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Half a century ago, the open question was whether central planning or a de centralized private market could better deliver efficient production of goods and services, investment in new capital resources, and gains over time in productivity and therefore, ultimately, in a population's standard of living. Richard Nixon's famous 'kitchen debate' with Nikita Khrushchev, in 1959, attracted so much interest at the time not just on account of the surrounding theatrics but because the question about which they were arguing was genuinely under dispute. Americans' memories of the 1930s were still strong; Soviet living standards were reportedly improving rapidly; and the Soviets had only recently demonstrated their scientific prowess by launching the Sputnik satellite into orbit around the Earth. Later, when Khrushchev said that the Soviet Union would 'bury' the United States, he was not threatening nuclear war (as many at the time misinterpreted him to imply) but predicting that the Soviets, with their superior economic system, would eventually overwhelm the West economically and therefore politically. Khrushchev was wrong. And as more and more people living under Communism came to realize the error of that prediction, change ensued in fairly short order. Mao's China gave way to Deng's not as a matter of ideological preference - quite the contrary - but because Chinese citizens did not want to live in poverty forever and China's rulers feared the consequences of forcing them to do so. Similarly, a key trigger of the demise of the Soviet Union and its empire was that enough people there and in Eastern Europe - importantly including practically all of the nomenklatura - eventually understood that, notwithstanding the official propaganda, they were falling ever farther behind Western living standards. In 1990 the average Soviet living standard was only one-third that of the United States, even after allowing for differences in the cost of living. The comparable ratio for Poland versus (West) Germany was one-eighth. Perhaps ironically, an even more dramatic demonstration of the superior effectiveness of market-oriented economic systems is Korea. At the time of its partition, at the end of World War II, what became South Korea was the poorer, more agricultural part of the Korean peninsula; most of the industry was in the north. Incomes and living standards were meager to negligible by Western standards. Today the South Korean standard of living is more than half that of the United States, modestly ahead of Portugal's, and more than twice Russia's. South Koreans enjoy levels of life expectancy, nutrition, and literacy comparable to Americans' (and the South Korean child mortality rate is lower). North Korea, by contrast, remains a desperately poor country where people regularly starve in significant numbers, malnutrition is widespread, and those who can manage to do so sneak across the border into China in search of either handouts or surreptitious work at subsistence wages. Whether these contrasts will eventually arrest the attention of the North Korean public, and the country's political leadership, in a way comparable to what happened in China, the Soviet Union, and Eastern Europe is an interesting subject for speculation. But the important fact remains that, ever since the Industrial Revolution, de centralized market economies have had a proven record of delivering rising living standards over sustained periods of time. Asking whether a market economy and democracy go together is therefore tantamount to asking whether economic growth and democracy go together. And thinking of the matter in that way suggests a mechanism by which the connection between the two might indeed be causal. The experience of many countries suggests that when a society experiences rising standards of living, broadly distributed across the population at large, it is also likely to make progress along a variety of dimensions that are either part of the very definition of democracy or closely associated with democracy. These include not just open, contested elections to determine who controls the levers of political power but also political rights and civil liberties more generally ; openness of opportunity for economic and social advancement; tolerance toward recognizably distinct racial, religious, or ethnic groups within the society, including immigrants if the country regularly receives in-migration ; and a sense of fairness in the provision made for those in the society who, whether on account of limited opportunities, lesser human endowments, or even just poor luck in the labor market, fall too far below the prevailing public standard of material well-being. Conversely, experience also suggests that when a society is either stagnating economically or, worse yet, suffering a pervasive decline in living standards, it is not only likely to make little if any progress in these social, political, and (in the eighteenth-century sense) moral dimensions, but all too often it will undergo a period of rigidification and retrenchment, sometimes with catastrophic consequences. The key to why so many societies behave in this way is that most people evaluate their living standards not in absolute but relative terms. Further, substantial evidence points to two distinct benchmarks by which people judge how well off they are: Most people are pleased when they are able to live better than they, or their families, have lived in the past. And they are pleased when they are able to live better than their friends, neighbors, coworkers, and others with whom they compare themselves. The pervasive tendency for people to evaluate their economic situation by these relative, rather than absolute, benchmarks explains a variety of economic and psychological behaviors that otherwise would be puzzling. For example, within any one country, at any given time, people with higher incomes are systematically happier than those with lower incomes, but there is no corresponding increase over time in how happy people are on average even though average incomes may be steadily increasing. As Adam Smith observed long ago, "All men, sooner or later, accommodate themselves to whatever becomes their permanent situation," so that "between one permanent situation and another there [is], with regard to real happiness, no essential difference." Smith went on, "In every permanent situation, where there is no expectation of change, the mind of every man... returns to its natural state of tranquillity. In prosperity, after a certain time, it falls back to that state ; in adversity, after a certain time, it rises up to it."2 But this propensity toward a relative rather than an absolute perspective can also explain why market economies, as long as they deliver rising living standards to most of a society's population, lead more often than not to democracy and many of the other features of a democratic society. If people derive satisfaction both from living better than they have in the past and from living better than people around them - and, importantly, if these two sources of satisfaction are at least partially substitutes for one another - then when people are in fact living better than they have in the past (and have confidence that their living standard will continue to improve in the future) they will attach less urgency to the desire also to live better than others around them. Hence the economically self-protective instinct that underlies so much of what emerges as intolerant, antidemocratic, and ungenerous behavior - racial and religious discrimination, antipathy toward immigrants, lack of generosity toward the poor - naturally takes a back seat to other priorities when the economy is delivering sustained growth with broadly distributed increases in living standards. A salient implication of this key role played by rising living standards (as opposed to merely a country's average income level) is that many countries throughout the developing world probably will not have to wait until they reach Western levels of per-capita income before they begin to liberalize socially and democratize politically. Here again, South Korea is an instructive example. Over roughly a quarter century, beginning within a decade of the conclusion of the Korean War, South Korea achieved a remarkable record of economic growth that took the country's per-capita income from an extremely low level to better than what one-fourth of Americans then enjoyed and better than what one-third of the richer countries in Western Europe had. And, over a similar period, but following somewhat behind, South Korea evolved from a one-party military dictatorship under Syngman Rhee and his successors into a reasonably well-functioning electoral democracy, with most of the usual democratic freedoms.
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