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W f o r more than two decades, Douglass North 's research has focused 
g j upon institutions and the important role they play in regulating 

• 1 human social behavior. The ideas that have emerged f rom this line 
g of inquiry have led North to develop an innovative f ramework for 

m J L . analyzing economic history, presented most comprehensively in 
Institutions, Institutional Change, and Economic Performance. North ac-
knowledges that this paradigm is not yet fully developed; nevertheless, this 
body of research earned him a share of the 1993 Nobel prize for economics.1 

Concerning this award, the Financial Times noted, "The Nobel commit-
tee 's decision to break with tradition and award the prize for work in eco-
nomic history, rather than economics proper, reflects the growing importance 
economists attach to the role of social institutions in providing a f ramework 
for economic growth."2 Indeed, the importance of adopting an institutional 
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perspective for analyzing economic events has grown 
in recent years in the wake of the collapse of the social-
ist economies in Eastern Europe and the Soviet Union. 

While many neoclassically trained economists have 
been asked to counsel the leaders of nations making 
the t ransi t ion f r o m central ly p lanned to f ree market 
economies, much of their advice has proved inadequate 
if not unhelpful . The main reason for this inadequacy is 
that most neoclassical economic models are based up-
on two assumptions: that society's institutional infras-
tructure is essentially free-market oriented and that it is 
unchanging. These models , therefore, are not suitable 
for analyzing situations in which the institutional in-
frastructure diverges much f rom the free-market stan-
dard or t h o s e in w h i c h ins t i tu t iona l c h a n g e is the 
order of the day, and they are particularly inadequate 
for those in which both condit ions prevail simultane-
ously, as is the case currently in Eastern Europe and 
the countr ies of the former Soviet Union. Because in-
stitutional economists have not yet developed an alter-
native behavioral model that accounts for the process 
of institutional change and its related economic conse-
quences , they too have not been able to o f fe r much 
specific advice except to criticize the calls for shock 
therapy made by a number of mainstream economists. 

Although many economists remain skeptical that an 
adequate alternative to the neoclassical paradigm will 
ever be developed, I would argue that North has al-
ready made substantial progress toward this goal. The 
game theoretic model he describes in Institutions, Insti-
tutional Change, and Economic Performance is both 
rigorous and intuitive and deserves a much wider read-
ing among social scientists than it has received to date. 
The purpose of this review^therefore, is threefold: to 
stress the book ' s importance, to explain the essential 
features of North 's model, and to demonstrate the mod-
el 's usefulness as an analytical tool. 

iVorth's View of History 

From the outset , it is important to recognize that 
what North actually offers is a coherent and detailed 
theory of social history. His methodology allows one to 
confront , and answer directly, two related questions: 
What is history, and why does it unfold as it does? In 
chapter one Nor th in t roduces a team sport analogy, 
used throughout the book, that illustrates his theory: In-
stitutions, he states, "are the f ramework within which 
human interaction takes place. They are perfectly anal-
ogous to the rules of the game in a competit ive team 

sport. That is, they consist of formal written rules as 
well as typically unwritten codes of conduct that un-
derlie and supplement formal rules, such as not deliber-
ately injuring a key player on the opposing team. And 
as this analogy would imply, the rules and informal 
codes are sometimes violated and punishment is enact-
ed. Therefore, an essential part of the functioning of in-
stitutions is the costliness of ascertaining violations and 
the severity of punishment" (4). 

From North 's perspective history can be character-
ized as the record of an e v o l v i n g g a m e . W h i l e the 
game is complex in its detail, its fundamental structure 
is relatively simple, consisting of just three primary el-
emen t s : ins t i tu t ions , o rgan iza t ions , and ind iv idua l s 
(rules, teams, and players). Although most economists 
would be inclined to describe the game as an individual 
sport, North assumes it to be a team competit ion. He is 
not saying that individuals do not play an important 
role in the game. What he does imply is that there are 
many social, polit ical, and economic objec t ives that 
can be obtained by individuals only through team ef-
fort. In order for each of the players to succeed as in-
d i v i d u a l s , t hey m u s t be p r e p a r e d to b e h a v e b o t h 
cooperatively, in order to produce social wealth, and 
compet i t ive ly , in o rde r to c o n s u m e it. S t ruc tura l ly , 
then, the game that North describes could be viewed as 
a cooperative social competition. 

At stake in this competit ion, according to North, are 
the substantial gains f rom trade that can be produced 
by an economic system organized around the dual prin-
ciples of specialized production and market exchange.3 

These returns, in fact, are exactly the same profit op-
portunities that fuel the competi t ive desires of the ac-
tors in neoclassical economic models . In contrast to 
most mains t ream economis ts , w h o general ly assume 
that players always obey the mies, thereby producing 
none of the social costs associated with cheating and 
other antisocial behaviors, North assumes that cheating 
is inevitable and that referees, therefore, must be hired 
to resolve conflicts. Thus, in addition to the role played 
by teams engaged in pure economic activity, Nor th ' s 
model contains an explicit role for social and political 
teams as providers of the services required to maintain 
orderly economic competit ion. 

The services that social and political teams provide 
wi thin the contex t of the g a m e can be divided into 
three distinct categories (see Table 1). The first set of 
teams, type I social and political teams, are those that 
act as referees; their main purpose is to detect rule-
breakers and to resolve conflict. Such refereeing ser-
vices are provided both formally by the state through 
the police force and judicial system and informally by 
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Table 1 
The Four Types of Organizations That 

Participate in Cooperative Social Competition 

Type of Organization Objective 

Economic Teams To produce and distribute 
economic goods and services. 
These teams are the focal point 
of the competition. 

Type 1 Social and 
Political Teams 

To detect and punish teams and 
players who violate established 
rules and to resolve conflicts. 

Type II Social and 
Political Teams 

To teach players the rules. 

Type III Social and 
Political Teams 

To lobby for changes in the 
existing rules. 

parents within families, clerics within congregat ions, 
and managers within business offices. Although these 
monitoring services are costly to provide and only im-
perfectly achieve their goals, they nevertheless play an 
indispensable role in support of the under ly ing eco-
nomic competit ion. 

A second and related set of teams, type II social and 
political teams, have as their objective the socialization 
of the individual—the process by which he or she is 
both taught and persuaded to play by the established 
rules of the game. Unlike most economists, who would 
assume that players are born with a complete under-
standing of the rules, North contends that individuals 
become aware of the rules only through a lifelong edu-
cational process.4 This process begins within the fami-
ly with the lessons taught by parents , s ibl ings, and 
other relatives. Over time, however, the socialization of 
the individual expands to include lessons taught by 
many other teams and their players, including educa-
tors in schools, clerics in congregations, employers in 
businesses, and even politicians as leaders of political 
parties. Because the process by which each person ob-
tains his or her education is unique, it is unlikely that 
two individuals will have identical perceptions of any 
given social situation. As a result, North allows for so-
cial conflicts to arise not only f rom willful cheating on 
the part of teams and players but also f rom differences 
in the socialized expectations of the parties engaged in 
a particular exchange. 

The third set of social and political teams partici-
pating in this compet i t ion is quite different f rom the 
first two. While type I and II teams serve to enforce 
and perpetuate the existing game rules, type III teams 
seek to rewrite these rules. Such institutional changes 
may be introduced cooperatively, through prescribed 
political and legislative channels , or uncooperatively, 
through the use of force in war or revolution. In each 
case, however, the social and political teams that ini-
t i a t e t h e s e r e f o r m s d o so on b e h a l f of e c o n o m i c 
t eams—teams whose compet i t ive interests would be 
served by changes in specific rules. Although the mo-
t iva t ions f o r such c h a n g e s cou ld s tem f r o m m a n y 
sources, two of the more likely would be a substantial 
shif t in relat ive pr ices that f inal ly a l lows a team to 
hire previous ly u n a f f o r d a b l e lobby ing serv ices and 
the advent of an innovat ive t echno logy w h o s e ef f i -
cient use confl icts with existing rules. In other words , 
in addit ion to al lowing for the possibili ty of institu-
t ional c h a n g e and social evo lu t ion , N o r t h ' s mode l 
identifies the origin to be the entrepreneurial behavior 
of this g roup of social and political teams and their 
players. 

Although North does not take the team sport analo-
gy quite as far as this essay has, this elaboration fi ts 
well within North 's view of history as the record of an 
evolving game. Unl ike in most sports, however , the 
rules of this game are not fixed but are subject to con-
stant change. Each successive rules change forces all 
teams and players to reevaluate and modify their corpo-
rate and personal strategies, with the result that even 
small institutional changes may ultimately have a pro-
found impact on the ou tcome of the competi t ion. In 
order to understand the outcomes of any given coopera-
tive social compet i t ion , it is necessary to col lect as 
much of the fo l lowing information as possible: (1) a 
complete set of the rules of the game at the beginning of 
the competi t ion; (2) a list of the relevant changes to 
those rules over time; (3) a list of the four types of orga-
nizations compet ing over t ime, as well as a sense of 
their corporate strategies; and (4) a list of the individual 
players, the portfolio of team affiliations they maintain, 
and the personal strategies they adopt under each set of 
prevailing rules. 

Applying the Model 

North 's model can be used for a variety of analytical 
purposes, one of which, of course, is interpreting the 
events of a specific historical period. In fact, North de-
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votes several chapters of his book to just such an inves-
tigation, focusing specifically on the economic history 
of the Western Hemisphere. In a world in which infor-
mation and capital flow freely and transactions costs 
are negligible, neoclassical economic theory predicts 
that economic convergence will occur, especially in the 
long run. From this perspective, the divergent econom-
ic performances during the last two hundred years of 
the Uni ted States and Canada on the one hand and 
most of Latin America on the other provide a persistent 
puzzle. 

North solves this puzzle by pointing out that, in a 
world in which institutions shape the behavior of the 
teams and players engaged in cooperative social com-
petition, convergence does not necessarily occur. Al-
though two societ ies migh t be ident ical ly e n d o w e d 
wi th l and , labor , cap i ta l , and o the r p r o d u c t i v e re-
sources, if their institutional structures are significant-
ly different then they are likely to achieve dramatically 
different economic results, even in the long run. 

For example, the institutions of private property and 
individual rights that North Americans inherited from 
their British colonizers established powerful behavioral 
incent ives for pr ivate accumula t ion of both physical 
and human capital, decentralization of economic and 
political decision making, and attention to overall pro-
ductive efficiency. By contrast, the state property rights 
and central authori ty that the Spanish conquis tadors 
imposed on colonial Latin Amer ica promoted a m o -
nopoly over both economic and poli t ical resources , 
encouraging redistributive, rather than productive, ac-
tivities. North argues that the divergent economic per-
formances observed in the Western Hemisphere during 
the last two hundred years ref lect the very dif ferent 
ways in which these cooperat ive social compet i t ions 
have been organized and conducted. 

bridging the Gaps between 
Academic Disciplines 

In addition to being useful for analyzing the history 
of a particular society, Nor th ' s game theoretic f rame-
work has the potent ial to serve as a methodologica l 
bridge between the diverse branches of the social sci-
ences and humani t ies . The social sc iences—such as 
economics, political science, sociology, and social psy-
chology—deal with the institutions and functioning of 
human society and the interrelationship of its members . 
History, a l though somet imes categor ized as a social 
science, is generally considered one of the humanities, 

which can be defined as the branches of learning con-
cerned with human culture and values and which usu-
ally include languages, literature, history, mathematics, 
and phi losophy. Al though scholars in each of these 
fields conduct research that would benefit greatly f rom 
interdisciplinary discussion, relatively little such com-
munica t ion has occurred because there has been no 
unifying theory to identify the ways in which these dis-
ciplines are related. 

Nor th ' s game theoretic f r amework goes a long way 
toward provid ing jus t such a uni f ied perspect ive . It 
serves as an intuitive lens through which various dis-

North's game theoretic framework has the 

potential to serve as a methodological 

bridge between the diverse branches of the 

social sciences and humanities. 

ciplines can be viewed as one or more aspects of co-
opera t ive social compe t i t i on . History, fo r e x a m p l e , 
can be thought of as the record of all outcomes pro-
duced by a given social compet i t ion, with other hu-
m a n i t i e s f o c u s i n g spec i f i ca l ly on subse t s of those 
outcomes. Within this f r amework , i tems of art and lit-
erature would be characterized as cultural if they sup-
port the socialization effor ts of the type I and type II 
social and political teams and countercultural if they 
promote the institutional change object ives of type III 
teams. 

Social scientists, on the other hand, in addition to 
studying the outcomes of cooperative social competi-
tion, also seek to understand the underlying processes 
that genera te these results . W h i l e many economis t s 
may believe that theirs is the only game in town, North 
a rgues qu i te c o n v i n c i n g l y that soc ia l and pol i t ica l 
teams play an important and integral role in coopera-
t ive social compet i t ion . In fac t , N o r t h ' s f r a m e w o r k 
clearly suggests that greater interdisciplinary commu-
nication among economists, political scientists, sociol-
ogists, and social psychologists is required if a better 
model of cooperative social competit ion is to be devel-
oped. 
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Conclusion 

In order to make sense of history, it is essential to 
have a model that adequately accounts for the role in-
stitutions play in determining social, political, and eco-
nomic events . Nor th ' s pa rad igm is one such model . 
Although not yet fully specified in terms of the formal 
m a t h e m a t i c s tha t h a v e b e c o m e the s t andard of the 
mainstream economics literature, Nor th ' s game theo-
retic f r amework nevertheless represents an important 
step toward a better understanding of why history un-
folds as it does. 

B e c a u s e Nor th ' s behaviora l a s sumpt ions d iverge 
subs tant ia l ly f r o m those current ly adop ted by mos t 
economists, it is likely to take some time before this new 
parad igm becomes accepted in the ma ins t r eam eco-
nomics literature. Conversely, because North's method-
ologica l approach is essent ia l ly that of neoclass ica l 
economics, it has been criticized by institutionalists and 

other noneconomists who are put off by its relative for-
mality. 

North h imsel f cons iders his mode l an ex tens ion , 
rather than an abandonment , of traditional economic 
analysis: " Integrat ing institutional analysis into eco-
nomics and economic history is redirecting emphasis, 
but not abandoning the theoretical tools already devel-
oped. Redirecting the emphasis entails modi fy ing the 
not ion and impl icat ions of rationality, incorpora t ing 
ideas and ideologies into our analysis, explicitly study-
ing the costs of transacting for the functioning of politi-
ca l and e c o n o m i c m a r k e t s , and u n d e r s t a n d i n g the 
c o n s e q u e n c e s of path d e p e n d e n c e for the his tor ical 
evolution of economies" (135). 

N o r t h ' s n e w ins t i tu t iona l f r a m e w o r k o f f e r s real 
promise as a means by which to facili tate interdisci-
plinary communication among economists, institutional-
ists, and other social scientists. Institutions, Institutional 
Change, and Economic Performance should become re-
quired reading for scholars in all of these fields. 

Notes 

1. In a 1992 article, North says of this paradigm: "All of this, 
therefore, does not add up to anything as elegant as a theory. A 
dynamic theory of economic change is the objective; but what 
we have so far is a set of definitions and principles and a struc-
ture that make up some of the essential scaffolding necessary 
to a theory of institutional change" ("Institutions and Econom-
ic Theory," American Economist 36 [Spring 1992]: 6). 

2. "Economic Historians Win Nobel," Financial Times, Octo-
ber 13, 1993, 7. 

3. Some form of market exchange occurs in nearly all econo-
mies that engage in specialized production. This is not to say 
that the market structures in centrally planned and free-market 
economies are not qualitatively different. However, in both of 
these economic systems the goods produced by specialized 

teams are redistributed to other teams and players within soci-
ety through some form of market exchange. 

4. It is at the level of the individual that North 's behavioral mod-
el diverges most substantially from the neoclassical economic 
paradigm. While many economists would assume that indi-
viduals have the capacity to know and understand completely 
the rules governing cooperative social competi t ion, North 
subscribes to Herbert A. Simon's view of bounded rationality, 
which assumes the individual has only a limited understand-
ing of these formal and informal rules. For a recent discussion 
of bounded rationality, see chapter 6 of James G. March and 
Herbert A. Simon, Organizations (Cambridge, Mass.: Black-
well, 1993). 
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lexis de Tocqueville was perhaps the first to note (in 1832) that 
Americans have an instinctive distrust of government and an equal-
ly instinctive passion for creating private organizations. Armed 
with these insights, Tocqueville would hardly be surprised by the 
modern-day ascension of the "common interest development" 

(CID) in the markets for residential real estate. In common interest develop-
ments such as condominiums, co-ops, and planned-unit developments of 
single-family homes, many of the traditional roles of local government are 
entirely ceded to a private entity such as a homeowner association. In a CID, 
membership in a governing association is a binding legal requirement for 
ownership of a residence within the development. 

The common interest development is an increasingly popular form of resi-
dential community organization. The number of CIDs nationwide grew from 
10,000 in 1970 to 130,000 in 1989, according to the Community Associa-
tions Institute. By the year 2000 the institute projects that there will be more 
than 200,000 CIDs and that 25 to 30 percent of Americans will be living in 
them (see Community Associations Institute 1993 and "Government by the 
Nice" 1992). Yet despite their popularity, common interest developments 
have been the subject of relatively little scholarly study. Privatopia: Home-
owner Associations and the Rise of Residential Private Governments helps to 
fill this void by carefully documenting the history and legal structure of com-
mon interest developments. 
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Evan McKenzie, who teaches political science at the 
University of Illinois at Chicago, begins by tracing the 
history of the modern common interest development 
from its origins in nineteenth-century Utopian writings 
through its rediscovery in the postwar housing boom to 
its current state of widening popularity. The second 
half of the book provides a closer look at the organiza-
tion and function of CIDs, with a particular emphasis 
on the legal basis for these developments under the 
laws of California. 

The analysis in Privatopia leaves little doubt that 
the governing bodies (homeowner associations) of 
common interest developments are de facto private lo-
cal governments. While McKenzie makes this argu-
ment in convincing detail, the essence of the argument 
can be reduced to three points.1 First, CID homeowner 
associations typically have the power to tax, that is, to 
impose assessments against all members of the associa-
tion. Second, these associations typically have the 
power to legislate, that is, to enact codes of behavior 
that must be followed by residents of the CID. Third, 
CIDs have the legal power to coerce residents to be-
have according to the rules set by the association. 

Is this new form of government a good thing? One 
could imagine answers to this question falling along 
ideological lines, with advocates of smaller govern-
ment answering in the affirmative. In reality, libertarian 
enthusiasm for this form of government may be tem-
pered by the heavy-handed restrictions that are often 
placed on CID residents by their governing associa-
tions. Among the people, things, or behaviors that have 
been banned from various CIDs are children, spouses 
below a certain age, pets above a certain weight, signs 
of any type, pickup trucks, satellite dishes, the display 
of American flags on Flag Day, and kissing on the 
front steps. For many CID residents, less government 
turns out to mean more. 

McKenzie notes that the governing associations of 
common interest developments are free to impose such 
onerous restrictions on their residents (subject to some 
constitutional limitations) because CIDs are in a legal 
sense private associations rather than governmental en-
tities. Homeowners are required to sign agreements to 
abide by the rules of the association when they move to 
a CID. When legal action is needed to enforce these 
rules, cases are handled in civil rather than criminal 
court. In general, the courts have shown little inclina-
tion to interfere with what are viewed as purely private 
agreements. 2 

Many observers of the CID movement, McKenzie 
included, point to these restrictions as counter to tradi-
tional notions of democracy and individual freedom 

(see, for example, "Government by the Nice" 1992 or 
Diana Jean Schemo 1994). Privatopia explains that 
many of these restrictions are not voted on by the pop-
ulace of the development but are instead imposed ex 
ante by the developer. Once written into the "laws" of 
the governing association, such restrictions are often 
difficult to repeal because of supermajority require-
ments in the association's charter. In many of these 
developments, the notion of majority rule is further 
eroded by outright exclusion of renters from participa-
tion in the governing association. 

Why, then, will one-quarter of the world's most 
democratic country soon find itself living under a form 
of local government that places such stringent limits 
on democracy? One plausible answer, which is given 
insufficient attention in Privatopia, is that the great 
majority of CID residents feel that the restrictions im-
posed by the governing associations are reasonable, if 
not desirable, constraints on social behavior. Certainly, 
common interest developments could not have become 
as popular as they have unless these restrictions en-
joyed a certain degree of popularity. 

Another plausible explanation for the rise of com-
mon interest developments is economics. McKenzie 
suggests that the principal driving force behind CIDs 
has been rising land costs and the consequent desire of 
developers to put more suburbia on less land. This is a 
valid argument but one that does not probe very deeply 
into the question of how the demand for suburbia arises 
in the first place. 

One popular explanation for the postwar suburban 
explosion is improvements in transportation and com-
munication technology. However, many economists 
believe that an equally important cause of suburbaniza-
tion has been the market-driven phenomenon known 
as "Tiebout sorting," first described by Charles M. 
Tiebout (1956) as an explanation for the following situ-
ation. People cannot "purchase" the community in 
which they live as they might buy commodities like 
food or clothing because there are certain public goods 
and services, such as streets, police, and the like, that 
everyone in a given community will necessarily share 
in a roughly equal fashion. However, to a certain extent 
people are able to buy public goods and services in 
much the same way they buy other commodities: they 
may choose a community to live in on the basis of the 
level of public goods and services it provides and the 
corresponding levels of taxation levied to pay for these 
goods and services. 

Since the Second World War, the evidence suggests 
that Americans have Tiebout-sorted themselves with a 
vengeance. The percentage of metropolitan residents 
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living in the suburbs rose from about 40 percent in 
1950 to about 60 percent by 1988. Suburbs have tend-
ed to be smaller, relatively homogeneous communities 
that are politically dominated by homeowners (see J. 
Vernon Henderson 1995, 156). By placing restrictions 
on density, suburban residents can and often do appro-
priate a large share of goods and services provided by 
their communities for themselves. 3 Suburban govern-
ments, like their homeowning residents, also typically 
have a preference for funding these goods and services 
by means other than property taxes, to the extent that 
doing so is possible (Henderson 1995, 156). 

In light of these tendencies, the increasing populari-
ty of common interest developments can be seen as re-
sulting at least partly from the general postwar trend 
toward suburbanization and a greater degree of Tiebout 

The challenge to common interest developments 
will be to devise forms of organization that 
incorporate efficiency advantages and at the 
same time ensure a greater degree of democracy 
and fair play. 

sorting. The increased formation of suburbs has al-
lowed suburban residents to effectively privatize many 
local public goods and services. Common interest de-
velopments in effect allow their residents to create 
suburbs within suburbs, carrying the process of privati-
zation one step further. CIDs are able to accomplish 
this finer degree of sorting because their organization 
differs from that of traditional suburbs in a number of 
important ways. 

First, the de jure private nature of common interest 
developments makes it easier for them to enforce the 
restrictions that lead to Tiebout sorting. It costs rela-
tively little to set up a common interest development as 
compared with incorporating a traditional suburb, and, 
as McKenzie points out, the private nature of CIDs' 
governance makes their land-use restrictions difficult 
to defeat in court. The perennial problem of nonresi-
dents "free riding" on goods and services provided by a 
community is often solved by physical exclusion of 
nonresidents from the common interest development, a 

strategy that would not be open to a public entity. Pri-
vatopia notes that these policies of exclusion are unfair 
in the sense that residents outside of common interest 
developments do not have the option of excluding CID 
residents from their communities. Yet it is the same 
idea of exclusion that has underlain much of the trend 
toward suburbanization. The construction of walled 
and gated communities simply carries this idea one 
step further. 

Second, the fiscal organization of common interest 
developments is also distinct from that of more tradi-
tional communities. The most important difference is 
that the common interest development budget is fi-
nanced with lump-sum or poll taxes (commonly called 
association fees) rather than property taxes. 4 That is, 
the assessments levied by the governing association 
typically do not increase with and are not directly cor-
related to the value of owners' property. Most econ-
omists regard lump-sum taxes as more efficient than 
property taxation because they are less discouraging to 
the accumulation of wealth in the form of real estate.5 

However, poll taxes are generally politically unpopular 
and are rarely imposed by municipalities despite their 
evident popularity within CIDs. 

Third, a key organizational feature of common in-
terest developments that strongly encourages the use of 
lump-sum taxes is the denial of voting rights to renters. 
The fact that each voting member of the community 
must own property within the community means that 
there is little likelihood that voters will approve taxes 
that distort the process of their own accumulation of 
wealth. 6 

Privatopia does a good job of explaining why such 
organizational features are in conflict with the idea of 
democracy with universal suffrage. What is missing 
from the book, however, is an appreciation of the un-
derlying economic forces that have led common inter-
est developments to be organized the way they are. On 
the basis of economic analyses stemming from the 
Tiebout model, one would not expect these forces to be 
"developer greed" or any desire of affluent individuals 
to withdraw from society but instead people's natural 
desire to organize and finance their community in a 
way that does not place inefficient taxes on accumula-
tion of wealth. Even though the results may sometimes 
violate our notions of democracy and fairness, the po-
tential efficiency gains from CID-type arrangements 
and the natural tendency of people to avoid distor-
tionary taxes on their own wealth should not be ig-
nored. 

The observation that common interest develop-
ments offer potential efficiency advantages over more 
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traditional forms of local government should not be in-
terpreted as an argument that CIDs in their current state 
represent the ideal form of social organization or that 
governmental redistribution of wealth is always a bad 
thing. Common interest developments represent a new 
way of avoiding wealth redistribution through local 
property taxes, though it can be argued that postwar 
suburbanization has eroded much of the ability of local 
governments to redistribute wealth. Nevertheless, all 
governments redistribute wealth in some fashion, and 
the relevant policy question is whether the erosion of 
governments ' ability to redistribute wealth through 
property taxes will result in a more or less efficient al-
location of wealth. 

It is also worth noting that the potential efficiency 
gains offered by common interest developments do not 
imply that efficient forms of local governments will 
necessarily impose onerous restrictions. Indeed, the 
growing criticism of traditionally heavy-handed CID 
"governments" suggests that reform or at least innova-
tion is needed in this area. Even as conservative a voice 
as the Wall Street Journal noted in a recent article that 
many CID residents feel that the restrictions imposed 

by their governing associations are unnecessarily intru-
sive (see Fara Warner 1995). Just as there are many 
homeowners who place a high value on the security 
and stability of their community, there are also many 
who value the idea that the organization of their com-
munity should be consistent with ideas of democracy, 
individual liberty, and fairness. The apparent challenge 
to both the advocates and the critics of common inter-
est developments will be to devise forms of community 
organization that incorporate the efficiency advantages 
of the common interest development and at the same 
time ensure a greater degree of democracy and fair 
play. If future housing markets are to be dominated by 
common interest developments, then it seems that the 
design and organization of some segments of the CID 
industry will have to accommodate more diverse forms 
of community "government." 

McKenzie does not try to make any predictions con-
cerning when, how, or even if such changes are likely 
to occur. However, Privatopia offers a well-researched 
and much-needed look at some basic issues that under-
lie an increasingly prevalent form of community orga-
nization. 

Notes 
1. The argument here fol lows that made by Garreau (1991, 

chap. 6). 
2. However , some states now require that disputes between 

homeowner associations and residents first go through a non-
judicial dispute resolution process before they can be brought 
to court. 

3. There is some debate over the effectiveness of traditional zon-
ing restrictions in achieving this end. See Mieszkowski and 
Zodrow (1989) for a review of this literature. 

4. Of course, residents within common interest developments 
must continue to pay property and other taxes imposed by the 
state and municipality in which the CID is located, in addition 
to the association fees. McKenzie points out (192-97) that 
many CID residents are extremely dissatisfied with this situa-
tion, which they regard as one of "double taxation." However, 
the labeling of association fees as taxes tends to undermine 
the notion that the associations are private rather than govern-
mental organizations. 

5. The efficiency of lump-sum taxes is a standard result of wel-
fare economics (see, for example, Layard and Walters 1978). 
The basic idea is that if taxes do not depend on people's ac-
tions, then people will not modify their economic decisions in 
response to these taxes. Mieszkowski and Zodrow (1989) 
note that there are some important qualifications to the tradi-
tional conclusion that head taxes represent the most efficient 
form of taxation. In models in which negative congestion ef-
fects result from the free migration of residents among differ-
ent regions, poll taxes are inefficient and the most efficient 
form of taxation is a tax on land (but not on improvements to 
land) . B e c a u s e th i s f o rm of t axa t ion has not r e c e i v e d 
widespread political support within the United States, it is not 
considered further in the discussion above. 

6. This phenomenon is formally demonstrated in Henderson 
(1995). 
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