelfpp(fi — 0k +dp) + frp(fy — B) + fop + fopdp — fpufP] +UPP:|7
upp+uc pp -
(56)
* 1 [ o * * * * * *
Sy =7 |uelfor(fr — 0k +6p) + fru(fy — B) + frr — fou(fi _516)]]7
Upp+uc pp -
(57)
* uzc 2— Uz ) u:cc *
g3, =) o= (7 — 50 (58)
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The eigenvalues of the Jacobian matrix in (53) are

11 0.1017 — 0.0698i

gy | | 0.1017 +0.0698i

ps | —0.0162 ' (59)
m —0.1461

Since this dynamic system has two negative eigenvalues and two positive
eigenvalues, the steady-state equilibrium is saddle-point stable.

4.2. The optimal path

Given the Jocabian matrix and eigenvalues in (53) and (59), the corre-
sponding eigen-vectors are

—0.0681 4 0.0379; ] [ —0.0681 — 0.0379:
V.= 0.0078 4+ 0.0113: V= 0.0078 — 0.01134
L7 —0.3595 +0.0636i | * 2~ | —0.3595 — 0.0636i |’
0.9276 | i 0.9276
0.0705 [ —0.0348
—0.0601 0.0062
V=1 08414 |" V4= | 07565
—0.5325 | | —0.6530

The optimal paths around the steady state are

*

p p
JCD = fp* + C1 Vet 4 CoVgel2t 4 C3Vzets! + C4V et (60)
k k*

where C1, C3, Cs3, and Cy are undetermined coefficients. It is challenging
to draw a phase diagram for the four-dimension system. However, we can
see the evolution of physical capital and constitutional-democracy capital
over time in a two-dimension P — k phase portrait. Therefore, the optimal
paths in two-dimension P — k phase around the steady state are

1)-[£]eemmrscri

the coefficients C3, and C, are determined by initial conditions, P, and
ko. According to rational expectation, it can be easily shown that the
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economy starts from the initial state, optimizes the physical capital and
constitutional-democracy capital, proceeds along the optimal path toward
the long-term optimal steady state.

4.3. Dynamic implications
4.8.1.  The relative importance of new investments on the constitutional-
democracy capital in preferences

PROPOSITION 1. An increase in xp leads to a decrease in consumption c*
and a rise in the constitutional-democracy investments p*, physical capital
k*, and constitutional-democracy capital P*.

Preferences for the constitutional-democracy investments lead to higher
levels of investments on constitutional democracy, thereby stimulating ac-
cumulation of the constitutional-democracy capital and contributing to in-
creased aggregate output in the economy. However, since citizens derive
greater utility from the constitutional-democracy investments, it results
in a corresponding decrease in consumption. Figure 2 shows that, as x,
increases, new constitutional-democracy investments, the constitutional-
democracy capital, and physical capital all increase, while consumption
decreases.

4.3.2.  The relative importance of the constitutional-democracy capital in
preferences

PROPOSITION 2. An increase in xp leads to a decrease in consumption
c*, but results in higher levels of the constitutional-democracy investment

*

p*, capital k*, and the constitutional-democracy capital P*.

Preferences for the constitutional-democracy capital lead to higher levels
of the constitutional-democracy capital accumulation, thereby contribut-
ing to increased aggregate output in society. However, since citizens derive
greater utility from the constitutional-democracy capital, it results in a cor-
responding decrease in consumption. Figure 3 depicts that as x p increases,
new constitutional-democracy investments, the constitutional-democracy
capital, and physical capital all increase, while consumption decreases.

Propositions 1 and 2 provide significant insights into the evolution of
liberties, property rights, and constitutional democracy across different
cultures and time periods. These propositions underscore the strong pref-
erences for democratic investments and the accumulation of constitutional
democracy capital, indicating a profound desire for liberties, equality, inde-
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FIG. 2. The impact of the relative importance of new investments on the
constitutional-democracy capital in preferences on long-run steady state
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pendence, and self-governance through democratic structures. This frame-
work helps explain the rarity of democracy and liberties in historically
despotic societies, the pioneering of freedom and democracy in ancient
Greece and Rome, and the widespread acceptance of voluntary servitude
throughout much of European history, as highlighted by Etienne de La
Boétie in his seminal “Discourse on Voluntary Servitude.”

Written over 450 years ago during his university years and published clan-
destinely in 1577, La Boétie’s essay deeply explores the complex dynamics
of power and obedience within political systems. Remarkable for its depth
at a time when La Boétie was only about 18 years old, this work critically
examines societal preferences for the security of subordination over the un-
certainties of liberty, profoundly impacting the institutional structures of
governance. His central thesis posits that tyrants maintain power solely
through the consent of the governed, often given not by active agreement
but through passive acceptance and non-resistance. This insight challenges
the legitimacy of oppressive governance and suggests that true freedom is
forsaken when individuals, habituated to servitude, unknowingly uphold
the psychological chains of their own subjugation.



ENDOGENOUS CONSTITUTIONAL DEMOCRACY CAPITAL 535

FIG. 3. The impact of the relative importance of the constitutional-democracy
capital in preferences on long-run steady state

Steady-State Constitutional-democracy Capital: P* Steady-State Production Capital:k*
7
3 6.8
28 6.6
6.4
26
6.2
24
6
0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.2 0.3 0.4 0.5 0.6 0.7 0.8
The relative importance of the constitutional-democracy capital xp The relative importance of the constitutional-democracy capital xp
Steady-State New Investment:p* Steady-State Consumption: ¢*
03 0.32
1
028 0.315
0.31
0.26
0.305
0.24
0.3
0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.2 0.3 0.4 0.5 0.6 0.7 0.8

The relative importance of the constitutional-democracy capital v The relative importance of the constitutional-democracy capital v

La Boétie’s discourse delves into the psychological and societal underpin-
nings of political submission and critically addresses the populace’s com-
plicity in their own servitude, advocating for reclaiming freedom through
non-cooperation and civil disobedience. His call to action resonates with
modern movements emphasizing non-violent resistance and the power of
collective agency. La Boétie’s work remains a cornerstone in political the-
ory, offering timeless insights into the nature of power and the crucial role of
individual and collective agency in overcoming authoritarianism. His revo-
lutionary ideas advocate for the dismantling of authoritarian capital struc-
tures and the establishment of free institutional capital structures founded
on the principles of liberty and democratic governance, underscoring the
enduring relevance of his thoughts in the continuous global struggle for
freedom and justice.

Propositions 1 and 2, in conjunction with Etienne de La Boétie’s “Dis-
course on Voluntary Servitude,” hold profound relevance in today’s global
context, where authoritarian and totalitarian regimes are resurging, and
the fabric of democracy appears increasingly fragile. These theoretical
frameworks offer critical insights into the essential nature of democratic
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resilience and the mechanisms through which societies may either resist or
succumb to authoritarianism.

La Boétie’s discourse, with its exploration of the dynamics between power
and obedience, provides a vital lens through which to understand the cur-
rent challenges facing democracies worldwide. His argument that tyrants
maintain power solely through the consent of the governed—whether ex-
plicit or implicit—underscores the importance of public awareness and ac-
tive engagement in safeguarding democratic institutions. Today, as au-
thoritarian leaders gain traction, the need for a populace that is educated
about and committed to democratic principles becomes ever more critical.

The call for individuals around the globe to actively invest in democracy
capital is not merely philosophical but a practical strategy to strengthen
the foundations of constitutional democracy. People who exhibit strong
preferences for democratic investments and the accumulation of constitu-
tional democracy capital play a pivotal role in this process. By fostering
democratic values and participating in democratic processes, these indi-
viduals help to build and reinforce the structures necessary for resilient
democratic governance.

In practical terms, investing in democracy capital means supporting free
press, ensuring fair and transparent electoral processes, promoting the rule
of law, and encouraging civic education. It involves not only defending
existing democratic institutions but also innovating new ways to enhance
political participation and accountability. Such efforts are crucial to con-
solidate the accumulation of constitutional democracy capital and build
robust democratic nations capable of withstanding the pressures of au-
thoritarianism.

Thus, in an era marked by the rise of autocratic forces and the fragility
of democratic systems, the teachings of Propositions 1 and 2, alongside La
Boétie’s reflections, serve as a clarion call. They remind us of the power of
collective agency and the critical need for continuous, active engagement in
democratic processes. This engagement is essential not only for the mainte-
nance of democracy but also for its evolution and strengthening in response
to the complex challenges of the 21st century. The defense and enhance-
ment of democratic nations rely fundamentally on our commitment to these
principles, ensuring that democracy, once secured, is never regarded as a
permanent given but rather as a perpetually renewing project requiring
constant vigilance and participation.

Propositions 1 and 2 also suggest that a robust and passionate commit-
ment to investments in constitutional democracy and the accumulation of
democracy capital can sometimes result in reduced physical consumption
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in the short term. This observation is supported by historical evidence
showing that individuals and societies often endure significant sacrifices in
their pursuit of liberties, equality, and democratic governance. Throughout
history, people have been willing to endure hardships, engage in conflict,
and even risk their lives for the cause of democracy, epitomized by the
rallying cry: “Give me liberty or give me death!” This expression and the
actions it inspires highlight the deep-seated values that drive societal shifts
towards democratic systems, underscoring the complex trade-offs between
immediate economic consumption and long-term democratic investments.
These trade-offs reflect the profound impact that the pursuit of democratic
ideals can have on a society’s economic behavior and consumption patterns
in the short run, as resources are often redirected towards achieving and
safeguarding democratic freedoms.

4.3.3.  The degradation rate of the constitutional-democracy capital

PROPOSITION 3. An increase in the degradation rate of the constitutional-
democracy capital, §p, leads to a decrease in consumption c*, physical
capital k*, constitutional-democracy investment p*, and the constitutional-
democracy capital P*.

In an environment with a higher degradation rate of constitutional-
democracy capital, the accumulation of constitutional-democracy capital
becomes more difficult, thereby reducing the level of output and individual
income in the economy. Consumption and constitutional-democracy invest-
ments are also restricted. Figure 4 indicates that an increase in dp leads
to a general deterioration in consumption c*, capital £*, constitutional-
democracy investments p*, and the constitutional-democracy capital P*.

The degradation and erosion of constitutional-democracy capital repre-
sent a critical threat to the foundations of democratic societies globally.
This concept captures the gradual decline in democratic principles and in-
stitutions, a process that often occurs subtly and insidiously. It is crucial
for citizens in every nation to remain vigilant and proactive in monitor-
ing these changes because, as the adage goes, “democracy dies in silence.”
When democratic erosion is ignored or goes unchecked, it can lead to the
silent death of freedoms and rights that many often take for granted. Let
us recall: Alexis de Tocqueville (1835, 1840, 2022), in his work Democracy
in America, already expressed concern over the “tyranny of the major-
ity,” a situation where the majority’s interests prevail to the detriment
of minority rights, potentially leading to oppression. He argued that this
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FIG. 4. The impact of the depreciation rate of the constitutional-democracy capital
on long-run steady state
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could undermine individual freedom and intellectual diversity. Tocqueville
also described “soft despotism” as a subtle form of control in democratic
societies, where the government gradually increases its influence over its
citizens’ decisions and lives in a paternalistic manner. This kind of govern-
ment, while non-oppressive on the surface, could stifle individual initiative
and freedom through excessive regulation and dependency on public ser-
vices, leading to a decline in civic engagement and personal responsibility.

Today, the erosion and degradation can manifest in various forms, in-
cluding the weakening of the rule of law, the curtailment of freedom of
the press, the undermining of electoral integrity, and the gradual disman-
tling of checks and balances within government systems. Other indicators
include the consolidation of power in the hands of a few, the restriction
of public access to information, and the repression of dissent and political
opposition. These trends are particularly dangerous because they can be
incremental and made to seem legal or justified under the guise of other
motives, such as national security concerns or emergency measures.

The responsibility to safeguard constitutional-democracy capital does
not rest solely with politicians or the judiciary but extends to all citizens.
Active citizenship requires awareness and engagement with political pro-
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cesses, critical scrutiny of government actions and policies, and the readi-
ness to speak out against injustices. Civil society, educational institutions,
and the media play pivotal roles in fostering this active engagement. They
help to educate the public, provide platforms for debate and dissent, and
hold leaders accountable.

Therefore, the erosion of constitutional-democracy capital is a pernicious
process that can lead to the dissolution of democratic norms and institu-
tions if not actively contested. The vigilance and participation of citizens
are indispensable in preserving the integrity and vitality of democracy.
Recognizing the signs of democratic decay and responding with informed,
concerted action are essential to ensuring that democracy does not die in
silence but thrives openly and robustly in societies around the world.

4.3.4. The price of new investments on the constitutional-democracy cap-
ital

PROPOSITION 4. An increase in 5 leads to a decrease in constitutional-
democracy investments p*, capital k*, consumption c*, and constitutional-
democracy capital P*.

If the costs of constitutional-democracy investments rise, citizens will
reduce their corresponding investments in constitutional democracy, lead-
ing to less constitutional-democracy capital and thereby adversely affecting
production. What’s more, individuals may look for alternative investment
channels, which may lead them to shift from constitutional-democracy
investments to physical capital investment. Figure 5 demonstrates that
as (3 rises, new constitutional-democracy investment p*, constitutional-
democracy capital P* , consumption c*, and production capital £* all
decline.

In the contemporary global landscape, the cost of investing in constitutional-
democracy capital has been escalating for countries across the democratic
and authoritarian spectrum. Over the past decade and a half, autocrats
have successfully engineered a more advantageous international environ-
ment for themselves, bolstered by their growing political and economic
clout and a noticeable decline in democratic pressures. This shift has led
to a less favorable climate for fostering and sustaining constitutional democ-
racy.

The emerging international order championed by these autocrats is not
underpinned by a shared ideology or personal bonds among leaders. Rather,
it is strategically designed to serve the interests of those in power, focusing
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FIG. 5. The impact of the price of new investments on the constitutional-democracy
capital on long-run steady state

Steady-State Constitutional-democracy Capital: P* Steady-State Production Capital:k*

8.5
4 8
75
35
7
3
6.5
25 6
2 55
1.6 1.8 2 22 2.4 1.6 1.8 2 22 2.4
The price of new investments 3 The price of new investments 3
Steady-State New Investment:p® Steady-State Consumption: c*
0.4
0.4 0.38
0.36
0.35
0.34
03 0.32
03
025
0.28
02 0.26
1.6 1.8 2 22 2.4 1.6 1.8 2 22 2.4

The price of new investments The price of new investments 3

on reducing oversight on their actions and perpetuating their control. This
order does not prioritize the welfare of the global population nor does it fa-
cilitate opportunities for individuals to enhance their own lives. Instead, it
fosters a governance framework where autocratic leaders are free to exploit
their positions with minimal resistance.

Such a world order, dominated by unchecked autocratic rule, inherently
breeds disorder characterized by armed conflicts, rampant lawlessness, per-
vasive corruption, and economic instability. The consequences of this disor-
der are profound, not only undermining global stability but also exacting a
severe human toll through violence and socioeconomic upheaval. The resul-
tant global instability directly impacts the human cost, making it increas-
ingly challenging and expensive to maintain and establish the foundations
of constitutional democracy.

This scenario underscores the rising costs associated with investments
in constitutional-democracy capital. As autocratic tendencies gain ground,
the international community faces heightened challenges in upholding demo-
cratic norms and instituting checks on power abuses. The effort to sustain
or establish constitutional democracy becomes not only more complex and
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demanding but also more crucial in countering the trends that threaten
global peace and the rule of law. Thus, reinforcing democratic institutions
and principles worldwide is not just a moral imperative but a practical
necessity to ensure a stable, just, and orderly global society.

Propositions 1 through 4 in our model illustrate how variations in politi-
cal institutional factors can significantly impact the accumulation of physi-
cal capital, treating both democratic capital and physical economic capital
as endogenous variables. This approach integrates institutional and eco-
nomic variables in both the utility function and the production function, a
methodological advancement that aligns with the principles of new institu-
tional economics, which has been advocating for this integrated approach
since the 1960s.

Specifically, these propositions reveal the interdependent relationship
between democratic preferences and capital accumulation. When there
is a strong preference for democracy within a society, it not only fosters
the growth of democracy capital but also stimulates the accumulation of
physical capital. This dual enhancement arises because a robust demo-
cratic framework often encourages investment by ensuring a stable and
predictable environment for economic activities, promoting transparency,
and safeguarding property rights.

Propositions 1 through 4 under discussion reveal a dynamic and contin-
ually evolving process in the maintenance and evolution of constitutional
democracy, challenging the notion of an “end of history” where democratic
systems persist unchallenged. These insights emphasize that constitutional
democracy is not static but fluctuates due to a variety of internal and ex-
ternal pressures. A key issue is the increasing degradation rate of democ-
racy capital, which refers to the decline in the quality and effectiveness of
democratic institutions and norms. This degradation can stem from cor-
ruption, political polarization, erosion of public trust, or external influences
like foreign interference, making it increasingly difficult to maintain robust
democratic governance and making systems more vulnerable to authoritar-
ian tendencies. This weakening of democratic norms not only impacts the
political landscape but also has significant economic repercussions. Concur-
rently, the weakening of democratic institutions typically results in reduced
accumulation of both democracy and physical capital—assets crucial for
both democratic governance and economic development—thereby stifling
economic and democratic resilience. Additionally, rising costs associated
with maintaining and strengthening democratic structures—due to factors
like increased conflict, heightened security needs, or greater expenditures
to combat misinformation—lead to a noticeable decline in investments in
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democracy. Such high costs can deter domestic and international support
for democratic initiatives, reducing investments critical for maintaining a
functioning democracy. Furthermore, the combination of increasing rates
of democracy capital degradation and rising investment costs fosters con-
ditions conducive for authoritarian and totalitarian regimes to take root or
re-emerge. As democratic systems become less effective and more costly
to uphold, and public dissatisfaction increases, there may be greater re-
ceptivity to alternative, often more authoritarian forms of governance that
promise stability or simpler governance models, despite potential sacrifices
in freedom and democratic norms. These dynamics underscore the im-
portance of vigilance, sustained investment, and adaptability to prevent
democratic systems from regressing into authoritarian rule, highlighting
the critical interplay between economic and political factors and illustrating
how economic challenges can hasten the decline of democratic governance,
whereas strong, responsive democratic institutions can enhance economic
performance.

These four propositions underscore the critical role that political insti-
tutional factors play in shaping economic outcomes. They highlight how
a supportive democratic environment can bolster economic prosperity by
enhancing capital accumulation, while challenges to democracy can impede
both democratic and economic development. This dual focus on institu-
tions and economic variables provides a comprehensive framework for un-
derstanding the complex dynamics between political systems and economic
performance.

At the same time, in our model, which focuses on the endogenous deter-
mination of both physical capital and democracy capital, it becomes clear
how changes in exogenous economic variables can significantly influence
both types of capital. This interaction is highlighted through the following
two propositions.

4.8.5.  The effects of technology progress

PROPOSITION 5. An increase in the exogenous level of technology A leads
to an increase in constitutional-democracy investments p*, physical capital
k*, constitutional-democracy capital P*, and consumption c*.

The implication of this proposition is rather straightforward: as techno-
logical advancement increases, so does production and individual income.
Consequently, citizens have the means to invest more in constitutional
democracy. Investments in the constitutional democracy contribute to
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the accumulation of constitutional-democracy capital, which subsequently
leads to higher production incomes. Figure 6 illustrates that an increase
in A leads to a rise in capital k£*, constitutional-democracy investments p*,
and the constitutional democracy capital P*, and consumption c*.

FIG. 6. The impact of technology productivity on long-run steady state
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Technological advancements have historically played a crucial role in en-
hancing the accumulation of democracy capital by broadening access to in-
formation and facilitating civic engagement. From the 16th-century print-
ing press to modern internet and mobile technologies, these innovations
have democratized knowledge, enabling wider participation in political pro-
cesses and enhancing government transparency. Furthermore, technologies
like the telegraph, radio, and social media have been pivotal in shaping pub-
lic opinion and organizing movements such as the Civil Rights Movement
and the Arab Spring. Additionally, the implementation of e-governance
and digital platforms has revolutionized the delivery of government ser-
vices, making them more accessible and efficient, thereby increasing public
participation in governance and improving the responsiveness of govern-
ments to citizen needs.

Of course, technological progress has significantly accelerated the accu-
mulation of physical capital and consumption through several key advance-



544 WEI LIANG AND HENG-FU ZOU

ments. The Industrial Revolution introduced innovations like the steam
engine and electrical power, dramatically boosting industrial productivity.
Similarly, the Green Revolution enhanced agricultural output, supporting
larger populations and economic growth. Technological advancements have
also spurred economic expansion and diversification, creating new markets
and industries such as the automotive and information technology sectors,
which have diversified economic bases and increased resilience. Addition-
ally, advancements in financial technologies, logistics, and communications
have reduced the costs of economic transactions, facilitating faster and
more efficient global trade and economic integration.

Therefore, the interplay between technology, democracy, and economic
growth is deeply intertwined and cyclical. Technological advancements
not only bolster democratic mechanisms but also thrive under democratic
systems that promote freedom, protect intellectual property, and prior-
itize education—all vital for innovation. This relationship supports the
flattening of social hierarchies and disperses power, aligning closely with
democratic values and practices. While earlier scholars like North and
Acemoglu & Robinson may not have focused on technology’s direct im-
pact on institutions, its crucial role in shaping democratic and economic
frameworks is undeniable and essential for fostering both democracy and
economic growth.

4.8.6.  The depreciation rate of production capital

PROPOSITION 6. The higher the depreciation rate of physical capital, dy,
the lower the long-run consumption c*, constitutional-democracy invest-
ments p*, capital k*, and the constitutional-democracy capital P*.

In an environment with a higher depreciation rate of physical capital,
the accumulation of physical capital becomes more difficult, agents have
less motivation to produce, which implies a lower income for citizens. This
leads to a reduction in consumption ¢* and constitutional-democracy in-
vestments p*, and less formation of the constitutional-democracy capital
P*. Figure 7 indicates that an increase in §; leads to a general deteriora-
tion in consumption c*, capital k*, constitutional-democracy investments
p*, and the constitutional-democracy capital P*.

A higher depreciation rate of physical capital can exert significant eco-
nomic strain, initiating a chain reaction that impacts various facets of a
nation’s economic and political landscape. When physical assets depreciate
more rapidly, citizens face an increased financial burden as more resources
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FIG. 7. The impact of the depreciation rate of production capital on long-run steady
state
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are needed for the replacement or repair of these assets. This necessity
diverts funds from other potential areas of investment, including those cru-
cial for supporting and developing democratic institutions and processes.
As financial resources become constrained, there may be a reduction in in-
vestments towards democratic infrastructure like legal systems, education,
and public services, which, over time, could lead to weaker democratic
institutions and a decrease in democracy capital. Simultaneously, the con-
tinuous allocation of resources towards maintaining existing capital rather
than its expansion or modernization may slow physical capital accumula-
tion, further impeding economic growth and development. This stagnation
in economic progress and the diversion of resources away from democratic
investments may cause the quality and robustness of democratic institu-
tions to deteriorate, eroding democracy capital and leading to diminished
political stability and governance effectiveness. In the long run, a higher
depreciation rate presents considerable challenges to both economic stabil-
ity and democratic development, highlighting the essential interconnection
between economic policies, capital maintenance, democratic investment,
and overall societal well-being.
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A lower depreciation rate of physical capital significantly benefits a na-
tion’s economy and democratic framework. When physical assets depre-
ciate more slowly, there is a reduced financial burden on citizens due to
lower maintenance and replacement costs, freeing up resources for other
uses. This financial saving increases disposable income, enhancing con-
sumer spending and boosting overall economic activity. Additionally, the
savings from lower depreciation rates allow for increased investments in
new physical capital, which improves productive capacity and supports
economic expansion. With more financial resources available, there is also
greater scope for investing in democratic institutions. This includes fund-
ing for legal frameworks, civic education, and public services, all crucial
for strengthening democratic governance. Such investments lead to the ac-
cumulation of democracy capital, which fosters a more robust and stable
democratic environment, thereby enhancing the overall health and sustain-
ability of the nation’s democratic systems.

The six propositions presented in this section are essential for dissect-
ing the patterns of economic booms and busts as analyzed by Pritchett et
al. (2018) in “Deals and Development: The Political Dynamics of Growth
Episodes.” These propositions incorporate exogenous political and eco-
nomic variables that are reflected in the events observed across the ten
countries studied in their work. These variables serve as external factors
that influence the economic and political dynamics within these nations,
providing a framework to understand the complex interactions that lead
to periods of rapid growth or significant decline. This approach helps to
clarify the underlying causes and mechanisms driving the economic and
political fluctuations detailed in the book.

5. CONCLUDING REMARKS

This paper develops a dynamic model to analyze the growth of con-
stitutional democracy capital and physical capital, focusing on the role
of representative citizens rather than government control. It investigates
the interactions between institutional capital and economic performance
through the actions of these representative agents, examining how modifi-
cations in institutional frameworks influence economic dynamics over time.
The model reveals a symbiotic relationship between democratic institutions
and economic factors, showing how robust democratic structures can pro-
pel economic growth and how economic conditions can affect the strength
of democratic governance managed by representative citizens.
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By incorporating both democracy capital and physical capital into the
model, we reveal the substantial influence of exogenous economic variables
on these capitals. Additionally, the model emphasizes the crucial role of
political institutions in shaping economic outcomes, suggesting that a sup-
portive democratic environment not only boosts capital accumulation but
also safeguards democratic integrity. Conversely, the model highlights how
threats to democratic structures can impede economic development. This
dual focus provides a comprehensive framework for understanding the nu-
anced interactions between political systems and economic performance,
illustrating the critical need for maintaining healthy democratic institu-
tions to foster sustainable economic growth.

Most existing studies such as Lipset (1959); Barro (1996, 1997, 1999);
Acemoglu, et al. (2019); Przeworski and Limongi (1993); Rodrik and
Wacziarg (2005); and Persson and Tabellini (2006, 2008), among many oth-
ers, examining the relationship between economic development and democ-
racy often face criticism for being one-sided because they tend to treat ei-
ther economic development as a determinant of democracy or democracy
as a driver of economic development. This approach can be limiting as it
overlooks the possibility that both democracy and economic development
are endogenous and interdependent. Such studies might fail to capture
the complex dynamics where both democracy and economic development
influence each other reciprocally. In reality, the relationship is likely bidi-
rectional: economic development can provide the resources and middle class
that demand and support democratic institutions, while established demo-
cratic institutions can create a stable environment that fosters economic
growth. Ignoring this bidirectionality and the endogeneity of both vari-
ables can lead to incomplete or misleading conclusions about the nature
of their relationship. Therefore, a more nuanced approach that considers
the simultaneous interactions and feedback loops between democracy and
economic development is essential for a more accurate understanding of
how these important factors influence one another.

In ending the paper, we repeat that constitutional democracy capital
refers to the foundational and operational elements critical to a functional
democratic system. It stems from a constitution that defines laws and gov-
ernmental structures, ensuring power distribution among various branches
to prevent centralization, uphold the rule of law, and protect human rights.
Such a system empowers the government through the constitution, often
ratified by public representatives or direct vote, ensuring political equality
and accountability. Constitutional democracy capital represents the accu-
mulation of democratic principles and practices vital for maintaining and
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strengthening democratic governance, emphasizing the role of the people
in sustaining these structures daily.

Data on constitutional democracy capital and its associated investments
can be tracked through annual publications such as the Democracy In-
dex 2023, Freedom in the World 2023, and the World Justice Project 2023.
These reports provide structured metrics to assess the health of democratic
institutions globally, offering insights into the dynamics of democratic gov-
ernance. For instance, the Democracy Index 2023 documents a worrying
decline in global democracy, with fewer than 8% of the world population
living in full democracies and nearly 40% under authoritarian regimes. This
decrease is exacerbated by rising global conflicts, highlighting the challenges
democracies face in maintaining peace. Furthermore, in his 2018 study,
Seva Gunitsky identifies thirteen waves of democratic expansion and con-
solidation from 1776 to 2012, each characterized by a rejection of absolute
rule. These include movements such as the Enlightenment-driven Atlantic
Wave, the Latin American wars of independence, and modern movements
like post-Soviet wave and the Arab Spring. Each wave is marked by the
adoption of Enlightenment ideals, such as liberalism and republicanism,
which challenged established hierarchies and fostered democratic gover-
nance and constitutional democracy capital accumulation across various
regions and times. This historical analysis highlights the complex inter-
play of political, social, and economic factors that influence democratic
transitions and underscore the cyclical nature of democratic resilience and
fragility.
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