
A crisis of democracy 
 
The economic crisis reveals fundamental problems in the nature of democracy – not 
capitalism 
 
It is often billed as a crisis of capitalism. For many who place their faith in markets as the 
antithesis of socialism and a bastion of free choice, this great recession is deeply 
troubling. And it shows no sign of ending. Attempts by European governments to control 
their huge deficits have rendered them all but unelectable, And still the debts keeps 
rising. The economy in Britain has plunged back into recession, a result, so its opponents 
claim, of those very efforts to deal with the debt. There seems no way out.  
 
Meanwhile the financial sector, blamed by many for our woes, shows no signs of 
remorse. Barely a month goes by without some other scandal: interest rate rigging, 
pension mis-selling, excessive bonuses, computer malfunctions. 
 
Finance is indeed at the root of the greatest recession since the 1930’s. A colossal credit 
boom in Britain and America, funded increasingly by speculative borrowing from abroad, 
reached the inevitable end of its tether with a devastating credit crunch that plunged the 
western economy into a full scale slump.  
 
The inevitable government rescue of the banks transferred their monstrous bad debts onto 
the public ledger, and the crisis resurfaced in sovereign debt form, exacerbated by 
plunging tax receipts. The peripheral Eurozone economies, unable to devalue and 
incapable of cutting costs, have reacted by shrinking at record rates, dragging the rest of 
us down further behind them. 
 
Yet, look carefully at the origins of this crisis, and what we see is not so much a crisis of 
capitalism as one of democracy. 
 
Consider what lay at the root of the credit crunch. We witnessed an explosion of 
irresponsible lending, most notably to mortgage borrowers. Why did the bankers take 
risks which should have made no commercial sense? The answer is that they were 
encouraged to do so by government. In the United States the mortgage market has been 
explicitly underwritten by the Federal Government since the 1930’s. In both Britain and 
America, governments have pursued policies designed to lower effective interest rates 
and make it easier for poorer households to find mortgages, even when, by any rational 
measure of risk, they could not afford them. Meanwhile in every democracy governments 
provide an implicit guarantee to the banking system. 
 
In effect, therefore, bankers were not taking risks that made no commercial sense, 
because the risk in question was borne not by them but by the taxpayer. The corrective 
dynamic inherent to market capitalism – that investment flows only where the return 
outweighs the risks involved – has been undermined with disastrous consequences. 
 



Finance is currently the most prominent sector where this has happened, but think back 
over the last decade or two and the credit crunch actually follows a pattern. Remember 
Railtrack going bust and being bailed out as ‘Network Rail’? GNER? The PFI and 
government outsourcing scandals? All those consultants hired by Whitehall and the IT 
rip-offs? The Millennium bug and the NHS computer system? The water companies with 
their hose pipe bans in the rain? The shocking care home stories? The list goes on and on. 
Each seemingly an embarrassment to capitalism, but they all have something in common: 
The state acts as guarantor, and in doing so transfers risk away from those who should be 
carrying the can. Sometimes it’s in the form of a bail out. On other occasions government 
creates an artificial monopoly which is then exploited by unscrupulous profiteers. 
 
Some have blamed an absence of morality in the marketplace for this. But in truth every 
human being will maximise his financial advantage if the circumstances arise and the law 
allows. Beyond the immediate confines of friends and families, self-interest is human 
nature. 
 
For of course such behaviour is not confined to the private sector. The public sector 
virtually defines nest-feathering because public ownership removes competitive pressures 
both on the investor and the consumer sides. The NHS has no need to shop around for 
investors or clients. We are all forced to use it as patients, and to fund it as taxpayers. The 
risks of poor performance are borne by us, therefore, and this explains the extraordinary 
wastefulness and low standards of service that bedevil British hospitals, as other 
government concerns. 
 
By contrast a properly functioning market is a profound force for moral good in society, 
because competition forces us to temper our self-interest to the benefit of others. If we 
don’t come up with the goods, someone else will. 
 
The analogy with the public sector leads us closer to the true nature of the current crisis. 
For to banks, utilities, railways, public contractors and care homes – organisations that 
operate in a sort of quasi market - you can add the NHS, schools and government 
housing. In each of these sectors the government feels it has to guarantee universal 
access. And so it intervenes via a variety of ungainly methods from underwriting to 
outright ownership. In doing so it undermines the proper role of competition, thus 
exposing the taxpayer to inefficiency, poor service and, worst of all, virtually limitless 
financial risk. 
 
To understand the problem fully, we need to know why government intervenes in these 
sectors. And the answer lies in the very nature of democracy itself. 
 
Politicians in a democracy win power by assembling a coalition of voters who will 
benefit by their election. From time to time an existential issue arises at the ballot box 
that seizes the agenda – a war, for example. But the bread and butter of democratic 
politics is the economy. But it is not just a question of delivering economic growth. The 
most enticing manifestos offer a combination of general economic expansion with a 
package of additional benefits targeted at certain voter groups. Otherwise known as the 



redistribution of wealth, so long as the majority benefit financially at the expense of a 
minority, the model is politically sustainable. This is why taxes in countries that embrace 
democracy rise towards the 50% level of GDP.  
 
But tax and spend is only the crude beginning. Democratic politicians devise ever more 
ingenious ways of rewarding their followers. Borrowing off future generations who as yet 
have no vote is one method currently in vogue. Regulating activity to benefit key interest 
groups at an opaque cost to others is another. The incentive is for the executive to 
accumulate power in as many fields as possible, for by doing so it can extend the 
methods available to win re-election. Democracy, in short, has reinvigorated government 
after a long period historically (in countries like Britain at least) where it was regarded 
with suspicion and kept under tight rein. To justify their actions, democrats have invented 
a new legitimacy. How often do we hear politicians claim an electoral ‘mandate’ against 
institutions designed to limit them, such as the judiciary or the House of Lords? 
 
The same process affects public attitudes to certain key industries. Voters expect 
guaranteed access to banking, utilities, healthcare and so on, because they have at one 
stage or another been offered them. There is no way that a democratic government could 
let a bank go bust if it threatened voter access to cash and savings, even temporarily. It 
would just lose the next election to political opponents who offered to reintroduce the 
guarantee. 
 
So the crisis is not really a modern phenomenon, It goes back at least to the 1930s, and 
probably before. The system, of course, has its limits. Eventually the overtaxed can 
become a majority. Similarly, government can intervene to such an extent that the 
economy starts to malfunction badly, as happened in Britain in the 1970s. At that stage 
the pendulum swung, and in Britain we saw a series of revisionist governments who 
attempted to reverse the baleful growth of the state. 
 
But if the Thatcherites understood that state ownership of industry was inherently 
inefficient, they did not know how to replace it. The governments of the 1980s and 1990s 
could not wash their hands of sectors where the public expected guaranteed access. We 
now have a bizarre situation where some industries that were ‘liberalised’ early on, such 
as utilities, are being re-regulated, while others such as education are belatedly embarking 
on their first steps away from state ownership. No doubt ‘free schools’ will in time feel 
the full force of democratic interventionism once again. 
 
There is no philosophy behind such swings and roundabouts. Instead, governments, 
however principled they think they are, react to the inevitable dynamic of democracy. We 
lurch from intervention at the behest of a greedy electorate, to liberalisation, ‘market 
failure’, regulation and back again. 
 
Today’s crisis is but one iteration of this endless sloshing of political capital from one 
side to the other. What’s new, though, is that the crisis is an acute one that has caused 
sudden and enormous material damage. This gives us an opportunity to resolve this 
fundamental tension in democracy. 



 
The critical thing is for conservatives to seize the new agenda. We hear worrying noises 
from the left about the crisis of capitalism which suggest a return to the failures of 
traditional socialism. That is not the remedy. 
 
Instead, conservatives must recognise, however reluctantly, the limits of market 
competition in a democracy. Applying a capitalist ideal to industries where the electorate 
expect something for nothing is unrealistic. The first step has to be to articulate this 
problem coherently, so that public and politicians alike understand the nature of the crisis 
and the limits of government and market alike. 
 
Then, within these defined limits, we must seek forms of governance that maximise 
competition, reduce the role of the state, while ensuring that risk is not transferred to the 
public balance sheet. No one form of governance will suit every industry. In banking it 
might be strict limits on market share. In utilities (where retail competition has already 
brought benefits) it could be new forms of ownership and a more interventionist 
competition policy. In schools and hospitals, perhaps, some sort of trust mechanism with 
local input. 
 
This is not the place to explore in detail how the post crisis fabric of society should be 
constructed. But the race is on for which political leader will seize this agenda and make 
it his own. The way to solve a problem is to understand what it is. Whoever does that first 
could dominate politics for a generation or more.  
 
 
 
 
 
 


