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1. Introduction

In contemporary democracies, the production of public goods affects the well-being of a
large number of citizens, whereas a typically much smaller number of individuals, tech-
nocrats or representatives, is in charge of the decision. This is true at almost all levels of
society: there are parliaments at the national level, councils at the local level, and even
committees within public and private organizations, as soon as some form of club good is
involved. Direct democracy and direct expression are rarely used. The fact that, in spite
of the extension of democratic values, institutions remain everywhere relatively narrow
representations should, at some point, be explained as an equilibrium phenomenon.

The problem of the optimal number of seats in Parliament dates back, at least, to
the 1787 debates surrounding the Constitution of the United States. Madison! briefly
addresses the question in Federalist 10:

In the first place, it is to be remarked that however small the Republic may be,
the Representatives must be raised to a certain number, in order to guard against
the cabals of a few; and however large it may be, they must be limited to a certain
number, in order to guard against the confusion of a multitude.
— Madison, Federalist 10 (in Pole (1987), p. 155.)

But the problem has not attracted much attention in the recent formal literature on Polit-
ical Economy and Political Science. The present contribution proposes a normative theory
of the number of representatives, in a stylized economy with differential information. We
hope that this theory can constitute a step towards a better understanding of the recourse
to restricted representation, and of its welfare implications.

The costs associated with the acquisition of information and with the preparation
of decisions play a major role in the formation of representative institutions. Only a
naive view of democracy or organization can neglect the personal resources devoted by
individuals to collective decision-making. Indeed, the most important input of democracy
is time (leisure for the citizen), and time has a non-negligible opportunity cost. It is thus
important to discuss the effect of variable, and fixed individual effort costs on the optimal
size of representative samples. The forces driving the division of labor in almost every
kind of human organization help understanding the emergence of experts and — in the
realm of politics — of professional politicians, as well as the tendency of most committees
to give birth to various kinds of sub-committees, etc. For instance, Gilligan and Krehbiel
(1990) have analyzed the informational role of Congress committees; among other things,
they provide a nice description of the costs of forming these committees, which is directly
relevant for the interpretation of the ”costs or representation” introduced in the following.

Protection against the opportunistic behavior of technocrats then becomes a major
justification for the existence of representative institutions and of collective decision rules.
Individuals being self-interested, in practice, benevolent planners do not exist. It follows
that among the constraints bearing on the search for an optimal organization of collective
decision-making, it is important to pay attention to rules that are robust to opportunism.

1 The Anti-Federalists have also discussed the topic (see Section 6 below).
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The Principal, defined as the agent or group of agents in charge of executing public deci-
sions, should not have any unforeseen manipulation opportunity.

In the following, the analysis sheds light on the existing tradeoff between the exploita-
tion of scale economies, suggesting that the smallest possible number of individuals should
specialize in collective decision-making, and the democratic requirement that public deci-
sions should reflect the collective will. Intuitively, optimal collective decision mechanisms
should belong to the class of partial representation mechanisms.

To be more specific, the paper focuses on a public good production problem, in a so-
ciety characterized by decentralized information on preferences. To capture the idea that
collective decision-making is costly (i.e., that one must invest resources to figure out the
issues at hand and to make one’s mind), we assume that agents do not have a complete
knowledge of their willingness to pay for the public good, or type. However, they can im-
prove this knowledge through some unobservable and costly individual choice of effort. We
thereby extend the traditional Mechanism Design problem under asymmetric information
with a dimension of moral hazard, since in our economy, the accuracy of each individual
piece of information depends on some unobservable personal investment. The approach
takes three types of constraints into consideration; (i), the moral hazard problem, and
its associated incentive constraints; (i), the adverse selection problem, and its associated
preference revelation constraints; and in addition, (7ii), we constrain ourselves to public
decision procedures satisfying a property of robustness to opportunistic manipulation by
the Principal.

The emphasis put on political non-manipulability of public decision rules echoes a
long standing tradition of economics, well represented by the Public Choice school (e.g.,
Mueller (1989)), as well as more recent developments in Political Economy. Persson and
Tabellini (1999), and Dixit (1996) provide excellent discussions of the main ideas in this
field. Osborne and Slivinski (1996), and Besley and Coate (1998) recently proposed and
developed the ”citizen-candidates” approach, assuming that candidates in an election are
always members of the set of economic agents, and can only commit to be "themselves:”
once elected, citizen-candidates always choose their preferred policies. We apply these
important ideas here. The opportunistic manipulation problem can be summarized by
saying that the execution of public decisions does not rely on the existence of a benevolent
planner: the Principal is always chosen in the set of agents, and rationally pursues his
(her) private interest. As a consequence, in our setting, public decision rules should depend
neither on a priori parameters nor on prior probability distributions on the space of possible
preferences, simply because these parameters could be manipulated by the bureaucratic
Principal. In other words, society is constrained to use non-parametric mechanisms, in the
sense of Hurwicz (1972). We find below that this requirement immediately excludes the
first best decision rule, for it happens to involve a Bayesian-like combination of observations
and a priori information.

Let us define the first best optimum as the allocation of effort, joint with the pub-
lic decision rule, which would be implemented by a benevolent, Bayesian and utilitarian
planner, if this planner were able to monitor all effort variables, and to observe all private
information. Because of effort costs, and because of the ex ante symmetry of agents (i.e.,
all agents have the same ability to produce information), we find that the first best op-
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timum has two possible structures: Either all agents are required to exert some positive
effort and to transmit information, which is a form of Direct Democracy, or, all agents are
required to choose effort zero and to transmit nothing. In this latter case, the planner uses
the decentralized a priori information on the distribution of preferences to compute the
public good production: We call this the Reign of Tradition.

We then consider the second best situation in which efforts cannot be monitored,
information is private, and benevolent planners do not exist. The results can be summa-
rized as follows: When the first best requires Direct Democracy, then, Direct Democracy
is approximately implementable under conditions of asymmetric information. In contrast,
when the Reign of Tradition defined above is first best optimal, it is not implementable
as a second best. The problem is then to find a non-manipulable mechanism to collect
decentralized information on preferences for the public good. If individuals are ex ante
symmetric, we find that it is optimal to sample among agents: n individuals should be
drawn at random out of the population of size N > n. The role of the sampled agents
is, by simply representing themselves, to create a reduced mirror image of the population.
In a sense, we do not expect more from representatives, in democratic societies, provided
that we accept the principle of representation.

The second best analysis permits one to determine the optimal number of representa-
tives. This number depends on a tradeoff between two opposite effects. On the one hand,
sampled agents incur fixed costs, and variable costs of effort. These costs will tend to limit
the sample size. On the other hand, the statistical precision of the information produced
will be poor if the number of representatives is too low. It follows that a large assembly is
required if fixed costs are low and the dispersion of preferences is high, whereas a smaller
oligarchic assembly emerges for higher fixed costs. Finally, it is optimal to use a single
representative, or technocrat, when the dispersion of preferences is small and costs are
very high.

The cost-benefit analysis underpinning these second best results, depends in an im-
portant way on the property that the effort level of each representative varies inversely
with the number of representatives. Intuitively, when the number of participants to the
decision-making process is large, the influence of each individual agent on the final outcome
becomes negligible, and as a consequence, effort incentives — the rewards of investment
in information acquisition — also tend to vanish.? Now, when second best optimality
requires a sample, the effort of representatives happens to be a social waste of resources.
In this case, each individual effort must be interpreted as an attempt at influencing the
collective decision in favor of particular interests, as a form of distortive "lobbying.” It
follows that, apart from its direct cost, the social benefit of an additional representative
can be decomposed into a purely statistical effect, due to the reduction of sampling errors,

2 The first students of pivotal mechanisms had recognized the potential importance of a tradeoff between

the quantity and the quality of information in possible applications of revelation procedures. In the last chapters
of their pionneering book, Green and Laffont (1979) explicitly considered sampling procedures and sketched the
analysis of effort incentives (see also Green and Laffont (1977)). The results presented here are different, since in
our model, sampling leads to a form of effort over-investment. The problem of incentives to produce information
is tightly connected with the notion of individual influence in a public good mechanism. On this notion, see Al

Najjar and Smorodinsky (1998), see also Mailath and Postlewaite (1990).
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and a reduction of distortions, due to the discouragement of effort.

In the last section of this paper, we propose a preliminary empirical analysis of the size
of representative institutions, using political data to run regressions. We try to explain
the number of representatives in 111 countries as a function of the total population, of
population density (that we take as a crude indicator of its heterogeneity), and of a dummy
variable indicating developing countries (which can be viewed as a rough measure of the
social cost of maintaining representatives). The regression of the number of representatives
on total population provides a benchmark with which different political systems can be
compared. For instance, among the advanced economies, the United States and Israel do
not seem to have enough representatives. In contrast, France and Italy seem to have too
many representatives. As a matter of fact, both France and Italy have more representatives
than the United States in absolute terms.

Our normative theory of the number of representatives completely abstracts from
voting procedures; yet, in the realm of modern politics, representation relies on voting
mechanisms, not on random sampling. The reader could expect us to discuss this point.3
People being different in their ability to produce and process information, an optimistic
explanation for the recourse to voters is that elections are a way to screen the most able
agents. Therefore, if the distributions of abilities and preferences are independent in the
citizen’s population, the result of elections will not be different from the outcome of random
sampling, in terms of represented preference types. On the contrary, if there is a statistical
correlation between abilities and preferences, voting procedures would systematically yield
a biased sample of representatives. In the following, we study the simple case in which all
citizens have the same ability to become representatives; more work remains to be done
to study asymmetric cases rigorously. In any case, a fully integrated view of elections
and legislative bargaining as a multi-stage game, paying attention to strategic behavior at
each stage, as recently advocated by Myerson (1999), is beyond the reach of this paper.
Austen-Smith and Banks (1988), Alesina and Rosenthal (1996)), among other contribu-
tions, have shown that an integrated game-theoretic approach leads to subtle difficulties.
In the domain of organization design, random sampling of representatives is a shortcut,
allowing us to concentrate on the optimal number of representatives.

Recent studies of the internal organization of the U.S. Congress show that represen-
tatives work to produce relevant information, to bargain on policy issues, and find com-
promises, while economizing on (transaction) costs.? Representatives are compensated to
discuss and bargain at length whith each other, until they reach, in one way or another,

3

Taken literally, the proposed model describes a form of ”radical democracy,” in the sense of Aristotle:
sampling is a radical way to ensure that representatives will resemble the represented people. The ancient
Greeks, in Athens, used random drawings to choose their legislators and the members of trial juries. Socrates
was sentenced to death by a jury of 501 randomly drawn citizens. The Athenian People’s Assembly itself, with
its 6000 members, was in fact a random sample of the citizen population (For details on these points, see Hansen
(1991); see also Manin (1995), who proposes an history of the recourse to chance draws in political institutions).
Closer to us, in the domain of justice, trial juries are randomly drawn in the population.

4 Weingast and Marshall (1988) have applied the tools of Industrial Organization and Transaction Costs

theories to Congress, while the most recent contributions in this field emphasize the informational aspects of

decision-making (e.g., the survey article by Shepsle and Weingast (1994)).
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a production decision. In our framework, once drawn, representatives reach a decision by
means of an information revelation process financed by taxes. More precisely, we assume
that they use a pivotal or Clarke-Groves revelation mechanism (see Clarke (1971) and
Groves (1973)).

It is a difficult task to model legislative bargaining with the help of game theoretic
methods; recent work shows that the adopted public policies depend on the constitutional
details of the legislature’s organization, insofar as they define rules of a game played by
representatives. See Baron and Ferejohn (1989), and, among other recent contributions,
Diermeier and Feddersen (1998). On the other hand, the classic work on probabilistic
voting indicates that under simple symmetry assumptions, competing office-motivated,
plurality-maximizing candidates in an election will converge on a political platform which
maximizes a social welfare function (an utilitarian sum of the citizen’s utilities); see Hinich
et al. (1972), Coughlin and Nitzan (1981), Lindbeck and Weibull (1987), (1993). A kind
of reduced-form or black-box modelling of the legislative procedure is needed to obtain a
tractable (and reasonably not too particular) formulation of the social value of an additional
representative. To this end, we have constructed a stylized model of the representative
institution in which the ”legislative bargaining” process yields an approximate Pareto
optimum. The Groves transfer schedule is a shortcut for all the incentives that a good
public decision system should provide to its representatives.’

The class of Groves mechanisms is particularly attractive when applied to a random
subset of agents; it is revealing in dominant strategies, and at the same time, approximately
optimal when the sample is large enough (see Gary-Bobo and Jaaidane (1997)). These
results rely on the built-in division of labour between representatives (the sampled) and
politically passive citizens (the non-sampled). In addition, in a quasi-linear environment,
the Groves class is essentially the only subset of mechanisms satisfying these desirable
properties (see the characterization results of Green and Laffont (1979), and Holmstrom
(1979), Moulin (1986)). Finally, these mechanisms meet our additional requirements of
robustness to opportunistic manipulation by the Principal: their production decision rule,
as well as their taxation schedules are independent of prior probabilistic knowledge about
citizens’ preferences. But the most interesting aspect of this property is probably that, once
submitted to a Clarke-Groves tax, the randomly chosen representatives are unanimously
willing to pursue the common interest, insofar as the representation is a correct mirror
image of the population’s preferences. Under a suitably defined Groves mechanism, each
representative will internalize the social welfare of the other representatives.

In the following, Section 2 presents the model and discusses the assumptions; Section 3
provides an analysis of the first best optimum; Section 4 describes a class of public decision
mechanisms and the related revelation and incentive constraints; Section 5 develops the
analysis of second best optimal sample sizes; Section 6 presents some empirical results;
and finally, concluding remarks are gathered in Section 7.

> Note that Clarke (1977) and Tullock (1977) went as far as to discuss the practical possibility of using

pivotal mechanisms in the U.S. Congress to decide on public good production.
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2. The Model

We consider an economy comprising N agents, indexed by ¢« = 1,..., N. The agents are
both consumers and contributors (taxpayers). There are two goods in the economy; one
public good, which is financed through contributions (taxes) and the production level of
which is a collective decision problem, and one private good, called money, in terms of
which taxes and subsidies are denominated. Let ¢ denote the public good production level
and t; agent i’s tax. The agents are assumed to have linear preferences for the public good.
Let us assume that if agent 7 participates in the collective decision mechanism and exerts
a positive effort e; > 0, his or her utility function, denoted u;, writes

u; = 0;q —t; — ¢(e;) — F, (1)

with F' the fixed cost of participation, ¢ the variable cost of effort, and 6; is agent i’s type.
It is understood that if the agent does not participate in the decision mechanism, and if
she does not exert any effort, then, her utility is simply u; = 6;q — ;.

2.1. A model of decentralized knowledge

Agent ¢’s marginal willingness to pay for the public good 6; is a hidden characteristic.
Agent i does not know her own type ex ante, but is endowed with some prior information
about herself: some prior probability distribution with mean ;. To make the analysis
tractable, we assume that all individuals, conditional on their a priori mean type p;, are
drawn from the same family of probability distributions. Each member of the family is
obtained from the other by a translation. More precisely, let x; denote agent i’s centred
type, i.e.,

We assume the following.

Assumption 1

Forall:=1,.... N,

(a), x; is independently and identically distributed according to the probability distribution
K, with density k, defined on the real line;

(b), the probability K has a zero mean and a finite variance denoted o2.

The interpretation is that each agent i belongs to a given ”region”, defined by political,
ethnic, religious or social groups. It must be understood that an agent’s "region” is not
observable by other agents. The average preference type in agent ¢’s region, p;, is the
commonly held view on the public good in this "region”. We are not ruling out common
value problems (i.e., the limiting case of a public good about which everybody agrees), but
generically, we assume the existence of some a priori heterogeneity of preferences. Formally,
this prior mean p; is as a random variable, and the p;, ¢ = 1,..., N, are assumed to be
independent drawings in some underlying probability distribution.
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Assumption 2

For all + = 1,..., N, u; is an independent drawing in the probability distribution P, with

mean /i and variance z2.

Let F and V denote the expectation and variance operators, respectively. Going back to
our interpretation in terms of regions, E(u;) = fu is the prior interregional (or national)
mean, while V(u;) = 22 is the interregional variance of preference types. In contrast,
V[0;|11:] = o2 is the intraregional variance of types. The total dispersion of preferences
is obtained as the sum of the intraregional and interregional variances, that is, V(6;) =
o? + 22

We do not assume that the probability distribution P or its moments are common
knowledge among the agents. This is meant to capture the intuitive idea that in a decen-
tralized economy, a given agent has some ”local” prior information about her preferences
(i.e., p;), but has neither a global view of society (in the form of the prior overall average
type fi), nor an exact knowledge of the other agents’ type distribution (in the form of
the probability distribution P). Finally, a description of decentralized knowledge in prob-
abilistic form for this economy would be complete if we endowed each agent with some
(subjective) probability distribution on the types of others. Since these probabilistic beliefs
play no role in the sequel, we will avoid introducing formal notation to describe them.

2.2. Information Acquisition

Agents do not know their own type with precision ex ante. In the absence of better
information, they rally to the view commonly held in their reference group, and see them-
selves as ;. Now, if they are in a position to acquire information, for instance while working
through technical files or expert reports on the public project and its consequences, they
will learn many things on the issue at hand, and will certainly revise their initial position.
This does not mean that all informed agents will agree about the appropriate decision, un-
less we are in the particular case of a common value problem. They keep personal stakes
in the public project and possibly ideological biases, but their perception of the project’s
impact on their utility will be much more accurate.

To capture these ideas, we assume that, at the cost of some effort, denoted e;, agent i
receives a signal denoted s;, the precision of which depends on the effort level, and which
conveys information on the unknown type #;. The total cost of effort is ¢(e;) + F. To
fix ideas, I’ can be understood as the fixed cost of participation in the collective decision
mechanism, and e; as the individual’s input into the process. We make the following
assumption.

Assumption 3

The cost function ¢ is non-decreasing, convex, continuously differentiable and ¢(0) = 0.

Assumption A3 implies that all individuals are identical in their ability to process and
digest information. This is obviously a simplifying assumption.

We assume that the informative signals produced by means of effort, are drawn from
a conditional probability distribution, described in the next assumption.
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Assumption 4

(a) The s;, i =1,..., N are independent from each other;
(b), for all i, s; is distributed according to a conditional probability density denoted
h(si|z;;e;), and parameterized by the effort level e;.

If the reader recalls that x; = 6; — u;, Assumption 4 means that, apart from the effort
level e;, the signal’s distribution depends only on the discrepancy between 6; and its prior
mean ;. The posterior density of x; knowing (s;;e;), denoted f, is given by

h(si|zs;e;)k(w;)
T;|S8i5€;) = ) 3
e ) [ h(silzs; ei)k(x;)da; (3)

Let 2 be defined as follows.
T(s45e;) = Elwilsi; 5] = /ﬂf(ﬂ’su&)d% (4)

Since all agents are assumed to make a rational use of their information, agent ¢’s prediction
of her own type, denoted éi, can therefore be defined as the sum of z and the prior mean
His .

0i(si5€i) = E0;]s5, pis €] = T(si;€5) + p- (5)

We wish to capture the intuitive idea that agent ¢’s prediction 6, will be better, the higher
the effort. More precisely, we assume that the precision of the signal increases with effort,
in the sense that it reduces the posterior variance of type 6; knowing the signal s;. Thanks
to a well known identity of probability theory, i.e., V(Y) = E[V(Y|Z)] + VIE(Y|Z)],
and using (5) above, the variance of 6;, conditional on y;, can be decomposed as follows,
V(60| i) = E[V(0; 55,115 )| pui] + V[0; | jti ], which, with our notations and assumptions,
yields the equivalent identity,

o = EV(0;|si, )| i ] + V[, (6)

given that V[0;|p;] = V[#|u] = V[#]. A glance at (3) and (4) above shows that V[#] is a
function of the effort variable e;, but does not depend on pu;. Hence, we pose

vle;) = V]d]. (7)

The following assumption formally describes the way in which the effort variable affects
the variance of the agent’s type prediction.

Assumption 5

(a), v(e;) is increasing and continuously differentiable with respect to e;;
(b), 0 <wv(e;) <02 v(0) =0 and v(e;) — 0% as e; — +o0;
(c), the derivative v'(e;) is strictly quasi-concave.
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By identity (6) above, Assumption 5a is tantamount to assuming that agent i’s effort
decreases the posterior variance of her type 6, conditional on the signal s;. Intuitively,
this is due to the fact that when e; increases, 97 "tracks” the real unobserved type 6;
more closely, therefore increasing the variability of the former. And for the same reason,
the predictor’s variance is bounded above by o2, the a priori variance of the underlying
type, conditional on p;. The additional assumption v(0) = 0 carries the intuitive idea
that effort zero yields an uninformative signal. To obtain this property, it is sufficient to
require that, when effort is zero, the agent’s posterior prediction is equal to its prior mean,
i.e., 0;(s;;0) = p;, for then, v(0) = V[us|p;] = 0. Under these assumptions, it is easy to
check that v/(0) = 0: The assumption v(0) = 0 is therefore incompatible with a concave
v. Function v will typically be S-shaped, implying that the derivative v’ is bell-shaped
(which corresponds to Assumption 5c).

2.3. Quadratic cost function

The public good is produced in quantity ¢ by means of a technology described by a total
per capita cost function denoted C. Since we do not conduct an asymptotic analysis in the
sequel, we can ignore the possible dependence of C' on N. It is thus assumed, without loss
of generality, that the total cost of production can be written NC(q). Finally, in order to
avoid unnecessary technicalities, we make the following simplifying assumption.

Assumption 6
Clq) = (1/2)¢*.

The model being now completely specified, we turn to the study of first best optimal
production of the public good.

3. The First Best Optimum
3.1. First best optimal public decision function

Assume for the moment that an abstract, ideal planner checks and commands effort levels.
More precisely, assume that a sample of n individuals is chosen at random, with n < N.
Assume also that all the interim information in the economy can be used in computations,
that is, let the planner know the parameters p = (uy, ..., ) and the probability densities
k and h. Index sample members from 1 to m, non-sample agents being conventionally
indexed from n+1 to N. The planner then demands a vector of efforts e = (eq,...,e,) >0
from sample members, while non-sample members provide effort zero and do not pay the
fixed cost F. A vector of signals s = (sy,...,$,) is produced and observed. The planner
finally chooses a public decision ¢(s) as a function of s.

Assume finally that the planner is utilitarian, and wishes to maximize the sum of the
agents’ expected utilities. The first best objective is then to choose ¢(.), e and n so as to
maximize,

E{Ea{i Biq(s) — NCl[q(s)] S,M;e} ‘u,e} - Zn:aﬁ(ei) —nF. (8)
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This form of the objective is obtained when the budget constraint is taken into account. Let
t;(s) be agent i’s tax, contingent on signal s. Then, the ex post budget balance condition
writes, for all s,

N

> ti(s) = NCla(s)]. (9)

=1

The first order conditions for welfare maximization say that for each (s;e), g(s) should
equate the marginal per capita cost with the average estimated willingness to pay,

Clal)] = 5 o bilsize) + 5 D (10

1=n-+1

for all (s;e). Note that in expression (10), the right hand side is nothing but the average
of the conditional type forecasts. Since it is assumed that non-sample members exert a
zero effort, there are N — n individuals for which the type forecast is simply the a prior:
parameter ;.

Note also that the first best production decision is in fact a function of the predictors
6; and ii; it depends on signals s only through the vector (Qz)zzln This suggests a
possibility of decentralization if agent ¢ can be made responsible for the production of
6;. Define the n-vector § = ((57),:177 Then, optimal production can be conveniently

redefined as a function of §. Given that, under Assumption 6, C'(¢) = ¢, define

0(8) = (N[0 + 3 i (11)

n+1
Then, clearly, q(s) = ¢*[0(s)].
3.2. First best optimal effort levels

Using the independence assumption (Assumption 1), the Planner’s objective (8) can be
rewritten,

n

W= B3 sseals) + Y mals) ~ NCla(s)] | e =Y dle) —nF. (12)

i=n+1 =1

The first best effort vector e* maximizes (12) with respect to e. In general, the conditions
for optimality do not have a simple expression. However, the quadratic cost case, which can
be viewed as a first approximation for more general convex cost functions, is analytically
tractable, and has a great illustrative power. In this case, ¢* is simply a linear function of
the predictors, and straightforward computations lead to the following result.
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Lemma 1. The first best welfare, denoted W*(e,n), is a function of the effort levels and
of the sample size, and can be expressed as,

N

W*(e,n) = (N/2)<%Z,u7;>2 +Z<“2(jv) —dles) — F). (13)

i=1

For proof, see the appendiz

In expression (13), the first term on the right hand side is the expected value of social
surplus obtained when all efforts are set equal to zero and ¢ is simply equal to the average
of the p;s. The second term represents the additional welfare attributable to the effort of
sampled agents. The necessary conditions for the maximization of (13) with respect to e
can be written as follows:

[(a)v'(€:) = @' (en)]es = 0,
€; 2 07
(5k )V (€;) — ¢'(e) <0, foralli=1,...,n.

A solution with respect to ¢ of the equation

1 / Y
(55)v @) =@ (14)
exists if 2N¢'(0) is not too large with respect to the maximum of v'.
[Insert FIGURE 1 about here]

Let e(NN) be the solution of the problem max.>o{(1/2N)v(e) — ¢(e)}. This solution nec-
essarily satisfies (14), if it is strictly positive. We deduce that all sampled individuals will
provide the same effort level e* at the optimum, as a result of our symmetry assumptions.
This level depends on N, the size of the total population.

3.8. First best optimal sample size

If e; is everywhere replaced with e(N) in the first best welfare function (13), a function
depending on n only is obtained, that is,

W o), ] = (/2) 4 0[N o)) - ), (15)
where
1 N
= DM (16)
Hence, if
(1/2N)0(e(N)) ~ 6(e(N)) = F, 17)



the planner will demand e* = e(N) from all individuals, and the optimal sample size is
n* = N: Everybody participates in information production. If the costs are higher than
the benefits, that is, if (1/2N)v(e(IN)) — ¢(e(N)) < F, the planner prefers to give up
any form of effort requirement, i.e., sets e* = 0 and the optimal sample size is n* = 0:
The planner then makes use of the a priori parameters 1 and simply chooses to produce
C'(q) = ju

To sum up, if (17) holds, the expected social welfare is given by (1/2)[Na?+v(e(N))]—
N(¢p(e(N)) + F). If (17) does not hold, then the expression for expected welfare reduces
to (1/2)Nf?, since nobody is sampled, so that no effort cost is incurred and v(0) = 0.

We conclude that in our simple quadratic model, sampling is never optimal in the first
best world.

Proposition 1. The first best optimum will either be a form of Direct Democracy, i.e.,
if (17) holds, n* = N and e* = e(N), or the exact opposite, an ideal Reign of Tradition,
i.e., if (17) does not hold, n* =0 and e* = 0.

In the Reign of Tradition case, the benevolent planner relies on the a prior: knowledge p
to choose the optimal public project’s scale, i.e., ¢* = ji.

4. A Public Decision Mechanism under Asymmetric Information

We now turn to the more realistic conditions of asymmetric information: neither effort
levels e, nor signals s are observable. To these assumptions, we add the constraint that
society must organize itself without the help of a disembodied benevolent planner.

To avoid confusion, in the second best world, we will conventionally call Principal,
the agent who effectively carries out the mechanism. Whichever the social process by
which this Principal is nominated or elected, he or she can be viewed as a drawing in
the probability distribution describing preferences. In other words, the Principal is an
economic agent. It would then be inconsistent to suppose that he or she will not adopt
some form of opportunistic behavior. In fact, if the public decision rule depends on a priori
parameters such as p, the Principal will exert some effort to discover her own preferences,
and will choose the value of the parameters that best suits what she learned about herself.
Consider, for instance, the first best solution which relies on the a priori information pu.
Implementation of this rule by an opportunist Principal, with posterior type ép, will always
lead to ¢* = ép. In practice, the Reign of Tradition becomes dictatorship.

More generally, since p is not known, and is not common knowledge among the agents,
the robustness to manipulation constraint leads to rejection of the first best Bayesian
production rule (10). Indeed, the difficulty with (10) is that to implement it, a way of
eliciting the parameters p; should be designed, by means of a well-defined mechanism,
relying on verifiable declarations. But this is not always possible. At the very moment at
which agent 7 is nominated as sample member, she will exert an effort which destroys p;, so
that p; cannot be revealed any more. In other words, what agent ¢ believed about her tastes
behind the ”veil of ignorance” cannot be retrieved once she becomes informed. To collect
the needed prior parameters p;, the Principal should make sure that sample members
choose effort zero, for then, it would be possible to have them reporting éi(s; 0) = w;, but
this cannot simply be assumed.
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4.1. The sampling mechanism

The robustness to manipulation constraint leads to rejection of all public production rules
which rely on a priori parameters. This corresponds to the notion of a non-parametric
mechanism, in the sense of Hurwicz (1972). The problem is then to find a production rule
which depends on verifiable agent declarations 6 only, that is, a function ¢ = ¢ (é) Since
C' is monotonic, without loss of generality, £ can be rewritten ¢ = (C")~'[g(f)], where
g = C" o&. The second best problem can thus be reduced to the search for an estimator g.

The collection of decentralized information 6 induces a moral hazard problem, since
the agent’s effort is not observable, and an adverse selection problem, since private infor-
mation must be elicited. To take care of these constraints, we now describe a multi-stage
mechanism.

1°) A Principal is chosen at random in the set of agents to carry out the mechanism.
The agents’ types 6#; are drawn in the prior distribution k(#;) and remain hidden to the
agents themselves.

2°) The Principal draws at random a sample I containing n < N individuals. Without
loss of generality, sample members are relabeled from 1 to n. Non-sampled members are
also relabeled, with index ¢ running from n + 1 to N.

3°) Individuals pay the fixed cost F' as soon as they become sample members. Each
sample member i in I chooses an unobservable effort level e; > 0. Non-sampled individuals
do not pay the fixed cost and do not exert any effort.

4°) FEach sample member ¢ receives an informative signal s;, drawn in the probability
distribution h(s;|6;;€;).

59) Sample members declare their type 0; = é7(s7, e;) to the Principal, according to a
prespecified direct revelation mechanism.

6°) The Principal chooses the production according to the statistical rule:
C'(a(9)) = 9(8),

7°) Budget is balanced by means of taxes t; paid by all agents i = 1,..., N. Since the
non-sampled members do not report any private characteristic, they are indistinguishable
from each other. Therefore, they pay the same tax denoted t,, which is a function of
the sample members’ reports §. This transfer function is defined by the ez post budget
constraint: for all sample I, for all 6:

Y ti(6) + (N = n)to(0) = NC[q(6))]. (18)

el

Within the class described by 1° to 7¢ above, a mechanism is characterized by an array
of functions (g, t); it is called second best optimal if it maximizes the sum of expected util-
ities under, () effort incentive constraints, (i) type revelation constraints (where truthful
revelation is a dominant strategy) and (7i7), if the functions g and ¢; depend on verifiable

~

declarations (6;,...,6,) only. We obtain the following result.
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Proposition 2. Under Assumptions 1-6, a public decision rule g(él, ey én) which is second
best optimal for all probability distributions of 8; and anonymous, must be the arithmetic
mean, i.e., for all @,

C'(q(6) = 9(6) = = 36 (19)

For proof, see the Appendiz.

The proof of Proposition 2 shows, in a first step, that a second best optimal decision rule
g must be an unbiased estimator of . We then add the democratic requirement that
the decision rule should be anonymous, 7.e., that g should be invariant with respect to
all permutations of its arguments. This is a natural consequence of the requirement of
non-manipulability by the Principal: if ¢ was not invariant with respect to permutations
of its variables, the Principal could change the value of g just by relabeling the sampled
agents.

Now, if unbiasedness and anonymity are required for all probability distributions of 6;,
then, a second step in the proof shows that the only possible estimator® g is the arithmetic
mean, g(6) = (1/n) Sy f; : we get a statistical form of Samuelson’s rule.

4.2. Groves transfer schemes

Without loss of generality (by the Revelation Principle), we will require that the mechanism
(q,t) induces truthful revelation of private forecasts 6; by sample members. If we then
consider the non-manipulable and revealing mechanisms which fit the above described
framework, we can, without any loss of welfare, achieve revelation by restricting further
to the simple and robust subclass of Dominant Strategy mechanisms. In our framework,
incentive compatible Dominant Strategy mechanisms are essentially pivotal mechanisms
(see Green and Laffont (1979)).

Let q(#) be the arithmetic average rule, as defined by (19). Then, truthful revelation

of 6 by sample members can be obtained by imposing the following transfer to sample
member 7, for all 7 in I,

ti(0)=— > 6;q(0) +nClg(d)] + m, (20)
j#i el

where m is a constant. Expression (20) can be called a Groves transfer scheme. To prove
the revelation property, we compute the expected utility of sample member ¢, denoted U;,
that is,

~

Ui(e) = E[fiq(0) — tz’(é) le] — ¢(ei) — F. (21)
By definition of 6;, conditioning on signal s yields,

Uile) = Eu[fiq(6) — t,(6) |e] - d(e;) — F. (22)

6

We could relax the anonymity requirement and consider weighted statistics of the form g:Z, a;0; with
k3

Z_ a;=1. But due to agent symmetry and effort cost convexity, it would then be possible to show that the
k2

optimal choice of «; is 1/n.
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Note that these computations can be performed with the help of agent i’s subjective prob-
ability assessments on the distribution of other agents’ signals. Substituting the Groves
formula given by (20) in expression (22) easily yields,

Us(e) = nE, [(% i ,)a(6) ~ Cla(6)]| ¢ ] —m — dles) ~ F. (23)

We now reached a crucial step in the analysis. It is easy to check that the mechanism (g, t)
defined by (18), (19) and (20) is revealing in dominant strategies: all sample members
¢ have an incentive to report their true éz-, whatever the declarations of other sample
members are. But note, in addition, that if subjected to a Groves transfer (20), sample
members would wunanimously support the production rule which maximizes (23). The
solution of this maximization problem happens to be the arithmetic average of sample
members’ declarations rule (19). Therefore, if representatives are subjected to the Groves
transfer (20), they will have no reason to manipulate or distort the arithmetic production
rule (19). Sampling procedures reduce the total cost of collective decision-making, and,
coupled with Groves transfer schemes, ensure both honest representation and adherence
of representatives to the pursuit of general interest. We summarize these findings in the
following proposition.

Proposition 3. For all sampled agent © = 1,...,n, if subjected to the Groves transfer
scheme (20),

(i), it is a dominant strategy for agent i to reveal his (her) information 6; truthfuly;

(ii), the arithmetic average rule (19) mazimizes agent i’s utility on the set of public pro-
duction rules.

(iii), For all sample of size n < N, the budget is balanced.

Given that non-manipulability by the Principal leaves the arithmetic average produc-
tion rule (19) as the only possible choice, there are no additional social costs associated
with information revelation by means of a Groves mechanism, that is, no distortion due
to informational rents, no budget deficit. Proposition 3 depends crucially on point (i),
which is a consequence of the mechanism’s definition and of (18). Non-sampled agents are
here to ensure budget balance, and do not participate in the revelation process. Hence,
an important virtue of representation seems to be that, while it excludes some individuals
from the decision process, at the same time, by creating a pool of passive agents, it creates
a degree a freedom which helps representatives to reach a social compromise. It follows
that we are constrained to choose the number n of representatives strictly between 0 and
N, for at least one agent must belong to the sample, and at least one agent must remain
out of the sample. Then, according to Proposition 3, representatives will unanimously
choose the decision which would be socially efficient if they collectively formed an exact
reduced image of the whole population.
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4.8. Hidden effort functions

We can now compute the effort of sample agents under the revelation mechanism (18)-(20).
Let 6, = (1/n) >} ;. Substituting (19) in (23) yields,
Ui(e) = nE[f, — (1/2)6;, |e] —m — é(e;) — F,

since ¢ = f,. Simple computations, based on the assumption that agent i knows that all
signals s; are stochastically independent, yield the following result.

Lemma 2. Under Assumptions 1-6, and under the Groves mechanism (18)-(20), for all

i =1,...,n, a sample member’s expected utility can be expressed as follows.
Ui(e) = “S:) — ple;) — F + My(e ), (24)

where M; is a function which depends on e_; = (e;) ;i and not on i’s own effort e;.

The function M; also depends on agent i’s beliefs about the other agents’ mean preference
types.

It is now possible to characterize individually optimal effort levels. Expression (24)
shows that due to our symmetry assumptions, all sampled individuals will choose the same
optimal effort level, denoted e(n). Clearly, given (24), e(n) maximizes (v(e)/2n) — ¢(e)
with respect to e. Define (n) as the solution, if it exists, of the first order equation:

v'(e(n))

= (=), (25)
together with the second order condition,
1
V@) yriemy) <o (26)

2n
Then, the equilibrium effort e(n) of any sample member can be expressed as follows:
e(n) if (1/2n)v(e(n)) = d(e(n))
e(n) = (27)
0  otherwise
The effort function typically jumps downwards if n, the number of sample members, ex-

ceeds a certain threshold denoted n. The threshold 7 (possibly not an integer) satisfies
the following equation.
v(e(n))

S = B(e(). (28)

It is the number of representatives above which a positive effort level is not profitable any
more.

If n is viewed as a real variable, a simple application of the Implicit Function Theorem
shows that the effort function e(.) is decreasing. Differentiating (25), we find

, o 2(8)?
(given that under (25) and (26), v"'¢' — ¢"'v' < 2n¢"' ¢ — ¢''v' = 2n¢" ¢’ — ¢''(2ne¢’) = 0).

<0,
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We have just proved,

Lemma 3.  The optimal effort function e(n), defined by (27), is non-increasing with
respect to n.

The intuition for this result is straightforward. As the number of sample members increase,
the manipulation power of each individual member decreases, in the sense that his (her)
influence on the final outcome becomes weaker. It follows that the individual incentives to
invest in information acquisition (effort) also weaken as n increases, and eventually drop
to zero for n larger than n.

5. The optimal number of representatives
5.1. The second best welfare function

Substituting the effort function in the expression of expected welfare (i.e., the expected
total sum of utilities), yields the following result, after some computations.

Lemma 4. Under Assumptions 1-6; under the budget constraint (18), if mechanism (q,t)
is defined by the arithmetic average production rule (19) and the Groves transfers (20),
then, the expected total sum of utilities, denoted W(n), can be expressed by the formula,

Wn) = Nt [ LD o)) - ] - [L - LAV )
where by definition,
Ve) = 2% +vle). (30)

For proof, see the appendix

Formula (29) deserves a comment. W (n) is the sum of three terms; the first term (N/2)i?
is the expected welfare in a society in which all effort variables are zero (and the Planner
implements ¢ = f1).

The second term is n times the additional surplus of a sample member, i.e., by defi-
nition,

Se(n)) = (1/2n)V(e(n)) = ¢(e(n)), (31)

minus the fixed costs F. In expression (31), as well as in (29), V(e) must be interpreted
as the unconditional variance of preference types, i.e., V(e) = V[éi], and because of inde-
pendence and Assumption 2, V[§;] = V(&) + V(1) = v(e) + 22.

The intriguing third term is exactly the total expected welfare loss due to sampling,
which must be subtracted from total surplus (note that this term vanishes when n = N).
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Lemma 5. The expected per capita welfare loss due to sampling, denoted L(n), can be
expressed as follows:

L(n) = %E[(% ﬁ:e - éj)Q e(n)] = [1 - i} Vieln) (32)

S|

n

=1

For proof, see the appendix

With the above definitions, an elegant form of (29) is, in per capita terms,

(1/N)W (n) = (1/2)* + (n/N)[S(e(n)) — F] = L(n). (33)

5.2. Properties of second best welfare as a function sample size

We can now turn to the study of W (n) and of its optimum with respect to n. Recall that
n is defined by (28) above as the threshold above which effort jumps down to zero. It
follows that W will possess a discontinuity at point n. The expressions of W and of its
derivatives will be different on the intervals [1, 7] and [f2, N, if 7 belongs to the admissible
domain [1, N|. Hence, a local maximum of W can exist in the interior of [1, 7], but also in
the interior of [n, N].

Define np as the solution of the first order condition for a local maximum of W in
the open interval (1,7), that is, if it exists, the solution of

—L'(no) = (1/N)[¢((no)) + F]. (34)

On the other interval [0, N], the per capita welfare function boils down to (1/N)W(n) =
(1/2)ji* — (n/N)F — (2% /2n) + (22 /N), which is strictly concave with respect to n. Define
then ny as the unique local maximum of W on the range n > 7, that is, solving the first

order condition,
na =z\/N/2F. (35)

Remark that according to (35), the optimal number of representatives is an increasing and
concave function of IV, an increasing function of the variance parameter 2z, and a decreasing
function of the fixed cost of representation F.

5.3. Second best optimal sample size

The analysis will be divided into two broad cases. The first case is when second best
welfare W, viewed as a function of the real variable n, is monotonically increasing with
n on the whole domain [1, N]. This case corresponds to the idea of Direct Democracy,
as explained below. The other case is when the maximum of W is reached at a point
strictly smaller than N on [1, N]. This latter case will itself be divided in several subcases,
in which Representative Democracy emerges as a second best. Recall that due to the
sampling mechanism constraints, the second best optimal sample size, hereafter denoted
n**, must be an integer, with 1 <n** < N — 1.
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Case 1: Direct Democracy.

Let us first define an economy as a Second Best Direct Democracy if W is monotonically
increasing on the interval [1, N]. In this case, the second best optimum is clearly the
maximal sample size n** = N — 1.

If condition (17) holds, then S(e(N)) > F. (These two conditions are equivalent if
and only if 22 = 0.) This means that it is socially worth requiring some effort from every-
body, and Lemma 6d (stated and proved in the appendix), shows that W is monotonically
increasing with n. We conclude that in this case, the first best is approximately imple-
mentable by means of the maximal sample size n** = N —1 (see Figure 2a). By continuity,
equilibrium effort will then be close to ¢(N) = e* > 0, and the welfare loss with respect to
first best will be close to zero, given that L(N — 1) is approximately equal to zero for large
N. We call this case Active Direct Democracy (ADD), because, in essence, every agent
exerts some effort and participates in the public decision process.

If on the contrary, S(e(IN)) < F, then, condition (17) does not hold; yet, W can still
be monotonically increasing. If this is the case, the second best optimal sample size is still
n** = N — 1 (see Figure 2b), but each agent will exert effort zero. For convenience, we
call this case Passive Direct Democracy (PDD). It emerges if the inter-regional variance
22 is large enough, since it is then socially profitable to sample many individuals, in order
to better estimate the crucial parameter i. Recall that under zero effort, representative 4
simply declares her a priori preference type u; to the Principal, who in turn chooses the

: *ox 1 N-1 ;
second best production level ¢** = D Yoo i =

A central result is then the following.

Proposition 4. If Direct Democracy is a first best optimum, then, the first best is
approximately implementable under asymmetric information, and the economy is an Active
Direct Democracy,

If S(e(N)) < F, and if in addition, the economy is a Second Best Direct Democracy, then,
1t must be a Passive Direct Democracy.

The proof of this result follows easily from the above discussion, and from Lemma 6 (see
the appendix). Proposition 4 says that (17) is a sufficient condition for Direct Democracy
in the second best world. But this condition is not necessary. In other words, Direct
Democracy can also be second best optimal, in spite of the fact that it is not first best
optimal. Second Best Direct Democracy, if it exists, is characterized by citizen passiveness
when n < N.

[Insert FIGURE 2 around here]

When 22 = 0, Proposition 4 can be strengthened as follows: ADD is second best
optimal if and only if Direct Democracy is first best optimal; second best optimality is
characterized by sampling if and only if the Reign of Tradition is first best optimal, and
finally, PDD is impossible.
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Case 2: Nonchalant Assembly.

Assume now not only that condition (17) does not hold, but also that 7, defined by (28),
satisfies 1 < - < N. Then, if the global maximum of W is reached in the open interval
(n, N), that is, if n** = ny4, the representatives are too numerous and therefore do not
exert any effort. We call this situation an Interior Nonchalant Assembly (INA). See Figure
3a. There are other types of Nonchalant Assembly, corresponding to corner solutions:
the Corner Nonchalant Assembly (CNA). See Figure 3b. They share the same qualitative
features as INA.

[Insert FIGURES 3 around here]

These cases will happen when F' is relatively small. Since individual efforts decrease when
sample size increases, the second best is then to choose enough delegates (or represen-
tatives) to make sure that their manipulation power is completely diluted. The many
representatives simply protect the citizen against public decision capture by an active mi-
nority. This is extremely useful under incomplete information, but has a social cost n** F,
which can be viewed as the cost of maintaining an assembly.

Case 3: Active Oligarchy.

The global maximum of W may also be reached at no, defined above by (34), with,
1 < no < n. See Figure 3c. The optimal sample size is then n** = ngp. The size of
the sample is then (relatively) small, and as a result, each representative will exert some
socially undesirable effort e(ng) > 0. The active oligarchs (AQO) are responsible for a social
loss; they increase the loss L, since a positive effort implies a positive v. Society would
prefer the oligarchs to be less active, but the happy few have incentives to manipulate the

public decision to suit their own convenience. Such a case will emerge for sufficiently high
F and o2

Case 4: Technocracy.

Finally, the second best welfare function W can be decreasing on its entire admissible
domain [1, N]|. See Figure 3d. Then, to minimize the social costs of sampling, the best
choice is simply n** = 1. This case will appear when fixed costs are high, and when
preference dispersion is sufficiently low, more precisely when z? + o2 is small, for then
necessarily, the value of effort V (e) (which is bounded above by 2%+ ¢?) will also be small.
Technocracy can be reached as an extreme form of Active Oligarchy, with a single active
oligarch if np < 1 < n. In this case, we find an active form of technocracy, but it could
happen as an extreme form of Nonchalant Assembly too (if ng < i < 1), so that passive
technocrats do also exist.

The technocracy case is not exactly dictatorship: If the variance of types is small,
everybody more or less agrees with the production objective, and the decision chosen by
the technocrat is close to everybody’s preferred outcome with a very high probability. This
situation corresponds approximately to a common value problem. The welfare losses are
minimized by having to pay the fixed cost F' only once.
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5.4. When do the various cases happen? A simple illustrative example

We now turn to the study of a simple example. Let ¢(e) = ae , v(e) = o2e, with «
nonnegative, and the effort variable constrained to belong to [0,1]. The optimal effort
function is therefore e(n) = 1 if 02/2n > «a and e(n) = 0 otherwise. The threshold is
naturally 7 = 02 /2. The second best welfare function W can in this case be described as
piecewise concave: It is a strictly concave function of n on [0, 7] and for n > n. A complete
analysis of the example is cumbersome, because the frontier separating the AO and CNA
cases is highly non-linear. Figure 4 depicts regions of the parameter space for which the
various cases appear. It represents a mapping of the (o2, F) plane into the set of cases,
with o and 22 fixed.

[Insert FIGURE 4 about here]

The active and passive forms of direct democracy occur for small values of F. If we now fix
F at a high enough value and increase the dispersion of preferences o2, we will first cross
the INA region, then the Corner NA region. Further increases of the dispersion for fixed F’
will drive the economy to Active Oligarchy, and if o2 is high enough, the active Oligarchs
will become so numerous that the region of Active Direct Democracy will eventually be
reached. Following a horizontal direction, if for fixed o2, F is increased, the economy will
eventually reach a form of technocracy.

6. Some empirical evidence, with political data

The above analysis suggests that the optimal number of representatives depends nonlin-
early on the population size, the heterogeneity of preferences, and the costs of representa-
tion. To get a first view of the empirical relationships between N and n, we have regressed
the total number of representatives (expressed in numbers of individuals) on the population
size (expressed in millions of citizens) for a sample of 111 countries, which possess parlia-
ments or representative assemblies. To fix ideas, the USA are in the sample, with n = 535
and N = 260.341. The complete data, which are extracted from The Europa World Year
Book (1995), and some details of the estimations, are presented in the appendix. A first
simple linear regression of the form n = alN + b, yields significant estimates of a and b,
but with a poor R?. By contrast, a surprisingly excellent adjustment is obtained when
log(n) is regressed on log(N) and a constant: 74% of the variance of log(n) is explained by
log(N) and the constant. Adding some exogenous variables, we find the following results,

log(n) = 0.395 log(N)+ 0.350 dev — 154.107% dens + 4.297 .
(19.69) (4.649) (—5.59) (76.18)

In the above regression, t-statistics are between brackets, dev is a dummy variable in-
dicating a developed country, and dens is population density in the country, expressed
in number of inhabitants per square kilometer. Population density is taken as a crude
measure of population heterogeneity. Countries in which the density is high (e.g., Japan)
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should have less heterogeneity than countries in which the density is much lower (e.g., the
USA). Accordingly, the sign of the coefficient on dens is negative. Moreover, we use the
dummy variable dev to capture some differences in the costs of maintaining representa-
tives. Accordingly, the sign of the coefficient on dev is positive (the richer a country, the
larger its assembly). The adjusted R? for this regression is .78, and the global F-statistic
is a highly significant 129.5.7

These results indicate that the number of representatives n increases less than propor-
tionately with the size N of the population (in millions), since, according to our estimates,
n =~ 73.NY*. The number of representatives does not seem to be determined by a constant
sampling rate: it is as if costs did impede the increase of n in large countries.

[Insert FIGURE 5 about here]

Closer scrutiny of the above regression residuals show that eastern European countries
in transition seem to have "too many” representatives, in the sense that they lie above
the regression line. France and Italy have "too many” representatives too, whereas the
United States and Israel are below the regression line. See figure 5, which is a plot of the
fitted number of representatives (denoted REPREF) against the actual number (REPRE).
France, Italy, and the USA are clearly outliers.

The constitutional history of the United States shows that the representation ratio
has constantly decreased for more than 200 years. In a footnote, Tocqueville (1835, part
I, chap. VIII, p 190) already notes the fact: the representation ratio decreased from 1
representative for every 33,000 inhabitants in 1792, to 1 over 48,000 in 1832. This trend
has not been reversed since then, the ratio reaching the record low of 1 over 573,394 in
1990; and furthermore, the number of seats in the House has reached a ceiling of 435 in
1910, which has been fixed by statute in 1929 (see 0’Connor and Sabato (1993), p. 191).
According to our empirical results, the US Congress ”should” have 935 members instead
of 535. It is too soon to provide an explanation for these facts; and to understand the way
adjustments in the number of seats are made, the processes of periodical reapportionment
and redistricting in various countries should be studied more carefully. It is of course
difficult to decide if the number of US representatives is inefficiently low, but the question
has been posed a long time ago, by the opponents of the American Constitution:

The very term, representative, implies, that the person or body chosen for
this purpose, should resemble those who appoint them (...). Those who are placed
instead of the people, should possess their sentiments and feelings, and be gov-
erned by their interests, or, in other words, should bear the strongest resemblance
of those in whose room they are substituted. (...) Sixty-five men cannot be found
in the United States, who hold the sentiments, possess the feelings, or are ac-
quainted with the wants and interests of this vast country.

— Essays of Brutus, 111, 1787 (in Storing (1981), p. 123).

This result is good, given the nature of the data and the very limited set of control variables. The country’s
land surface is not a significant explanatory variable, when introduced in the above regression. The ethno-
linguistic fractionalization index (ELF), which measures the degree of ethnic heterogeneity of a country, yields
disappointing results. When these variables are added, the coeflicients on the other variables do not change

much, and it is tempting to conclude that the estimation of the coefficient on log(N) seems robust.
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7. Concluding remarks

We have modeled the recourse to representation for the choice of a public policy with
the help of a class of direct revelation mechanisms based on agent sampling. We inter-
pret exhaustive sampling as "direct democracy”, the random choice of a single agent as
"technocracy”, and sampling of a strict subset as "assembly” or ”committee.”

The economy is characterized by informational asymmetries. Agents know neither
their own preferences nor the preferences of others exactly. However, each agent can exert
some unobservable effort to improve her valuation of public projects. In this economy,
the first best optimum is, either a direct democracy, or is characterized as a "reign of
tradition,” in which decisions are made by a benevolent planner on the basis of a prior:
information.

Since a benevolent planner cannot be found, first best mechanisms are in general not
implementable under asymmetric information. We have then shown that direct democracy
is second best optimal if it is also first best optimal. In contrast, the use of a strict subset
of representatives is second best optimal in cases in which the reign of tradition would have
prevailed under a benevolent and omniscient planner. The results allow an analysis of the
forces determining the optimal number of representatives. The role of these representatives
is, not only to produce or transmit useful information for the purpose of public decisions,
but also, by their mere number and diversity, to protect society against opportunistic
manipulations by an active minority.
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Appendix
Proof of Lemma 1

Using the fact that C is quadratic, and the independence of signals sj, from expression
(12), we derive,

W = {1/2]\7 ﬁ: } Zn:qﬁ(ei)—nF

= =1

N N
= (1/2N) {Z; (B s €x) B (83|15 ¢5) + kZEwimk;ek)}—Zmen —nF.
=1 =1 L

Now since by definition, px = E(0x|px; ex) and v(ex) = E(02|u; ex) — p for all k, substi-
tution in the above expression yields,

= (1/2N) [(Z )+ i view)| - S 6ler) - .

k=1 k=1 =1

with e = 0 for all k = n 4+ 1,..., N. Using then v(0) = 0 and rearranging, we finally
find the first best welfare function W*(e,n) as a simple restatement of the above formula.
Q.E.D.

Proof of Proposition 2

The proof will be provided in two steps. In Step 1, we prove that g optimal implies g is
an unbiased estimator of fi. In Step 2, we prove that g anonymous and unbiased for all
probability distributions of ; implies that ¢ is the arithmetic mean.

Step 1

The expected social welfare writes W = NE[fg — (1/2)g%|e] — Y., ¢(e;) — nF, where
g : R™ — R is the public decision rule, a random variable depending on (él, ey én) only,
6 =(1/N) 271\;1 0;, and e = (eq1,...,ey,) is the vector of effort variables of agents 1,... n.

A mechanism is a vector of functions (g,t), where t = (tg,t1,...,t,) is a vector of
transfers, each depending on (él, e Hn) only, and tg being the transfer of all non-sampled

agents ¢ > n. These transfer functions must satisfy the budget constraint
Zt + (N —n)ty = (N/2)g?

Without loss of generality, g can be rewritten ¢ = m+ X, where m is a constant and X
is a random variable, depending on (61, ..., 6,) only, and a zero mean, E(X) = 0. Then, the
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social welfare function writes, W = NE[#(m+X) |e]—(N/2)E[(m+X)? |e] - 3;¢(e;) —nF,
that is,

(1L/NYW = (im — (1/2)m*) + E(6X | e) — (1/2)E(X? |e) - (1/N) Z ¢(ei) — (n/N)F,

using fi = E(f|e). Remark that W is additively separable with respect to variable m. We

would like to make sure that m can be chosen independently of X and (¢y,...,t,). To this
end, we first show that the individually optimal effort variables do not depend on m.
Each i = 1,...,n chooses the effort e; so as to maximize,

Us(e) = Eq[0:9(0) — t:(0) | i, e] — dle;) — F,

assuming truthful revelation of b;. R
Using g = m + X, we find, U;(e) = p;m + Es(0; X | pi,e) — Es(t; | pie) — ¢(e;) — F.
It follows that for all « = 1,...,n, e; maximizes,

E(0: X | i, €) — Es(ti | iy €) — é(es).

The solution of this problem is a best response correspondence ¢; € n;(X,t;,e_;). Define
the Cartesian product n = II}"_;n;. The effort incentive constraints of our problem write
e € n(X,t,e), where n does not depend on ty. Since non-sampled agents are not revealing
information and do not exert effort, ¢y can always be chosen so as to balance the budget and
it follows that the choice of t;, i = 1,...,n, is unconstrained, apart from the requirement
that it should depend on 8 only. We conclude that the choice of effort is independent of
m.

Let X, denote the set of random variables X depending on (él, e Hn) only.

A second best optimal public decision rule is a solution of the following relaxed prob-
lem,

maximize (fim — (1/2)m?) + [E(X | ¢) — (1/2)E(X? | ) — (1/N) X0, ()]
with respect to (m, X, t1,...,t,,e), subject to the constraints,

E(Xe) =0,

XeX, tieX,,1=1,...,n, and

een(X,ty,... tn,e€).

In addition, we should constrain g, or X, to be revealing, that is, to lead to truthful
revelation of éz by each representative 7, but we relax the optimization problem by neglect-
ing these constraints here: it will then be necessary to show that the relaxed solution can
be chosen with the revelation property. This happens to be true (see subsection 4.2. and
Proposition 3 in this paper), because without any additional social cost, Groves transfers
can ensure honest revelation of their information by representatives, while non-sampled
agents help balancing the budget.

A glance at the above program now shows that the constraints do not bear on the
choice of m and therefore, a necessary condition for an optimal solution is m = . Given
that ¢ = m + X, we have E(g) = [, that is, g is an unbiased estimator of f.
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Step 2

It remains to show that if g is anonymous and unbiased for all probability distributions of
f;, then g is the arithmetic mean.
Anonymity means that for all permutation o : {1,...,n} — {1,...,n}, one has

901, .. 00) = g(0o(1)s s Oo(n))-

Define ¢ as follows, 1(0) = g(#) — (1/n)>_:_, 6;. Then, g unbiased implies E () = 0.

Let A* = {# € R" |0 haskdistinct coordinates }, for all & € {1,...,n}. For instance,
Al =0 e R"|0 = (o, ...,a),a € R}, and A" = {# € R"|0 = (ai,q9,....,ap),q; #
aj,i# j}. Clearly, R" = A' U A2U...U A". We will prove the result by induction over
ke{l,...,n}.

Let a be a real number and v = ¢, the Dirac probability measure at «. Then,
E,(¢) = 0 is equivalent to 1 (a,...,a) = 0, for all . This shows that 1 is identically zero
on Al.

Assume now that 1) = 0 on the domain AU A2U...UA*! for k <n. Let ay, ..., oy,
be k distinct points of R, and consider the probability distribution v = Zle Pidq,. Since
¥ is symmetric, its value at a given point # of R™, the coordinates of which belong to
the finite support of v, depends only on the order of multiplicity of each o; among the
coordinates of §. Define a = (ay,...,ax) and let Q = { ¢ = (q1,...,qx) € N¥| Zj g =n},
where ¢; is the number of times a; appears as a coordinate. Define then

boz(q1>“'7q1<:) :1/)[0(1,...,01,052,...,OZQ,...,OZk,...,OZk],

where a; appears exactly ¢; times among the arguments of 1. Under v, the probability
distribution of ¢ is multinomial with parameters p in the unit simplex Ay = {(p1,...,pr) €

R]jr | ijj =1}
It follows that we have,

Eu(¢) = Z K(Q)ba(qla ceey Qk)P(fl .. p](ik>
qeqQ)
where ‘
n!
K =
(9) qlg! . .. qp!

Now, by assumption, E,(¢) = 0, and in its expression, all the terms in which the vector «
happens to have strictly less than k distinct values are zero by our induction hypothesis.
Define

Thus, for all p in Ag,

E,(0) = Y K(q)ba(q) (I p\® V) (I p;) = 0,
qeQ(1)
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and it follows that the expression M (p), defined as M (p) = ZQ(I) K(q)bg(q)(TT5_ 1p;“ 1)
is equal to zero for all p in the interior of Ay.

;From this, we will deduce that b,(q) = 0 for all @ € R* and all ¢ € Q(1). Consider
a particular ¢ in (1), satisfying ¢; = 1 for j > ky, ¢; = r for k, < j < k,_;, and finally
gj =sfor j<s,where 0 <ks; <...<k,<...<Fk <k

Define then recursively the sets R(1) = {q ceQ)|qg =1iff j > ki }, R( ) = { €
R(r—1)|qg; =mr, iff k,_y > j >k}, and R(s) = {qg € R(s—1)|q; = s, iff ks < j}.
Remark that R(s) = {4}.

Define then the quantity,

M.(p)= Y K(@balg)p?™"...pp ",

where p belongs to Ay, .

We now prove by induction over r that M,(p) = 0 for all p in the interior of Ay, ,
denoted int(Ay, ).To do this, we first show that M;(p) = 0 over int(Ag,). Since M(p) =0
over int(Ay), let p; — m; for all j < k; and p; — 0 for all j > ky, with 7 = (7q,..., 7, ) €
int(Ag,). Then, all the terms in M (p) such that ¢; > 1 for j > k; go to zero, and by
continuity, M (p) — M;(mw) = 0. Remark, then, that since all terms in M () are such that
q; > 1if j <k, it is also true that for all 7 € int(Ay,),

Z K(q)bg(q)mi 72, 71';?1”1_2 = 0.
qER(1)

Given this result, and using the same method as above, it is not difficult to show that
if M,.(p) = 0 for p € int(Ay, ), then M, 1(p) = 0 for p € int(Ay It follows that
M(p) =0 for all p in int(Ay), or, recalling that R(s) = {q}, we get,

K(q)bo(@)p ™" ...pi " =0,

which is equivalent to b, (¢) = 0 for all a. This result shows that we possess an algorithm
to prove that b,(q) = 0 for any « in R¥ such that the coordinates of a are distinct, and
any ¢ in Q(1). Therefore, v is identically zero on the set A' U...U A¥ and by our first
induction hypothesis, it follows that 1) is identically zero on R"”, that is,

1‘+1)'

Q.E.D.
Proof of Lemma 4

It will be convenient to compute first W(n|u), the expected welfare, conditional on interim
information p, that is, by definition,

W(nln) = B Eo{ & 0:)a(0(s)) — NCla(B(s))] | s, piie | pse | = Z d(e) —nF



Taking expectations with respect to # conditional on s and substituting the arithmetic
mean rule yields,

Wi = 5 (St + 35 ) (43 tnce) - ¥ (33 a0z e

Easy algebra then yields,

S (3 )+ [ 2] (500 e}~ St e

j=n+1 =1 =1

Using signal independence and the fact that e; = e(n) for all i yields, after some compu-

E{(S5)" e =i+ ()

Substituting this result in the expression for W and rearranging terms yields, after some
simplifications,

W(nln) = Hinlu) + [+ - i} nofe(n)) = n|d(e(n) + F),

n  2n?

where

) = [~ ) () + 1) (3 )

j=n+1

We then compute the expected value of H(n |u) with respect to the prior distribution P of
the p;s (see Assumption 2 above), using the fact that all y;s are independent. This yields,

B, H = (Ni2/2) + 2 [1 - %} .

Now, by definition, W(n) = E,W (n |u). Using the results just obtained and rearranging
terms again yields,

which is the desired result. Q.F.D.
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Proof of Lemma 5

The per capita first best expected surplus under e; = e(n) can be written (1/2)E[03/]e(n)] =
(12/2) + (1/2N)V (e(n)), where by definition, 6,, = (1/n) Y7, 0;, for all n = 1,...,N.
Under the arithmetic mean production rule ¢ = #,,, the per capita expected surplus can
be written, E[fn0, — (1/2)02 | e(n)]. The per capita expected welfare loss is the difference
between these two terms, precisely,

L(n) = B{(1/2)8% — 0ux + (1/2)62 | e(n)} = (1/2)B{(O — 0,)* | e(n)
= (1/2){V (B) + V(B.) — 2000(Bx . 6,)} = (1/n)V (e(n)) — (1/N)V (e(n))

To understand the last statement, note that V' (6,,) = (1/n)V(e(n)) for all n. In addition,
using the expression Oy = (n/N)f, + (1/N)L, 10 and the independence of the 6;s,
one finds,

Cov(On.0n) = EfnOnle] — 1% = E[(n/N)8ale] + E[(1/N)(£},416;)0ule] — &°
n Vie(n)) N-n 2 _ Vie(n)

= +Eﬁ2+ - p? =
N n N N N

This string of equations proves (32). Q.E.D.

Lemma 6.
(a), As a function of n, S(e(n)) (defined above by (31)) is decreasing.

(b), W has an upward jump at point 1, i.e., with obvious notations, W(n*t) > W(n™).

(c), the right hand derivative of W at n is always smaller than the left hand derivative at
n, i.e., with obvious notations, (1/NYW'(i~) > (1/N)W'(nt).
(d), If S(e(N)) > F, then W is non-decreasing on the interval [1, N].

Proof of Lemma 6

Proof of (a). Compute the derivative of S(¢(.)) as if n was a real variable. Taking envelope
conditions (25) into account, S’s’ = —(1/2n*)V (g(n)) < 0.
Proof of (b). W has an upward jump of at point 7, i.e., with obvious notations,

W(Rt) = Ng?/2 —nF + 2[1 — (N/2n)] > W(R~) = Na?/2 +n[S(e(n)) — F] — NL(#).

To prove the result, it is sufficient to delete the terms appearing on both sides, showing
that the above inequality is equivalent to v(e(n))[1/n — 1/N] > 0, which is clearly always
true. (Use the fact that S(s(72)) = (22/27) > 0.)

Proof of (¢). The right hand derivative of W at 7 is always smaller than the left hand
derivative at n. To show this, first write,

S == [2 - ]+ TR Lpate() + ) > W) = - e
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This inequality is equivalent, after simplification, to

L e v,
n N 2n 2 ’
which is true since v'(¢) > 0 and ¢’ < 0.

Proof of (d). Compute the derivative of W to find the expression,

)= st ]+ [1- 5]V [£- g

It is easy to check that since S(e(n)) is a decreasing function of n (point (a) above), and
since ¢’ < 0, then if S(e(N)) > F, the above expression of (1/N)W' is a sum of positive
terms on [1, N]. Q.E.D.
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