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The Theory of
Predatory Rule

-Ru.lers maximize revenue to the state, but not as they please. They max-
imize subject to the constraints of their relative bargaining power vis-a-vis
agents and constituents, their transaction costs, and their discount rates
These constraints determine the choice of revenue system. That is m'
hypothesis, ’

R!.lle_rs are predatory in that they always try to set terms of trade that

maximize their personal objectives, which, [ argue, require them to max-
imize state revenues. They do not always plunder, pillage, and exploit.
How?ve.r, each will, in North’s words (1981, 23), “attempt to act like a
dlsc_n.mmaring monopolist, separating each group of constituents and
devising property rights for each so as to maximize state revenue.” Conse-
quently, rulers devise structures to facilitate exchange and increase their
marginal rate of return.

Most rulers must offer some return for the revenue extracted. Even
rulers yvho hold nearly all the resources of power —which does occasionally
occur in history —are still likely to require agents to enforce the policies
Rglers are chief executives (see, esp., Barnard 1938}, who are sometimes'.
principals and sometimes agents but whose administrative efficacy always
rests on their ability to manipulate their environment. !

Thf: action in my model lies in the constraints on ruler behavior. Relative
b:argammg power and transaction costs account for the fact that rulers in
history do not always rob their subjects blind and are not always running
protection rackets, Rulers cannot simply advance any policy that appeals
to them. They choose among the feasible set of options, and they can act to
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change that feasible set. By definition rulers are actors within a domestic
and an international context, and they must interact with constituents,
agents, and the representatives of other polities. To achieve their ends, they
must coerce and bargain, develop their resources, and, often, alter their
ganstraints.

Policies are the outcome of an exchange between the ruler and the
various groups who compose the polity.! Policies are a function of rulers’
terms of trade. Rulers negotiate contracts with their agents and constitu-
ents, and each set of actors attempts to attain the best possible terms.
(ontracts are possible only if they make each party better off. Rulers are
providing goods, usually collective goods, that have the attributes of gains
from trade. Such gains are possible only if rulers can provide economies of
scale in protection, justice, and other sought-after goods or if they can
reduce uncertainty and ensure against risk. Of course, over time a contract
is likely to prove unfavorable to one or the other of the contracting parties,
who will then try to change it. Changes in state policies and organization
require renegotiation of contracts.

Although | start with contractual relationships, 1 da not assume a
precontract Hobbesian state of nature, with its equal distribution of power.
I follow the contracting paradigm in arguing that the state economizes on
resources that individuals otherwise would have to pay for, such as self-
defense. There are gains from initial contracting. However, | part company
with many neoclassical economists who argue that all economic actors are
subject to and benefit from contracting. In my view a group could be so
powetless as to be effectively excluded from a meaningful contractual
relationship altogether. Nor do all parties benefit equally from the con-
tract. Moreover, when the state itself is the enemy from whom people are
buying protection, the state resembles a protection racket rather than an
institution that engages in productive activity (Lane 1958; Frohlich and
QOppenheimer 1974; Davis 1980; Emerson 1983; Tilly 1985). It is not
unusual historically to have both kinds of states exist side by side.

The first determinant of the terms of exchange is the relative bargaining

I Jensen and Meckling {19786) and Fama (1980) characterized the firm and property
rights as a “nexus of contracts.” In carlier formulations of my argument, | posiced that the
stitte is also a “nexus of contracts” between rulers and ageats, culers and constituents, and,
ulten, constituents and agents, One problem with this formulation, as Douglass North
puinted out, is that the Tuler or institutions of the state are contractors who can be sued as a
whole. Another major problem with the formulation, 1 have come ta realize, is that it
provides too trivial  role for the institutions that seructure the contracting and exchange
process, Such institutions are the heart of the scate-building and revenue-producing process.
Moreover, they do not develop de rove with each new ruler or set of constituents. They are
usually givens that must be worked with or around.
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power of the contracting parties.2 Rulers will have more bargaining power
the more they monopolize coercive, economic, and political resources.
Rulers will seck to control the supply of resources by either ensuring that
they are a party to all exchange of resources or by eliminating rival
suppliers. As governments increasingly regulate and license economic ac-
tivities, there will be more rent seeking by those subject to state sur-
veillance. However, from the point of view of rulers, encouraging rent
seeking could be an efficient strategy despite its promotion of social waste.

When others possess resources that the ruler needs or when they can
successfully resist the ruler’s demands, their bargaining power is increased.
Since bargaining resources are distributed unequally throughout the popu-
lation, a single ruler will form different contracts with different groups of
agents or constituents. Thus, rulers can use the same state organization as
both a productive enterprise and a protection racket.

Given the behavioral assumption that people, or at least most people,
are opportunistic and will break contracts when it suits them, and given the
high costs of acquiring information about the activities and possessions of
others, rulers must devise policies that lower their transaction costs. These
are the costs of implementing and enforcing policies. More specifically, they
are the costs of measuring, monitoring, creating, and enforcing com-
pliance. Transaction costs include the costs of bargaining — that is, the costs
of locating appropriate bargaining partners and the costs of reaching a
contract. An increasing stock of knowledge about efficacious adminis-
trative practice—knowledge that comes with learning-by-doing, experi-
ence, or example —reduces transaction costs. They are increased by in-
creasing demands that rulers must arbitrate, negotiate, and meet.

Rulers occasionally make trade-offs between their bargaining power and
their transaction costs. They sometimes choose to use bargaining resources
or to alienate powerful allies in order to promote a policy with relatively
low transaction costs. Alternatively, they sometimes undertake high trans-

? My argument is influenced by my reading of power dependence theory in the social
exchange literature, especiatly Emerson {1962) and Cook and Emerson {1978). It also owes
adebt to the pioneering work of Robert Dahl (see, for example, 1961 ) an political resources
as well as the more recent contributions of lichman and Uphoff (1971, esp. 32-37 and chap.
2} in their important effort to integrate political and economic theory into a method for
political economic analysis. My approach is most similar to theirs in our contention that
resources are the hasis for power. However, llchman and Uphoff ate more taxonomic than I
am. They provide examples rather than case studies to demonstrate the plausibility of their
model. More fundamentally, however, they believe that the kinds of resources available to
rulers differ from those of other actors; and they include nonmaterial resources— namely,
status, authority, and legitimacy —in their analysis. Also, they are considerably less con-
cerned than 1 am with the relationship between rulers and agents,
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action costs in order to avoid policies that would upset constituents or
agents on whom they depend. It is trivial to say that rulers consider the
costs and benefits and choose the policy that gives them the most advan-
tage. Certainly, they are not always choosing the policy that produces the
maost revenue, and the reason lies in one additional factor that affecrs all
rulers: the requirements of maintaining power. Holding the office of ruler is
the sine qua non of rule. This self-evident fact can be restated in terms of
two observable and potentially testable factors: the rulers’ discount rates
and their need to create and sustain quasi-voluntary compliance. The
discount rate derives from the nature of rivalry over rule and is the param-
eter within which bargaining power occurs. Quasi-voluntary compliance is
a mechanism for reducing transaction costs, Without a fairly high degree of
yuasi-voluntary compliance, revenue production policies are not even fea-
sible. Quasi-voluntary compliance will be the subject of the next chapter.

An important constraint on the policy choices of rulers is their discount
rates, that is, the extent to which they value the future relative to the
present.? The higher the discount rate, the less concern with the future.
Two objective reasons for a high discount rate are the likelihood that the
future will not come or relatively poor information about the future. There
can also be subjective reasons, resulting from weakness of will or akrasia, in
which rulers succumb to the present moment despite knowledge of the
likely future costs. Low discount rates accompany security of rule. High
discount rates follow from insecurity and intense rivalries.

What I have outlined thus far are the major constraints on policy
formation. Variation in these factors should explain a large part of the
variation in policies. However, these constraints are themselves the conse-
quence of other variables. The possibilities are infinite; nonetheless, the
most significant can be summarized into three main categories: (1) produc-
tive forces and economic structure, (2) the international context, and (3)
form-of government. Predatory rulers will act to alter these factors to suit
their purposes. Nonetheless, at any given point in time, these factors
structure rulers’ choices.

3 Lance E. Davis (1980}, in his Presidential Address to the Economic Hi§t0ry Associa-
tion, picks up the themes of Frederick Lane (1958) and argues for an econamic history Fhat
recognizes the importance of politics and political analysis. One of the questions he thinks
must still be addressed is “the appropriate rate of discount” (9-10). This is ex._actly the task
some game theotists have taken on. In particular, Taylor uses variations in discounting as
part of his explanation for variations in conditional cooperation ([1976] 1987). Elster
introduces akrasia into rational choice considerations (1979, esp. 173'7.5 and chap. 2}.
Hardin (1985) has recently brought these and other factors together in an extremely
interesting discussion of the role of rime in rational choice ‘rhcory. I rely heavily on his
distinctions in my own account of discounting and of dynamic analysis.
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What follows from this model is that significant differences in state
policies will primarily reflect differences in constraints on the rulers. For
example, feudal monarchs are rulers confronted by subjects with compara-
ble political and economic resources. Feudal rulers are likely to make
concessions in the form of tax exemptions and services in exchange for
loyalty to the regime. In contrast, absolute monarchs are rulers who
possess a virtual monopoly over coercive capacity but not necessarily a
perfect monitoring ability. Their policies will create a large revenue base for
the state while providing only minimal services. However, they will keep
only as much revenue as they can prevent their agents from pocketing; they
may even have to provide incentives that make it worth the while of agents
to collect the revenues in the first place.

The way [ have conceptualized ruler, as the chief executive of the polity,
means that rulers exist even in modern democracies. Given its connota-
tions, the term ruler may be misleading to some. However, in my perspec-
tive presidents and prime ministers of contemporary democracies are rulers
who face legal checks and balances as well as innumerable pressure groups.
Their policies will be contradictory, expensive, and inefficient {for eco-
nomic growth). There will be, for example, legal restrictions upheld by
courts and police, who are constitutionally out of the rulers’ jurisdiction.
Legislators, who can block a ruler’s policies and pass their own, effectively

share policymaking power with the ruler {the president or prime minister).

Well-organized agents will demand both higher incomes and reduced work
loads. And heads of state will have to depend on economically and politi-
cally influential subjects for reelection, social order, or the implementation
of policies.

Given such constraints, is it, therefore, correct to model presidents and
prime ministers as predatory rulers? Is not the state an arena for bargaining
and the chief executive the disinterested arbitrator of competing iriterests
and the executor of resulting policy decisions? This is, of course, the world
of the pluralists, the vision that neo-Marxists and other neostructuralists
have rightly criticized as misleading and wrong.* In another, more sophisti-
cated view, there are again no “rulers,” anly administrators implementing
group decisions. They may be opportunistic administrators and bureau-
crats, but they remain agents. This seems to suggest to some observers that
they cannot be “rulers.” Let me now take up each of these perspectives
in turn.

4 See the appendix for an elaboration of and the problems with the positions taken in
these literatures. N
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To understand the limits of the pluralist perspective, or what Brennan
and Buchanan (1985) label “the myth of benevolence,” it is useful to
theorize about the nature of policies that would result solely from pressure
Rroups with conflicting claims jockeying for power. Becker (1985) presents
such a model. He assumes an equality between taxes and subsidies, and he
defines political effectiveness as the ability of a group to control free riding
by its members. Under these conditions he finds that deadweight or social
cost also influences political effectiveness. He argues, “An increase in the
dead weight cost of taxation encourages pressure by rtaxpayers because they
are then harmed more by tax payments. Similarly, an increase in the dead
weight cost of subsidies discourages pressure by recipients because they
then benefit less from the subsidies received” (Becker, 1985, 343). When he
adds o this the “compensation principle” of welfare economics (in which
gainers could compensate losers), he finds, ceteris paribus, that the push by
Interest groups that benefit from a policy will be stronger than the opposi-
tion of those that lose.

Introducing predatory rulers into this model fundamentally alters the
findings. First, it adds an additional competitor, which makes the bargain-
Ing game more complex. Second, as rulers gain power in the bargaining
over policy, the effect will likely be an increase in the use of government for
naneconomic purposes and an increase in governmental regulations,
Rulers can—and quite regularly do—use government employment and
programs to purchase loyalty.® Third, rulers influence what pressure
groups perceive as the deadweight cost of a policy. Thus, they can influence
the outcome of the competition by means of a source of political effective-
ness not avaitable to the other claimants.

The second alternative to the model of predatory rule is the analysis of
heads of government as agents. In this view they are embedded in a
structure that limits their options to such a degree that it is nonsensical to
label them rulers. [ argue that rulers can be principals or agents. In modern
industrial democracies, they are likely to be agents of the citizens. In
historical settings the principals may have been dominant economic classes

! This need not represent “inefficiencies.” As Becker (1985, 338) notes, “If the intent of
ublic policies were fully known, [ am confident that public sector would be revealed to be a
ur more efficient producer and redistributor than is popularly believed. . .. These enter
prisex may only appear to be less efficient because they are used to raise the income of
employees (or others}. Redistribution should be included among the measured ‘outputs’ of
public and regulated enterprises before one can conclude that they are less efficient than
rrlmv enterprises.” Michels ([1919] 1949, 185-89) made a similar point about the
unctions of public employment. Reder (1975), among others, makes political outputs part
of hin modst of governmaent smployment,
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or the nobility. As with Niskanen’s bureaucrats (1971), they are maximiz-
ing utility subject to constitutional constraints that affect their bargaining
power and transaction costs. The difference is that specify the content of
their utility function as maximizing revenue to the state.

It may, however, be more difficult for modern presidents and prime
ministers than for their predecessors to design policy according to the
requirements of rationality. A recent literature derived from “positive politi-
cal theory” {Riker and Ordeshook 1973) investigates the character of
democracy, especially in the United States. Some writers demonstrate that
decision rules and majority voting seldom, if ever, produce Pareto optimal
results (see discussions of this literature in Frohlich and Oppenheimer
1978, chap. 1; and Mueller 1979, esp. chap. 3). Others conclude that
collective rationality is unstable and that this instability further erodes
economic efficiency and the possibility of pluralist political practice (see the
review of the relevant literature in Miller 1983). One crucial finding of this
work seems to be that the relationship between citizens and policies de-
pends, more than anything else, on who sets the agenda (Plott and Levine
1978; McKelvey 1979; Shepsle and Weingast 1984). This finding reiterates
and formalizes the now classic, and once radical, insight of Bachrach and
Baratz (1962). Again, this literature is not inconsistent with the theory of
predatory rule. Rather, it illuminates the kinds of bargaining resources that
emerge from and are necessary to be effective within democratic rules.

The major implication of the theory of predatory rule is that rulers will
devise and formalize structures that increase their bargaining power, reduce
their transaction costs, and lower their discount rates 50 as to better capture
gains from exchanges of politics. They will design institutions that they
believe will be efficient in promoting their interests (which may overlap -
but need not— with the general welfare or with the interests of a dominant
class). More specifically, within the limits of the constraints upon them,
they will design revenue production policies that maximize revenues to the
state. However, as relative prices change, institutions that once facilitated
exchange may begin to hinder exchange or reduce return. Rulers will then
try to redesign state structures and rewrite state policies.

My model is static in the sense that, at any point in time, policy choices
are a consequence of a given set of bargaining resources, transaction costs,
and discount rates. Nonetheless, rulers can and do act to modify and
structure the institutions that facilitate exchange. Establishing domestic
and international peace permits rulers— and their constituents — to devote
fewer resources to protection and more to production. An increase in
bargaining power over a rebellious community not only increases the
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pousibility of favorable policy for rulers but also reduces the transaction
«¢oats of achieving compliance with the policy. Over time, arrangements
constructed to minimize transaction costs may affect bargaining power; for
example, putting workers together in factories or creating bureaucralcy
fucilitates both control and political mobilization. Changes in relative
bargaining power, transactions costs, and discounting should lead to new
bargains. _

This chapter focuses on the factors that explain the choice of a parn_cui.:ar
revenue policy. The theory of predatory rule is initially an exercise in
comparative statics. In the next chapter, I take up the consequences of
incremental changes in the contract over the life of the contract. Com-
prehending shifts in compliance, [ argue, is a major component in the
development of a dynamic model of state policy.

RELATIVE BARGAINING POWER

The relative bargaining power of rulers is determined by the extent to
which others control resources on which rulers depend and the extent to
which rulers control resources on which others depend. Rulers wil] be
better able to st favorable terms of trade the less they depend on others and
the more others depend on them. Rulers whose power resources diminish
will either have to offer more in exchange or give up some of their ends. In
my model, rulers always calculate whether the marginal costs of their
maximizing strategies will outweigh the expected return.

To keep this formulation from being tautological, I realize one must
specify the bases of such a calculation. An outside observer must be able to
analytically reproduce the choices confronting rulers. At best, actors (and
observers) make rough estimates, Some resources are difficult to measgre
accurately; even if they were measurable, most decision makers find precise
ealculations too costly (Simon 1947; March and Simon 1958), if not
Impossible (Kahneman and Tversky 1984; Simon 1985). Nonetheless,
rulers, constituents, agents, and rivals can make fairly good estimates of
their own and others’ bargaining resources —at least as I define resources. 1
include only resources that have a material basis and could, in principle, be
quantified. [ exclude legitimacy, status, and authority (llchman and Uphoff
1971, esp. 60-67 and 73-86). Although I do not deny their importance,
they are even more difficult to specify than the factors I have chosen. But my
major reason for exclusion is that they are, more often than not, 4 conse-
quence of other resources. I take up this point in more detail in chapt'ef 3.

The major categories of resources are coercive, economic, and political
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resaurces. Rule has evolved so that, over time, state officials have come to
control a greater proportion of these resources. There has been a reduction,
at least by historical comparison, in internal military competition. Depen-
dence on the state for economic resources has increased. Political institu-
tions have developed that contain and channel collective action and pres-
sure and that permit few people to escape the arm of the state. Although
this description would hardly capture all contemporary polities, it is a

fair characterization of the majority of the most advanced industrialized
countries.

The institutions of rule have evolved so that rulers are able to bargain,
and bargain on their terms, with a greater number of constituents. Yet the
constraints on rulers have far from disappeared. They also have evolved and
changed. In particular, the increasing economic power of the mass of the
population has led to an increasing political power, which has culminated
in the granting of universal suffrage and the formation of popular political
parties. The result has been an increase in political pressure groups and the
development of legal institutions for containing the power of the ruler. It is
an interesting paradox that as the state has increased its control of coercive,
economic, and political resources, a ruler’s personal command of bargain-
ing resources is more constrained. Over time rulers have become more
dependent on others for resources,

In the process of investigating the character of bargaining resources, the
nature of their evolution also becomes clear. Historically, military resources
have been extremely significant. When particular individuals monopolize
the military resources of a society, they are likely to achieve and maintain
power as well as accomplish policy ends. When military resources are
distributed among several individuals or coalitions, rulers are likely to have
rivals or potential rivals. In such instances the dependence of individuals or
groups is decreased, and the ruler’s dependence may be increased. Conse-
quently, rulers will have to exchange resources for support or use up
resources to prevent attack. At the least, rivals’ command of military
resources reduces the ability of rulers to enforce contracts in areas that
rivals control or dispute. Consequently, rulers will have to forgo certain
policies, implement them unevenly throughout the domain, or implement
them evenly but bear high transaction costs in the process.

Historically, military technology has evolved so that there are economies
of scale in centralized armies, with corresponding increases in rulers’
control of military resources (Bean 1973; North 1981, esp. 135-42). The
development of new forms of property, which were subject to laws govern-
ing exchange as well as possession, further increased rulers’ control of
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coercive resources. State arbitration of property rights, with the conse-
guent creation of more elaborated courts and the institution of the police,
increased the dependence of constituents on rulers.

Even rulers who effectively monopolize military and other coercive
texources also need economic and political resources to obtain their ends.
Tb the extent that rulers find themselves dependent on the political and
seonomic resources of constituents and agents, their bargaining power is
reduced. To the extent that constituents and agents have-alternative sup-
pliers of economic and political resources, their dependence on their rulers
s reduced. Rulers can improve their terms of trade by increasing the
economic and political dependence of constituents and agents on them-
selves and by reducing their own dependence on the political and economic
resources of others. The more rulers can monopolize economic and politi-
¢al resources, the better able they will be to negotiate favorable terms of
trade.

Economic resources consist of ownership and effective control of the
means of production, that is, the raw materials and tools (Cohen 1978,
32); the routes and facilities of trade; valued skills and knowledge; the labor
supply; negotiable wealth, that is, money or its substitute; and what
llchman and Uphoff label goods and services (1971, 32, 58-60). These in
turn are affected by the economic structure and productive forces, struc-
tural conditions to be discussed later.

It is difficult even to imagine a situation in which rulers monopolize all
these resources, although the hydraulic societies probably come close
(Wittfogel 1957). A division of labor has existed in all historical societies,
and this of itself creates interdependence among the individuals in the
economy. In contemporary democracies, where rulers are elected, the
resources that individuals command are seldom adequate. Candidates
depend on those who possess the funds necessary for a modern mass-media
campaign, which is generally big business (Ginsburg 1984; Bates 1976).
Indeed, most rulers, throughout most of history, have had to make conces-
slons to economically powerful actors in return for their support.

Political resources also affect the relative bargaining power of rulers.
Rulers possess political resources to the extent that they can inhibit the
desertion of constituents to competitors or rival states and to the extent that
they can block opposition and promote support, that is, ensure that
collective action is in their interests. People will vote with their feet if they

* For aninteresting account of the development of property rights, see Offer (1981). His
fucus in on Brivain, 1870-1914, Silver (1967) discusses the development of domestic police
forcow in responae to changes in property relations.
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can flee at low cost (Hirschman 1970). It is a truism that dissatisfaction
often causes “flight or fight.” Thus, the more rulers can raise the costs of exit
while preventing antagonistic mobilization, the more they can increase the
prospects for loyalty, that is, compliance with their policies.

The prerequisites of collective action (see, for example, Olson 1965,
Lipsky 1970; Frohlich, Oppenheimer, and Young 1971; Oberschall 1973;
McCarthy and Zald 1977; Tilly 1978; Popkin 1979; Moe 1980; Hardin
1982; Taylor 1982) include positive selective incentives, negative sanc-
tions, and entrepreneurial skills that enable the relevant actors to locate and
manipulate additional incentives. All rulers necessarily possess some
positive inducements, negative sanctions, and entrepreneurial skills. The
question is how successfuily rulers can mobilize their subjects and agents
and whether alternative leaders exist who are equally able to mobilize
people.

Government-created rights and programs are sources of positive incen-
tives in the form of bribes, patronage, or other material inducements.
Governments are also sources of such negative sanctions as social os-
tracism, exclusion from valued goods and services, and actual punishment.
Feudal monarchs rewarded the knights who fought for the crown. Ivanhoe
and Robin Hood are the romantic versions of such tales; both men bene-
fited by choosing the winning side in the conflict between John and Rich-
ard. In contemporary polities rewards for loyalty include employment or
advantageous legislation. Punishments for undependability or disloyalty
include job severance or the abolition of beneficial government programs.

Constituents and agents also possess political resources. Sometimes they
use government-created benefits to their own advantage. Generals, provin-
cial governors, and all the others to whom rulers have had to delegate
authority over history are often able to use these state-provided resources to
mobilize against rulers. Moreover, in contemporary democracies govern-
ment programs sometimes can be used by skilled entrepreneurs to finance
the organization of the relatively poor and powerless against the govern-
ment itself (Piven and Cloward 1971, chap. 10; Lipsky and Levi 1972; Levi
1974; Walker 1983).

Community is another important basis for mobilization. Marx and
Engels predicred that the establishment of the factory system, combined
with the migration of workers to the city, would facilitate the organization
of labor ([1848] 1978, 480-81). They understood that regular interaction
and communication among similar individuals promote the capacity for
collective action, but they did not specify the mechanisms. Taylor ([1978]
1987, 1982) offers an account of how community —that is, shared com-
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mon beliefs and norms, direct and multifaceted relationships, and reci-
procity —can lead to conditional cooperation, in which individuals cooper-
ate only as long as others do. Combined with the appropriate structural
conditions, community underlies revolutionary movements and other
large-scale collective actions (Popkin 1979; Skocpol 1979, chap. 3; Taylor
1988). Its variations, due to differences in economic structures, account for
regional variation in rebellion (Brustein 1985; Brustein and Levi 1987) and
industry variation in pressure groups (Bates 1987, chap. 3).

Pulitical entrepreneurs, be they rulers or rivals, can promote political
mobilization by constructing community where it does not already exist
and by bringing new incentives and disincentives to bear where it does. In
hin analysis of peasant movements and collective action in Vietnam, Popkin
{1979, chap. 6 and passim) stresses entrepreneurial behavior meant to
snhance peasant estimates of the entrepreneur’s efhcacy in securing prom-
{sed returns (259). Peasants must be made to believe in the entrepreneur’s
¢redibility and capacity to deliver. Entrepreneurs encourage this belief by
offering rewards consonant with the existing moral code, by understanding
and being able to communicate with the peasants they are organizing.

At least initially, entrepreneurs must demonstrate their ability to provide
immediate payoffs on locally important issues. Ultimately, entrepreneurs
want to mobilize support for leaders and groups outside the local commu-
nity und to increase peasant participation in nonlocal collective actions. In
return for such participation, entrepreneurs must offer peasants private
goods in the form of better yields, a higher welfare payment, a lower rent,
ot insurance against crap failure.

Most of what constitutes entrepreneurial activity is in fact coordination
of resources or people. With increasing specialization and division of labor,
the need for coordination has increased. The demand by constituents for
rulers to perform this role has intensified. Coordination is something
gonatituents want that rulers not only can supply but also, in many spheres,
have a comparative advantage in supplying. Increases in both the demand
fur and the supply of coordination enhance the political — and economic —
bargaining power of rulers.

Ideclogy is often presented as an additional political resource. How else
¢un we account for cases where the material incentives fail to compensate
for the hardship experienced? If both positive and negative incentives are
{nsubstantial, arguments based on the assumption of rationality predict a
fallure of coliective action. However, there are many exceptions to this rule.
Some—such as the Crusades, where soldiers put up with considerable
discomfort because of incentives in the form of promises of future returns in
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booty or salvation — can possibly be understood within the rational choice
framework. Other examples are not so easy to explain: the nationalism that
accompanies most wars, the behavior of the people of Paris during the
French Revolution, the ghetto residents of Detroit and Warts during the
rebellions of the 1960s, and the workers of Poland during the past years.

These may be examples of communities where conditional cooperation
applies, or they may represent “moments of madness” (Zolberg 1972). But
ideology is also likely to be part of the explanation. Both rulers and
revolutionaries use ideology to mobilize support for their regimes. Fidel
Castro and Mao Zedung legitimated their revolutions on the basis of justice
and equity as well as redistribution. Khomeini used antipathy to the Shah
and love of the Islam religion to rally the Iranians. And many monarchs
kept both their heads and their crowns by appeals to divine rule. Yet,
despite the evidence of the importance of ideology for political mabiliza-
tion, a theory of collective action that adequately incorporates the role of
ideology or norms has still to be written.” Without it an analysis of the
distribution of political resources must, unfortunately, remain incomplete.

Coercive, economic, and political resources are usually interwoven.
Economic resources probably explain a large percentage of the variance in
military and other coercive resources. Afluent rulers, such as Elizabeth I of
England and Philip II of Spain, tend also to be dominant militarily. Con-
versely, a militarily powerful ruler can wrest the economic resources needed
from those who hold them, as Philip of Macedon did.

Political resources also affect the distribution of other resources. Rulers
who have entrepreneurial skills or who perform the central coordination
function in political exchange can use the political system to redistribute the
flow of economic resources to their advantage. Moreover, political mobi-
lization provides people with group economic power. Given that rulers are
economically dependent on the skills, knowledge, and labor of other
individuals, their choices will be inAuenced by the probability of slave
rebellions, mutinies, strikes, and other work disruptions. Guilds, craft
unions, and professional associations thar limit the amount of labor avail-
able or monopolize information about or the right to perform a particular
task also alter the terms of trade. For example, the success of the medical

? Marx and Engels ([1843] 1978, 172-75; [1848] 1978, 481), Gramsci {[1915-37]
1971}, and their followers provide some clues from within the Marxist framework. Both
North (1981, esp. chap. 3; 1985, 394-97) and Coleman (forchcoming) offer promising
starting points from a rational choice perspective. llchman and Uphoff (1971, esp. 73-80)
Present an account of legitimacy as a palitical resource, but it relates less to the mobilization
that affects bargaining than to the compliance issues that will be taken up in derail in the
next chapter.
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profession in protecting its privileges in the United States rests on its past
ccess in winning from state governments a legal monopoly over valued
tkills and knowledge and control over the number and qualifications of
individuals abeled physicians (Freidson 1970; Larson 1977, chap. 3).8

Groups that already have significant economic resources can enhance
their bargaining power by improving their political resources. For example,
the antebellum U.S. Congress was most responsive to pressure on tariffs
from industries that were cohesive (Pincus 1977). Bates and Lien {1985)
demonstrate that rulers will have a preference for collective agreements on
taxation when significant economic assets are mobile. If rulers tax mobile
aseets, their owners are likely to shift them to the possession of those who
are exempt from taxation. Collective agreements solve this problem. How-
ever, argue Bates and Lien, collective agreements aggregate already re-
snurce-rich constituents who demand concessions in return for tax com-
pliance. The consequence, more often than not, is the establishment of
pepresentative and other democratic institutions.

TRANSACTION COSTS

Transaction costs are the positive costs of bargaining a policy and of
implementing a policy once it has been bargained. The most important
transaction costs are those of negotiating agreements, measuring revenue
wources, monitoring compliance, using agents and other middlemen,
punishing the noncompliant, and creating quasi-voluntary compliance. A
policy is not viable if the transaction costs are too high.

In recent years public choice analysts, particularly but not solely those
with a conservative political bias, have emphasized maximizing behavior
they designate as rent seeking. Rent is “a return in excess of a resource
owner's opportunity costs” (Tollison 1982, 30). Buchanan (1980b, 4)
argues that “the term rent-seeking is designed to describe behavior in
Institutional scttings where individual efforts to maximize value generate
social waste rather than social surplus.” In his view rent seeking is a form of
profit seeking but within an institutional setting that hinders the efficient

' However, the power of doctors may be alterable. To redice the costs of medical care
and decrease the political influence of physicians, some United States government agencies
Are encouraging the training of nurse practitioners and physicians’ assistants as possible
subatitutes. They are also mandating an increase in the size of medical schqo] classes. At
laast some politicians and bureaucrats recognize that physician monopoly is not revenue
maximizing for the state, and they are beginning to discourage some of the rent sgekmg that
thelr predecessors made possible, A power struggle is in process. Its outcome is still far from
vlear.
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allocation of resources. According to Buchanan (1980b, 4-15), Tullock
{1975 and 1980, passim}, Tollison (1982, 38ff.) and others, the more the
state intervenes in the market, the more rent secking. Rents are made
possible by governmental restriction of entry into a market and by its
granting of special privileges through regulation, licenses, legal monopo-
lies, and the like. These actions create an artificial scarcity, which profit
maxirnizers then attempt to capture. In the process, they use up —or, more
precisely, waste —resources. Bates {1981, chap. 6) provides a vivid illustra-
tion of how African governments, in their desire to promote economic
growth and modern agriculture, create artificial scarcities in foreign ex-
change, agricultural commodities, and the like. The immediate conse-
quence is socially wasteful competition to secure monopoly control of these
goods and services. The final result is personal gains, profits, and corrup-
tion, which make some people rich but at the expense of the general
welfare.

The problem with the rent-seeking approach is that its focus is too
narrow. Most of the advocates of rent seeking are obsessed with demon-
strating the negative impact of government on the economy. They view
competitive markets as the most socially efficient means to produce goods
and services. Their commitment to the market tends to blind them to
inefficiencies that can occur within the market and, conversely, to efficien-
cies that can result from nonmarket solutions. They do not treat the effects
of government intervention as variable, sometimes reducing and sometimes
stimulating social waste. As a result, they seem to suggest the rather silly
conclusion that entrepreneurs are wasteful only when governmental inter-
vention gives them the opportunity to be. Nonetheless, the notion of rent
secking does give analytical grounding to a set of behaviors that undoubt-
edly exist. For example, Bates (1981), who makes no universal claims
about government’s causing waste, demonstrates that the concept of rent
seeking is useful in explaining how African marketing boards can promote
an inefficient use and distribution of producers’ resources.

Rent seeking is only one source of social waste, and not necessarily the
most empirically important. The rent-seeking literature recognizes only the
waste caused by government, ignoring the waste entailed in the rela-
tionships among firms and among employers and employees. The dis-
juncture between private costs and social costs is what is really at issue.
When does individual maximizing behavior generate externalities or public
bads? What is the best means for preventing social waste as well as for
promoting the general welfare or Pareto optimality? More crucially, for my
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E' purposes, which policies are perceived as most likely to increase and which
L §0 reduce the returns to government?
A more general approach is the analysis of transaction costs,” a concept
durived from Coase’s now classic (1937) article on the theory of the firm. As
Offer {1981, 2) notes, ““Transaction costs’ are like sand in the gears of
. . perfect exchange. They eat into ownership and aggregate into a mid-
; ' dleman’s interest, which takes on the attributes of a species of property.”
E The definition of transaction costs includes a vast number of factors, all
thuse variables typically assumed away by micro-economics-that is, “the
k' goatn of searching, negotiating and enforcing contracts, and of defining and
; 3 policing of rights” (Cheung 1978, 24). With the publication of seminal
i work by Alchian and Demsetz (1972), Williamson {1975), and Jensen and
Meckling (1976), economists began to drop the traditional assumption
that transaction costs are zero. The revisions of the theory raise serious
ehallenges to neoclassical economics from within the discipline. They also
provide the basis for an account of the variation in economic organizations
and structures.

The transaction cost approach assumes the omnipresence of contrac-
fual relations. It is, in fact, part and parcel of what its practitioners have
gome to call the “contracting paradigm.” Any exchange, be it written or
"Rwritten, connotes a contract. Moreover, and certainly more controver-

slally for non-neoclassical economists, any resource changing hands con-
Aotes an exchange. This is the Hobbesian world, where preexisting social
pelations and norms play litde part.

At the heart of the contracting paradigm is the assumption of conflict of
imterest between the parties to an exchange. But also contributing to
frunsaction costs are the costs of acquiring information.!? Economists are
;. fnally taking into account—if seldom explicitly —the important insights
& Pprovided by behavioral organizational theorists (see, for example, Simon
1947, March and Simon 1958) regarding the consequences of strategies for
#uping with inadequate information. However, for the behavioralists the
focun tends to be on “bounded rationality."1? For economists information

* See Moc's (1984) excellent survey of the literature. He provides an interesting contrast
@l the transaction cost approach to organization with the behavioral approach derived from
Bimnn (1947). Also see the review essays by North (1978) and Jensen (1983).

18 There is now a huge literature on the economics of information, which Moc (1984,
#ip, 752-58) summarizes quite neatly. _ o _
; {1 Behavioralists are questioning the very assumption of maximizing behavior, Elster
! E (1979, 1983b) attempts to reconstruct rational choice by using their contribution and the
‘ - gapiributions of important contemporary psychologists such as Kahneman and Tversky

{1979, 1944),
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issues revolve around assessing the quality of the good or service to be
exchanged (see, for example, Akerlof 1970; Barzel 1982). In organizations
the quality of applicants for a position, as well as the quality of their
product once they are employed, must be assessed. However, employers
often suffer from asymmetries of information that benefit the employee.
Employers are unable to observe an applicant’s decisions or actual qualifi-
cations and therefore may resort to adverse selection; that is, they may use a
rule that ensures against risk but cannot ensure (and probably militates
against) the best selection. In addition, employers are not able to observe all
aspects of postcontract behavior; therefore, moral hazard — that is, cheat-
ing or shirking— may result.

The aim of the transaction costs approach is to build from these
arguments about conflict of interest and information costs a model of
organizational variation. Coase (1937) asked why firms, with their hier-
archical and nonmarket form of organization, exist. He answered that,
given transaction costs, they are more efficient than markets for produc-
tion. Alchian and Demsetz (1972) argue that the hierarchy of the firm can
be deduced from the behavior of individuals contracting with each other to
derive gains from cooperation through team production. A hierarchy
economizes on the costs of acquiring information about shirking by intro-
ducing incentives to monitor shirking behavior. Williamson (1975) sug-
gests that the costs of transacting in different sectors explain why some
firms choose vertical integration (hierarchy) whereas others choose to
purchase goods and services on the market. Jensen and Meckling (1976)
provide the first step in a positive theory of agency.!2 They posit that
organizations are a nexus of multilateral contracts between principals and
agents that specify the rules of performance evaluation, rewards, and
decision rights. The problem is to develop organizational structures that
lead agents to act consistently in the interest of principals. To do this
requires technologies of monitoring and bonding.

The transaction cost framework cannot be imported whole hog from
economics to political science and sociology, however. It suffers too much
from the limits of economics generally, despite its pioneering elaborations
of nontraditional domains. It shares a tendency with public choice and

12 Jensen (1983)differentiates the positive theory of zgency, which he is developing with
coauthors Meckling and Fama (Fama 1980; Fama and Jensen 1983a, 1983b), from the
“other” principal-agent literature (Spence and Zeckhauser 1971, Ross 1973). Jensen char-
acterizes his approach as “positive” because of its attempt to model how the world works,
including the behavior of other maximizing individuals, The second approach is less
empirical and more mathematical. It centers more on questions of uncertainty and risk
sharing.
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F-meoclassical economics to be too mathematical and formal and, thus, too
b abstracted from the empirical realities it is presumably attempting to
- #xplain. Moreover, the definition of transaction costs is still too imprecise.

It often remains a residual category for all those variables that economists
have neglected. Moe (1984, 759-72) points out the difficulties of applying
#h approach developed for economic organizations to public bureau-
€racies. Economic organizations generally have a shared concern for and a
mandard of efficiency, while the goals of public bureaucracies vary widely.
With few exceptions even the best-intentioned economists seem to have an
gversimplified and unsophisticated comprehension of power and political
inatitutions. 13

The potential contribution of the transaction costs approach to under-
gtanding variation in state organization should by now be obvious. Al-
though most of the discussion of transaction costs remains within econom-
les, the concept is beginning to have an impact on the other social sciences.
Williamson (1985), Cook and Emerson (1984), and Heimer (1985} im-
port the concept of transaction costs into more general organizational
analysis. Laumann, Knoke, and Kim (1985) apply the transaction costs
approach to participation in state policymaking. Moe (1984) uses it to
anulyze public bureaucracies. North (1981, 20) uses it to explain the
central paradox of the state: “The existence of a state is essential for
«onomic growth; the state, however, is the source of man-made economic
decline.” He uses the positive theory of agency to investigate the creation of
organizations to minimize transaction costs. He then shows that these
arganizations become inefficient as technological change requires new
organizational forms and property rights. North is neoclassical in his
amsumption of maximizing actors and Marxist in his theorizing about the
development and effects of property rights through history.

As mentioned, transaction costs include a wide range of variables. The
most important for understanding rule and revenue are the costs of bar
puining a revenue production policy; the costs of acquiring information
about revenue sources, constituent behavior, and agent behavior; and the
comts of enforcing compliance with that policy. These factors are generally
Interrelated. For example, establishing with whom rulers might strike
bargains requires information. What policies rulers will undertake to
bargain and with whom are delimited by their capacity to measure revenue
sources and to monitor constituent and agent compliance. Monitoring
serves both to provide information and to aid enforcement. An effective

1% See, especially, the critique by Cook and Emerson (1984).
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system of monitoring enables rulers to identify noncompliant behavior. By
increasing the probability that free riders will be caught and punished,
increased ruler knowledge is a disincentive to noncompliance. To maximize
revenue, rulers will have to design revenue production systems that econo-
mize on transaction costs. They must be as concerned with the reduction of
expenditures in extracting a tax as with the gross return from the tax.

COSTS OF BARGAINING

Bargaining power rests on resources. Bargaining costs include the costs
of acquiring information (specifically, information about what resources
will have to be exchanged to reach a bargain) and the costs of negotiating an
agreement. The quality and availability of information about bargaining
parners are partially a result of past interactions with those partners and
partially a result of ruler capacity to measure revenue sources and monitor
behavior (to be discussed below). Few rulers operate in a vacuum. Most
have dealt, or watched their predecessors deal, with constituents and agents
on enough prior occasions to establish a sense of where there is likely to be a

high and where a low marginal return. Thus, in stable polities the costs of |

establishing bargaining partners are relatively low. What raises the costs are
major technological changes in measurement or monitoring that alter the
relative price of extracting resources from a particular constituency; major

political, economic, or military changes that alter the relative bargaining

power of rulers in relation to constituents; and major changes in the
political and economic system that produce an altered cast of characters
about whom reliable information is yet to be acquired.

Bargaining costs also include the costs of negotiating an actual policy.
Institutional arrangements can significantly alter these costs. It is far more
difficult— and costly — to negotiate with every individual than with a collec-
tivity. It is usually less costly and risky for rulers to achieve agreement to a
policy change by discussion in an institutionalized — that is, rule-bound —
setting than by quelling rebellions. Technological and institutional change
are double-edged, however. For example, although improvements in trans-
portation and communication reduce the costs of ruler access to bargaining
partners, they also reduce constituent costs of objecting to or Tenegotiating
policies.

Finally, bargaining involves setting the terms of the contract so that the
most revenue can be extracted at the least cost. Again, the limits of
measurement and monitoring are crucial to the equation. Equally impor-
tant are arrangements designed to reduce what Heimer (1985) labels
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active risk—that is, the risks associated with strategic interaction, In

Which what one party decides to do depends on what the other party

F $hoones. Mechanisms of enforcement are only one aspect of risk reduction.

I Proper specification of contract terms and appropriate institutional ar-
fangements are also necessary.

" GOSTS OF MEASURING REVEN UE SOURCES

The better the quality of rulers’ information about the actual wealth,
Incame, and property produced in the polity, about the behavior of those
from whom they extract revenue, and about the behavior of those who do
the extracting, the more they arc able to extract in revenue from the
population. Rulers generally try to act like discriminating monopolists.
That is, they attempt to identify the separable parts of the economy and
devise 2 means of measuring the inputs and outputs of each (North 1981,
13 and 26-27).

Measurement is largely a function of the available technology. Histor-
leally, one of the first acts of states has been to standardize weights and
measures. Money is another mechanism for standardizing the relative value
uf raxable goods. A tax on income — as opposed to produce, property, or
trade —is inconceivable without salary and wage workers. More sophisti-
ented tools of measurement provided by modern technologies permit better
evaluations of the quality, quantity, and movement of goods. Even so, a
correct estimation of the relevant features of many goods often cannot be
obtained through measurement.

Once rulers have established that they will be extracting revenue from a
given population, measurement capacity determines what kind of property
they can tax and where. Most ancient taxes were on produce and were paid
In kind. It may have benefited rulers more to tax land or income, but they
had no method for measuring the worth of land or income. Thus, the kind
of wealth rulers could tax determined which individuals they depended on
for economic resources in a particular society. Measurement problems can
#lwo raise the cost of revenue extraction. When areas of rulers’ territory are
Inaccessible or militarily dangerous, land surveys and other normal devices
for determining taxable property then become much more expensive.

COSTS OF MONITORING CONSTITUENT
COMPLIANCE

Whatever the sophistication of measurement, the problem of monitor-
ing persists. No matter what the dependence of constituents on rulers,
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many are likely to free-ride, evade taxes, cheat, or shirk if they can do so
unobserved and therefore escape punishment. Successful monitoring turns
on the capacity to pinpoint as well as to punish those guilty of cheating or
corruption. In a tiny and compact polity where everyone regularly scru-
tinizes everyone else, this is a relatively simple matter. However, in most
polities rulers require agents to spy on and punish the noncompliant as well
as to collect the actual taxes.

Thus, rulers will try to design political institutions that facilitate low-
cost monitoring. For example, the feudal system was based, in principle,
on a hierarchy of obligation, which gave monarchs fairly accurate ideas of
those on whom they could rely. The political machine of urban America,
which worked only to the extent that it could count and control votes, was
greatly undermined when the introduction of the secret ballot prevented
identification of voters not voting the party line. On the other hand, the
post hoc tally of votes tells elected officeholders how many supporters they
have and where, something that is far more difficult to determine in a
nonvoting system. The roll-call vote has traditionally enabled political
parties, constituents, and chief executives to monitor the loyalty of indi-
vidual legislators. In the responsible party system of Britain, where moni-
toring capacity was combined with a reward system, the party had consid-
erable leverage in relation to the members of Parliament (Hechter 1987),

The most important contemporary form of monitoring taxpayer com-
pliance is, of course, the audit. There is a huge literature on the most effi-
cient audit procedures, that is, the level of auditing that will deter evasion,
Recently several analysts have investigated this question within a principal-
agent framework, in which the government is the principal and the tax-
payer the agent (see, for example, Graetz, Reinganum, and Wilde 1984;
Reinganum and Wilde 1984; Reinganum and Wilde 1985). One ingenious
analysis argues for rebates for truth-tellers (Border and Sobel 1985).

What measurement and monitoring capacity rulers have will affect the
terms of the tax contract, for they will try to be precise in regard to factors
they can subsequently evaluate and will try to specify broadly against other
contingencies. Rulers may acclaim their property rights and require a given
level of taxation, but their ability to collect those taxes depends on their
ability to monitor the compiiance of revenue producers.

AGENCY COSTS

Both measurement of revenue-producing activity and monitoring con-
stituent compliance require rulers to pay agents. But agents can shirk and

Mat, particularly at the point where they extract revenue and the point
Mvhere they turn revenue over to rulers. Incentives and disincentives to
 pagulate the behavior of agents, those who carry out rulers’ policies,
fepresent a special case of transaction costs, called agency costs. Agency
@oats are the sum of expenditures by rulers {or other principals) on monitor-
ing und by agents on guarantees that they can be trusted (Jensen and
Meckling 1976). Investment in the measurement and monitoring of agent
behavior always represents a loss of income to rulers that would not be lost
if they could otherwise be certain of receiving all that was defined as their
due. Thus, at the least cost and most return to themselves, rulers will try to
design revenue production systems that enable them to evaluate agent
performance and to incorporate incentives for agent compliance and disin-
gentives for noncompliance.

Weber ([1922] 1968, 963-67) lays out some of the historical forms of
agency control—and their pitfalls. In the absence of a money economy,
taxes are paid in kind. Often, as in ancient Egypt or China or during the
late Roman monarchy, rulers tried to motivate agents by giving them a fixed
income in kind as insurance against Auctuating yields. As Weber points
out, this “easily means a first step toward appropriation of the sources of
taxntion by the official and their exploitation as private property” (964). If
tulers are not careful, the land itself is transferred to the official, who then
takes on more of the attributes of a feudal lord than a tax collector. Rulers
still demand revenue, but the nature of the negotiation and, probably, the
level of return are transformed. A related form of agency is prebendal
organization, in which ofhicials have lifelong property rights to economic
tents as payment for the fulfillment of the duties of their office. As Weber
notes, “All assignments of services and usufructs in kind as endowments for
officials tend to loosen the bureaucratic mechanism, and especially to
weaken hierarchic subordination” (967).

An alternative is tax farming, one of the cases to be investigated in
chapter 4, This can occur in a monetary or nonmonetary econormy. Here
the official bids for the right to collect the tax, pays a specified sum before
eollection, and pockets the surplus that he collects from raxpayers. Rulers
can budget and can avoid paying the costs of monitoring tax collectors or
measuring the taxable material of constituents. When tax farming is highly
regulated, the tax farmers bear the direct costs of measurement (which are,
of course, reflected in their bids); incentives for monitoring lie with the
taxpayers and the tax collector. If tax farming is not regulated and if a tax
farmers interest is short-term profit rather than economic growth or sta-
bility, tax farming carries the risk of endangering the long-run revenue yield
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and creating political opposition from those who feel they are being
overtaxed.!4

The modern alternative, of course, is bureaucratic revenue collection
subject to contemporary accounting procedures. Computerized tax assess-
ment is the logical extension. Although the state is likely to receive more of
the gross revenue produced than through other methods of collection and
to lose relatively little through agent pilfering, the price tag in technology,
salaries, and working conditions can be very high. Nor can any agency
contract totally prevent goal displacement, routinized treatment of constit-
uents, or agent discretion (Lipsky 1980). Moreover, bureaucracy is not a
single organizational structure. The variation in income tax administration
among the United States, Great Britain, and Germany is a case in point.
They differ not only in the processes of tax assessment but aiso in the
processes of audit and appeal.

ENFORCEMENT COSTS

Enforcement becomes an issue once the rulers have identified the non-
compliant. To punish free riding, shirking, and venality by both agents and
constituents, rulers rely on a repressive apparatus composed of police,
jailers, and other hirelings paid to uphold the laws. However, coercion is

expensive, and its use often precipitates resentments that can fuel the flames

of opposition. Thus, rulers will seek to create compliance that is quasi-
voluntary. It is voluntary in that constituents pay because they choose to. It
is quasi-voluntary because they will be punished if they do not and are
caught. (Quasi-voluntary compliance is the subject of chapter 3.)

DISCOUNT RATE

Rulers’ discount rates—that is, how much present value future returns
have for them — are another major factor in the calculation of the costs and
benefits of a policy choice. Rulers with high discount rates care little for the
future. They will be less concerned with promoting the conditions of
economic growth and increased revenue over time than with extracting
available revenue even at the risk of discouraging output. Rulers with low
discount rates do have an interest in securing future revenues; they will

14 Weber ([1922] 1968, 968) makes a related point, but he does not recognize the
important variable of regulation,
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} @xtract revenue up to the point at which further extractions would put
F Miture outpur at risk.
Rulers with high discount rates will encourage agents to extract all there

I from constituents but will try to ensure that they get the lion’s share of the

take. Rulers with considerable bargaining power vis-A-vis agents and low
discount rates are likely to rely on some form of bureaucracy.
Rulers’ discount rates are always something of a function of personal

¥ paychology, of whether they have a short ot long time horizon. However, the

principal determinant is security of office. Without security rulers are
unlikely to be concerned about economic growth. For example, rulers
; Illbl!ct to periodic elections and unable to use tax revenue in the cam-

i Paign are likely to refrain from imposing unpopular taxes on potential
k' Jupporters.

The most important cause of a high discount rate is military conflict, An
#mbattled ruler who needs to win a war to stay in power will probably

e ntract all there is in the hope of having sufficient resources to defeat rivals.

2 Where risk is high, expensive and sophisticated techniques of measurement

E #hd monitoring techniques are likely to prove a waste of resources enough

of the time to make preferable a predictable, if lower, return based on a less

sontly procedure of extraction. Rulers with very few pressures are unlikely

. #0 undertake costly bargaining, measurement, and monitoring, and they

8 unlikely to extract beyond the point at which taxpayers will resist

lhl'ﬂugh either decreased production or actual rebellion. Rulers under
renter pressure may be compelled to.

Schumpeter ([1918] 1954) and more recently Peacock and Wiseman

- (1961), Mann (1980), Tilly (1985), and Rasler and Thompson (1985}

W emphasized the causal importance of war in accounting for the

k Increased size and power of the state. Military conflict produces pressures

that alter rulers® transaction costs and bargaining behavior as well as

E discount rates.

t BTRUCTURAL CONSTRAINTS AND VARIABLES

Relative bargaining power, transaction costs, and discount rates are
thamaelves the product of macro-level variables. I am concerned primarily

i With the effects of macro-level variables on transaction and bargaining
‘A #oats and on rulers’ discount rates, rather than with the causes of the shifts
E in the mucro-level variables. Moreover, I expect to address only part of the
£ Varlance. The peculiarities of a particular period and of particular minds
always have a role to play in explanations of this sort. My more modest
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purpose is to begin to specify the relationship between major macro-level
changes and major policy change. I recognize that each historical situation
and each historical configuration of macro-level variables is unique. None-
theless, it is possible to identify structural factors that occur throughout
place and history. This helps us to organize the complex and numerous
facts that constitute a historical period.

Theorists working within the Marxist tradition have generally provided
the best guidance for determining the most significant macro-level variables
affecting a political economic system. Marx himself emphasized the impor-
tance of the productive forces and economic structure of a society for
understanding nearly everything else about the society. Lenin added an
emphasis on the international context, both economic and military.

PRODUCTIVE FORCES AND ECONOMIC
STRUCTURE

Following Cohen'’s (1978) interpretation of Marx’s theory of history, 1
define productive forces as the means of production (including the instru-
ments and raw materials of production) and labor power (that is, the pro-
ductive capacity of producers). The economic structure of a society refers
to its production relations, “the relations of effective power over persons
and productive forces, not relations of legal ownership” (Cohen 1978, 63).

Economic structure is an important determinant of the relative bargain-

ing power of different sets of actors. The nature and extent of effective }

power over persons and praductive forces should indicate what groups are

likely to have significant economic and political resources. For example, |

feudal economies empower nobles and inhibit rulers from taxing producers
directly.

The organization of work, the markets in which producers are active, j
and the nature of their living arrangements are further consequences of §

economic organization. These factors have particular analytical impor-
tance in that they provide information on the capacity to engage in collec-

tive action. A knowledge of these factors can produce a road map of which §
groups are likely to organize and with whom they will aily or conflict

(Brustein 1981, 1985; Brustein and Levi 1987; Bates 1987, chap. 3).
When we know what kinds of property the members of a class are

entitled to own, we have an important guide to the distribution of economic |

resources and conflict in a society. However, the existence of unequal
bargaining resources connotes neither control of the state by the dominant
economic class nor a high probability of class political action. First, other
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tlusses also exist and — as in the case of the bourgeoisie in late feudalism or
the middle class in contemporary capitalism — often have bargaining power
of their own. Second, classes do not always act as such. Major conflicts are
an likely to be intraclass as interclass.

The level of development of the productive forces determines the eco-
nomic structure. it also has fundamental effects on the transaction costs of
rule. What is produced, how, and by whom delimits what revenues rulers
¢un extract from producers. For example, subsistence agriculture creates
lown taxable material than industrial production for profit. Moreaver, in the
Absence of a commercial and monetized economy, measurement costs are
very high indeed.

Where technological and productive development is low, there will be
len 1o tax and fewer means (and reasons) for measuring and monitoring

E the extraction of revenue. The growth of technology and increases in the

#ock of knowledge tend to correlate with a more productive economy, one

In which — from the ruler’s point of view — there is more to tax. They aiso
i porrelate with organizational innovations —such as the firm, bureaucracy,
# @r income tax—that make it less costly to tax a larger proportion of the
L population. Greater ease of taxation promotes government expansion by
[ #nabling rulers to supply more goods and services (Riker 1978). More
j Mvenue means more extended rule.

As the productive forces develop, there is also an increase in the spe-

E @lalization and division of labor. This has two consequences for transaction

oosts of rule (see, esp., North 1985). First, specialization increases the

E pumber of economic actors and institutions that require coordination. The
. Market provides some of that coordination, but the provision of the in-

structure of transportation and communication is often left to the state.
pond, increased specialization results in a larger number of interest
p» who make demands on the state. The proliferation of interest
ps increases the costs of negotiating and implementing policies. Rulers

‘."muy come to depend on some of these interest groups, with obvious
E §onequences for relative bargaining power. Yet rulers can often play the

rious groups off against each other, particularly when rulers gain control
I the central place in the network of political exchange.

An the distribution of economic resources changes, so does the cast of
aracters with bargaining power in relation to rulers. Technological inno-
tion can alter an already existing balance of power, as evidenced by the

of the Armada. It can also make advantages in economic wealth by
petitors irrelevant or secondary. For example, Philip of Macedon intro-
d the phalanx and reorganized the army when Macedon was no richer
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and probably poorer than Athens. These innovations enabled him to
engage in successful military operations that yielded increased economic
resources, especially the gold mines of Amphibolis. The combination of,
first, his technological and, then, his economic advantages with his strate-
gic brilliance gave Philip such military superiority that he was able to unify
Greece for the first time in history. Subsequently, Alexander was able to
carry out his father’ plan to conquer Persia, Egypt, and parts of what are
contemporary India (Bury, Cook, and Adcock 1969).

Technology is one of the motors of long-term secular change for both

Marxists (for example, Cohen 1978) and neoclassical economists (for 1

example, North 1981). It can also be a catalyst to revisions of state policy.
A major change in the technology of production, information, or manage-

ment can make existing property rights inefficient and provide new power |

resources to old rivals or new actors. The efficiencies of large enclosed
estates precipitated state-backed enclosure legislation. Lenin’s ([1917]
1975) famous essay on imperialism documents how the growing domi-

nance of monopolistic finance capital over competitive industrial capital led

to significant changes in military and colonial policies.

The development of technology and the increase in specialization and

division of labor are crucial factors in accounting for the involvement of the
state in an ever-widening range of activities. Specialization in the division of
labor promotes new demands on the state, and technological and organi-
zational innovations make it possible to supply the goods and services in
response to demands.

State structures evolve to correct market failures, but they also evolve in

competition with the market. Rulers can manipulate constituent and agent

demands to justify extensions of their rule and increases in their revenue.

Moreover, increases in the stock of knowledge provide each generation of

rulers with tools and strategies often unavailable to their predecessors. For
example, the tendency of tax farming to serve the interests of the tax

farmers better than the interests of the rulers has been discovered over time

and in a variety of contexts. Thus, it is unlikely that even a Reagan or
Thatcher would turn to the market solution of tax farming to replace the
current government tax collection bureaucracy. On the other hand, a
Reagan or Thatcher knows how to use the mass media in ways that even
such successful pretelevision politicians as Roosevelt or Churchill did not.

INTERNATIONAL CONTEXT

International trade, overseas colonies, and other such aspects of the
international political economy are also important in determining rulers’

Theory of Predatory Rule

Jailable sources of revenue and their relative bargaining power. The bar
Baining power of rulers will be enhanced where producers are dependent on
e government for tariff protection, regulated factor markets, and soon. It
#ll alno be enhanced when rulers have sources of revenue external to their
fomestic constituents {Kiser 1986-87). However, the extent to which
Jorn have a relative monopoly and a relative beneht from international
_f de vis-0-vis their constituents depends on the extent of international
gompetition, the status of the ruler in that competition, the dependence of
a8 on trade for revenue, and the bargaining power of the traders.

The bargaining power of the rulers will be reduced to the extent that
bjects can make a better deal with an alternative ruler and to the extent

At powerful constituents control external sources of revenue.
Thus, in the international context the important factors are (1) the
Istence of rival powers to whom constituents can flee or with whom they
n burgain; (2) the ability of rulers, constituents, or individuals from other
tes to profit from the products being traded internationally; and (3) the
portance of international trade as a possible source of revenue for the

Ate,

ORM OF GOVERNMENT

Himaorically, several forms of government have existed. Monarchies,

® military dictatorships, oligarchies, and representative democracies hardly
E gthaust the possible list. Even within democratic polities, there is immense

warlation in electoral rules, power and number of legislatures, relationship

E potween legislature and head of state, and other features. Each of the

poneral forms and each of these distinct features of government have
gonnequences for the decisions and actions of rulers or heads of state. They

t the bargaining strategies and resources available to citizens, the
Abllity of rulers to use the public coffers as their own, the forms of agency

£ that will be permitted or denied, the permissible types of inducements to
" gompliance and punishments for noncompliance, and the nature of the

tulers’ rivals.
What is crucial for this discussion is that each major change in govern-

£ mant has predictable consequences for transaction costs, discount rates,
E and relative bargaining power.

Rulers will try to alter forms of government to suit their purposes if they
ean. Indeed, rulers will try to alter all the constraints on their behavior. In
the cases presented in chapters 4-7, T shall highlight those instances in
which decisions made in response to one set of constraints have enhanced
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or decreased the ability of rulers to negotiate better terms of trade at
another point in time.

CONCLUSION

Variations in state policies over time and across countries are a conse-
quence of variations in rulers’ relative bargaining power, transaction costs,
and discount rates. But rulers walk a tightrope. The pursuit of personal
ends— within constraints—is the sine qua non of predatory rulers. How-
ever, such pursuit may antagonize allies and constituents and enhance the
appeal of rivals. On the other hand, too many concessions to allies and
constituents could undermine rulers’ political and economic power. Rulers
are always searching for means to increase their bargaining power and
lower their transaction costs. However, what leads to one may block the

other. Such dilemmas of predatory rule are consistent with the primary :

contradiction of economic development as put forward by Marx and
Engels: The property rights that serve the dominant interests of society
come into conflict over time with innovations in technology and economic
organization and with the new and powerful classes these innovations
create.

The theory of predatory rule differs from the classical Marxist approach

in its focus on rulers rather than on the dominant economic class. It differs’

from the new state-centered structuralism in its emphasis on deductive

theory, which simplifies political, economic, and social complexity as a

means for better understanding state organization and policies. It differs
from public choice and neoclassical economists in its recognition of power
and the unequal distribution of power,

There are several advantages to this reformulation. First, by eliminating
the emphasis on class as the primary historical actor and by investigating
instead individuals or sets of individuals, the theory becomes more general,
Class is not eliminated as an important factor, but class becomes a variable
rather than a given. History ceases to be an eternal search for the rise of the
next dominant class. Second, by focusing on rulers instead of the state, the
theory avoids the anthropomorphism prevalent in many contemporary
discussions of the state. After all, the state is an institution composed of
people. Its actions and behavior are the end result of concrete human
actions. Third, the deductive approach permits an identification of signifi-
cant causal factors in the creation and maintenance of state policies. It
simplifies “real world” complexity on theoretical grounds and makes the
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ation and testing of hypotheses possible. In sum, the theory of preda-
tule offers a micro-foundation to INAacro-processes.

E There are also obvious limitations to the model. First, so far it remains in
domain of comparative statics. Another book would be necessary to
lyze the transformations in the structural variables that affect transac-

conts, bargaining power, and discount rates. In the next chapter, I take
the more tractable problem of the incremental changes in policy that
gur over the life of the policy. Second, ideology may turn out to explain a
#t denl of vartation in both ruler and subject behavior, This point will
#o be taken up in the next chapter. Third, the analysis of ruler behavior
pomes considerably more difficult in modern polities or where rulers are
gollection of individuals rather than a single individual. I addressed this
dint earlier and will again in chapter 7.
No theory is interesting unless it can be used to explain actual events and
tu, This chapter represents only a first step in that process. By laying out

m assumptions and the major independent variables in the theory of
-predatory rule, I hope to have clarified how this theor might be used to
. Y

goount for variations in state policy. But the next step, the application of
he theory, will decide the extent to which it can achieve all it sets out to do.
The case studies in chapters 4-7 have been selected from vastly different
tlexds and places in history: Republican Rome, medieval and Renaissance
ance and England, eighteenth-century Britain, and twentieth-century

;; Australia. By choosing cases from different periods of history and *modes
E of production,” I hope to demonstrate the generality of the model.

The basis of selection was threefold. First, each case occurs in a period of

= gramuition, when there was a fundamental change in the structural factors
E that [ posit as the determinants of transaction costs and relative bargaining
‘:\Wr. This permits me to explore the influence of changes in relative
 barg

aining power and transaction costs on revenue production policies.

¢ I the policies do not change in the expected direction, my model is

disconfirmed.

Second, in each case the ruler has different powers and power resources
#nd must bargain with different sets of constituents. Moreover, these
powers and power resources change over the course of the period covered by

t the case. This permits evaluation of the influences of both ruler autonomy
- And class power on policy outcomes. It also permits me to compare

instances where the ruler is the principal or the agent.

Third, each of the cases illustrates a different aspect in the history of
trannaction costs, Costs of monitoring, measuring, and enforcing policies
ghange with new techniques and with extensions (or contractions) of citi-
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zenship and citizen rights. The choice of cases permits exploration of both

the influence of transaction costs and the interaction of one kind of transac-

tion cost with another.
My maodel, if successful, will be consistent with history and will illumi-
nate history. However, before proceeding to the empirical material, ! wish

first to engage in a brief excursus on state formation. Then I shall take up |
one additional question for theoretical elaboration: How do rulers create |
compliance with revenue production policies without constant resort to |

direct one-on-one coercion?

cursus on the Acquisition of Rule

Mefore | proceed to the analysis of revenue production policies, let me take a
i guick detour to try out the theory of predatory rule on one of the primary
b lvues of political ctheory: the question of state formation.

Rarely, if ever, in history has a state emerged full blown from society. In
gencral, the term state formation refers to the consolidation or takeover of
#n organization that already performs at least some of the functions of a
state. Nonetheless, the analysis of the related processes of formation and
transformation remains an important aim of theoretical inquiry, and there
are, consequently, innumerable theories of state genesis, ranging from
telutively concrete and historical accounts! to philosophical exercises on
the emergence of government from the state of nature.? One common
argument is that the state evolves as a specialized agency of justice and
protection when the population of a society exceeds that of a community
able to engage in face-to-face interactions and generalized reciprocity.
Once in place, the state makes it more likely that the society will survive and

! Anthropological accounts include Carniero (1970}, Service (1975), Wrighe (1977),
and Cohen and Service (1978). Sociologists and historians have also explored the question
of state formation and transformation. For example, see Bendix (1978), Moore (1966),
Anderson (1974a), Pogei (1978), Tilly (1975, 1985), and Mann {1977}. While the an-
thropalogists tend to focus on the emergence of an institution that can be labeled a state,
these analysts tend to investigate the emergence of the modern state. One theorist who
dddresses the questton across many rime periods and countries is, of course, Weber (1922}
{968).

* Political phitosophers address the question of state emergence in still another way. The
great works in ehis literature abound, but among the most important older texts are Hobbes
([1651]) 1962), Locke {{1690] 1968}, and Rousseau ([1762] 1950),
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grow without splintering. There is considerable debate about what the
relevant size is and what determines it.? The focus here, however, is not so
much on state formation itself as on how rulers achieve and maintain
control over the state apparatus.

What is clear, from Hobbes to modern-day anthropologists, political
sociologists, and economic historians, is that the first step in the process of
state creation is to build a monopoly of organized violence. Both the
provision of protection and the ability to engage in war are crucial aspects
of state making, and both depend on the extraction of sufficient resources
to pay for organized violence (North and Thomas 1973, North 1981; Tilly
1985). The great economic historian Frederick Lane argued (1958, 402)
that “the violence-using, violence-controlling industry was a natural mo-
nopoly at least on land. ... A monopoly of the use of force within a
contiguous territory enabled a protection-producing enterprise to improve
its product and reduce its costs.” Both economies of scale in violence and
the use of superior military capacity to defeat enemies enable government to
monopolize protection.

But who benefits from this monopoly varies over time and place. So, too,
does the ability of rulers to extract a surplus or, alternatively, to extract so
much that the payer can no longer maintain production (L.ane 1958, 403).
The causes of variation lie in the political, economic, and military resources

possessed by constituents and agents— that is, as Lane puts it, who “owns”

the monopoly or, as [ prefer to think about the issue, who can bargain with
and/or control the predatory ruler.

Persons who wish to attain and maintain positions of rulers almost
always face rivals. Much of history is the story of potential rulers vying for
leadership of a state organization, and conflict seldom ceases with victory.
Elected officials rarely lack opponents. Monarchs often worry about the
Macbeths and Richard IIs within their courts. Demagogues and charis-
matic leaders fear that another will prove more compelling than they. The
internecine struggles that marked the Middle Ages in Europe, the four
teenth through the sixteenth centuries in Japan, and the nineteenth and
early twentieth centuries in China are evidence of the difficulties faced by
leaders who attempt to impose their rule in the face of strong competitors
with relatively equal resources. Challengers from subjected populations
can also put a ruler’s position in jeopardy.

Rulers aim to develop sufficient coercive capacity to defeat rivals and
maintain control over the countryside defined as their territory. Only in the

3 For a neoclassical economic view of these issues, see Auster and Silver (1979, chap. 2).
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geance of a small, isolated community where all are unarmed except for
one person who possesses a six-gun is it possible even to conceive of
re a3 able to obtain power without allies and support. This turns out to

bl a fanciful scenario even for the American West, where everyone, in fact,
pomsensed a six-gun (Umbeck 1981). Rulers always depend on others for
. gome of the resources necessary to acquire and sustain rule. They depend
s @h the generals and even the soldiers of their armies, on the owners or
F managers of economic wealth, on the church officials who justify their
- #tutus, or on the scientists or inventors of new technologies of force.

Moreover, few rulers can survive if they plunder all constituents. In

j’ Porder and Sobel’s (1985, 20-22) formal “theory of plunder,” it is not in the

interest of revenue-maximizing brigands to plunder, which is costly, if all

j they would get is what they would be offered in tribute. To elicit the most
i from the peasants in the way of tribute, rulers must make a credible
b gommitment not to take more later. Both to ensure stable rule and to keep
L their costs down, rulers must offer positive benefits to “a minimum winning

eoalition” (Gamson 1961; Riker 1962) of the population in return for
allegiance.*

Taylor (1982, 129-39) summarizes recent evidence on state formation
in primitive societies where coercion is distributed relatively equally. One
teterminant is the presence of some strain—due to ecological pressures,
external enemies, or both. Another determinant is limitations on emigra-
tion from or on fissioning of the existing community. Under the combined
conditions of strain and high opportunity costs of exit, the population may
agree —or be compelled — ta trade some degree of liberty for state-provided
henefits. The result, however, is the creation of an organization specializing
in violence, an organization that benefits some more than others. In
contrast with Engels’s account ([1884] 1973), economic inequalities seem
to follow rather than precede the concentration of coercive power into an
organization with the characteristics of a state.

The transformation of a staie that is able to make and enforce few
property rights into a state that exercises considerable control over its
population is also a function of strain and high opportunity costs of exit —
although here economic inequality may well be a factor in causing strain.
For example, Hechter and Brustein {1980; also see Kornmesser 1981}
attempt to account for the pattern of state development in sixteenth-
century western Europe by modifying Engelss argument that the state

* Emerson (1983) neatly develops this point with reference to state formation in
Baltistan.




“arose from the need to keep class antagonisms in check” but that “ivis, as a
rule, the state of the most powerful economically dominant class” (Engels
[1884] 1973, 231). They observe that an absolutist state is necessarily
based on a landed aristocracy but that in the sixteenth century there were
three major modes of production in western Europe, and only in the feudal
regions did the conditions exist for the emergence of modern centralized
states. For them class competition is indeed the catalyst to state transfor-
mation, but only where the property rights of an economicatly dominant
class are threatened by an encroaching class. In these circumstances the
members of the stronger class will form a coalition to establish a state to
enforce property rights beneficial to them. Their aim is to force their ruler
on the rest of society while they still possess the military superiority that
comes with economic and political dominance.

Whatever the catalyst, individuals will consider joining with others in a
state organization only when they face a common enemy or problem. In
the early stages, the benefit may merely be coordination into larger group-
ings. A state organization becomes necessary to prevent recurring competi-
tion among the members of the group. The underlying choice is between
loss of economic advantages and the chance to protect or even improve
these advantages. Groups develop only where the individuals who partici-
pate receive a larger benefit from joining than from abstaining. The benefit
to each participant is a state capable of securing property rights, of
minimizing the strains on the contracting population, and of enforcing the
compliance of the others to a mutually beneficial policy. Generally, it is only
through collective action that these ends can be achieved at all, for seldom
does a single individual have sufficient resources to win the battle alone.
Rulers tend to be heads of coalitions, to whose membership they are
initially accountable.

The stability of the state organization, once it is formed, requires a
mechanism for enforcing compliance with its rules and ruler. Otherwise,
individuals who oppose the concentration of force in general or in the
hands of a particular ruler will resist, and those individuals who seek the
benefits of the state will free-ride. Over time, even the members of the ruling
group may be distracted from their common purpose by the conflicts that
arise among them. The concentration of coercive capacity in the hands of
rulers is at the root of all mechanisms to ensure compliance, for rulers must
have sufficient power to prevent shirking from and breaking of the most
important contract terms.

One stunning example of several elements of this process was the
agreement made by all rulers of the independent, nonunified, and often
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pompetitive heads of the Greek kingdoms when they sought the hand of the
ot beautiful woman of her time, Helen, in marriage. Each wanted her

I onough to fight for her. Helen's father, fearful of making enemies of the
e Mejected suitors, accepted the solution proposed by the “brilliant” Odys-

wus, who sought the hand of Helen’s sister Penelope. The young king of
Ithaca suggested that an oath be sworn by all the suitors to bear arms
against any who subsequently tried to harm Helen's father or bridegroom
and any who tried to abduct the bride. Agamemnon, brother of the
husband chosen for Helen and a chieftain eager for power, became head of
the coalition, and Helen became a property right protected by law and by
the institution of an organization of defense, a metastate, to enforce the
law. However, by the time Paris stole her off to Troy, several of the previous
auitors no longer wished to honor the agreement they had made. Among
these was Odysseus, whose famous wile had led him to seek the contract in
the first place and to attempt to break it in the second. The agents of
Agamemnon had to make the reluctant honor their agreements. All the
kings sailed off to Troy and the infamous war that followed. The issue was
no longer Helen but the invasion of property rights represented by her
abduction.

This little story tells a tale of state development. Individual, self-inter-
ested actors are united in the face of threats to their individual and common
property rights. The threat can be internal, external, or both. They form a
cnalition aimed at dominating the state apparatus, as a means not only to
combat their common enemies and delimit their own destructive rivalries
but, equally important, to enforce each individual’s agreement to cooper
ate. However, they are successful only if they themselves give up power to a
leader who then controls the apparatus of violence, is able to coordinate the
members of the ruling group, and can ensure compliance through a selec-
tive use of rewards and coercion.

The victory of the ruling group does not signal the end of its members’
problems with external competitors or with one another. Groups are
unstable over time, with the members tending to revert to their original
status as distinct and conflicting individuals. Most rulers have to exert
considerable energy to hold a group together. Usually they must direct
attention to new issues and threats that will invoke a recommitment to a
contract of mutual support. Rulers often manipulate wars and crusades to
this end.

Nor do all rulers prefer to maintain the coalition that helped them
achieve power. Some rulers perceive the members of the coalition as their
potential rivals and so practice a strategy of divide and conquer while




M TR

46

secking to develop support elsewhere, perhaps in the people as a whole, |

Louis Bonaparte is the classic example of a ruler who broke with the

coalition that put him in power (Marx [1852] 1974). The candidate of an 1
uneasy alliance berween the two major factions of the capitalist class, he ]
played the factrions off against each other while he appealed to the mass |
electorate, the peasantry. The success of this strategy was largely due to the §
conditions of peasant life, which prevented peasants from engaging in |

coordinated action on their own behalf; their only hope for economic

improvement lay in the aggregation of votes, each an individual act, for a |
leader who represented their interests, Despite his initial success, this
second Bonaparte was doomed to failure. Ultirnately, his rivals, in this case
the class that had gotten him elected in the first place, had sufficient |
resources to overthrow him, particularly given the failures of his military j

policy.

Because the interests of rulers differ markedly from those of their back- ‘
ers, tensions inevitably result, even when they do not take the extreme form §
of Bonapartism. Rulers are often agents whose principals seek to ensure the j
promotion of their own interests. While the victorious coalition will use the §
state organization to extract from the populace a disproportionate share of §
society’s wealth, the original grant of power to the coalition’s agent-ruler -

has created a rival. Similarly, while rulers will use control of the state

organization to achieve personal ends, they are dependent on those who |

help them maintain their position. If rulers fail to deliver and fail to create
an alternative base of support, they are likely to be overthrown.

A process of collective action underlies the acquisition and maintenance
of rule. To become ruler requires first coordinating a group of individuals
who face a common enemy or problem, but rule ultimately rests on control
of resources necessary to enforce participation in the dominant group by
the individuals who agreed to become its members. Successful rulers are
those able to maintain the group, able to maintain its relative dominance
over the opposition, and able to build sufficient coercive power to block
rivals.

Such a view makes scholastic the distincrion between conflict and con-
tract theories of state genesis.’ All rulers are part of a contract, yet all

5 Bates (1987, chap. 2} makes a similar argument in his discussion of state formauon in
Africa through the process of political centralization. Using historical and ethnographic
data on thirty-six African societies, he arbitrates competing claims of those who believe that
the state promotes collective advaniage and those who argue that the state is a mechanism of
expropriation. He concludes that the “literature has offered a false choice” (41). The state is
an instrument of those who seek private advantages, but to hold power requires concessiuns
to followers.
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Bgage in conflict. The contract is with those who agree with the selection
o & particular individual as ruler; the conflict is with those who do not. The
Jantract is with those who gain from the trade of revenue for protection and
Wther services; the conflict is with those who are plundered or victims of a
Protection racket. The form of government—whether it be tyranny,
nolllurchy. or democracy, to use the classic three —reflects what percentage
of the population is part of the contract every ruler must make. Bargains
F made with the constituents and agents on whom rulers depend underlie the
. #equisition and maintenance of rule. Rulers are always predatory, but they
[ wannot always do as they please. '
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Creating Compliance

The establishment of revenue production policies, the subject of the last
chapter, is a problem in comparative statics. Within a given set of con-
straints, rulers have a given set of options. Rulers bargain a tax policy at one
point in time for future points in time. They are establishing the rules of the
game. However, over time taxpayers may begin to feel their taxes are tao
high relative to what is received in return. Compliance becomes in-
creasingly problematic among those who feel that they are not getting as
good a deal as they bargained for. No compliance procedures will work
forever. Knowledge of gains and losses, acquired over time, can alter
choices. So can the transformation of relative bargaining power, which
makes possible another, better contract.

The focus of this chapter is on what Brennan and Buchanan label “in-
period” rather than “constitutional” choices (1980, 2-3). The emphasis is
on the dynamic element in revenue policy, that is, variation in compliance
with an existing tax contract. Tax evasion has become a major issue in the
United States, Australia, and other advanced industrial democracies, but it
has always and everywhere been a problem. My purpose is not to join the
debate as to whether evasion is on the rise. My purpose is to investigate tax
compliance as a strategic interaction between rulers and constituents and
among constituents.! I hope to understand the means by which rulers can
encourage as well as the conditions that increase or decrease compliance,

! There is an extensive economics literature on tax avoidance and evasion. Much of it is
quire formal. For less formal analysis, see, for example, Kay (1979) and Feldman and Kay
(1981).
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A politys rules and procedures for extracting and collecting revenue
prise its “fiscal constitution.” The bargaining of this fiscal constitution
ablishes the operative definition of a fair revenue production policy. It

o

E alao enhances expectations that compliance will be widespread. The cre-
E atlon of the initial revenue policy is usually a quite public event, accom-
. panied by a high degree of negotiation from a wide range of potential
. faxpayers. The institution of tax farming in ancient Rome, of the national
E tax aystems in France and England, of the income tax in Britain, and of the
E uniform income tax in Australia are all examples of such extraordinary

‘ #vents.

Once a policy is understood as a contract between ruler and agents or

E puler and constituents, compliance with the contract becomes prob-

|smatic. Immediately, the free-rider problem raises its omnipresent head. It
I8 in each person’ interest to make a contract and then break it, thus
peceiving the benefits withour incurring the costs. No contract is ever
perfectly specified. Enforcement is nearly always imperfect. Even with
gonsiderable coercive power and effective techniques of measurement and
monitoring, a ruler cannot achieve total compliance unless there is a
policeman on every corner, a fed under every bed. There is always room for
shirking and cheating.

The problems of achieving compliance are exacerbated by the slow but
smeady transformation of the terms of exchange that accompanies the
return of politics as usual. Special interest groups negotiate alterations in
the contract favorable to themselves. Some people find ways to avoid and
evade taxation. At the same time, the revenues collected by government
enable it to grow in both scale and scope. It takes on more employees and
new tasks. The defense establishment increases in size, or welfare programs
expand beyond what they were when taxation was publicly discussed and
extablished.

The ordinary taxpayers may not be attentive at first to the effects of these
thanges on the return they receive for their revenue, but at some point they
are likely to come alive to any deteriorations in their situation and to
government expenditures of which they strongly disapprove. It is then that
noncompliance should increase,? thus setting the stage for a renegotiation
of the tax contract.

In effect, rulers can reduce the costs of compliance in three ways:
through the use of coercion, the establishment and maintenance of norms

2 Heirmer (1985, 209-14) raises some similar issues in her discussion of insurance fraud
and outdated contracts.
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¥ problem with reliance on ideology (or norms) as a causal variable is
 the concept still remains insufficiently specified and, therefore, difficult
parate from other factors. A better theory of the emergence of norms
pepresent a major step in providing social scientists with a useful
pnespt.
B There are attempts to do just that.’ One of the most promising is North’s
81, chap. 5; 1985). For North “Ideology consists of the set of individual
Rlefy and values that modify behavior. It can be measured by the premium
pple ure willing to incur not to free ride” (1985, 394). North argues that
Jeology is most likely to influence choice where the costs of its use are low.
example, he points out, the independence and lifelong tenure of U.5.
reme Court justices and the insulation of complex committee structures
which U.S. legislators operate account for why these two sets of actors
a8 likely to vote their consciences as their interests (North 1985,
4=-95). Democratic rules in which citizens perceive their vote as having
ls consequence for the outcome may also promote ideological ex-
mion {Brennan and Lomasky 19835; also see Brennan and Buchanan
B4).
. North makes a strong case that ideclogy matters. He begins to clarify
m conditions under which ideology causally influences behavior indepen-
'; #ently of self-interest. He does this—as do I in my model —by treating
L Wenlogy as a residual category for those situations in which self-interest is
E glearly not explanatory. However, ideclogy does not always promote com-
'- pliance. Institutions that make ideological expression relatively cheap may
§  #licit expressions of ideological dissatisfaction with the tax system. More-
£ gver, North does not acknowledge that ideology also may intensify or
& eonfrm seif-interested behavior.s One would expect—with North—that
~ where normative concurrence is costly, compliance will decline. However,
. one would also expect that compliance should be highest where ideology
i and self-interest reinforce each other, For example, an ideological convic-

of compliance or ideological compliance, and the creation of quasi-volun-]
tary compliance. I shall take up each in turn, but my emphasis will be on*
the last. My major argument in this chapter is that rulers take advantage of
or seek to create institutions that promote cooperation.

COERCION

Coercion, the Hobbesian solution to the social contract, underlies §
taxation policy. It is illegal to evade taxes. People who do not pay their taxes |
or who underreport taxable material face sanctions, often serious sanc-
tions. Despite coercion and monitoring, individuals still cheat. No ruler |
eliminates noncompliance altogether.

It is costly to use coercion to enforce compliance. However, some _
technologies of enforcement are more expensive than others. One critical }
factor in the cost is the effectiveness and efficiency of monitoring. The easier ;
it is to identify the noncompliant, the less costly is enforcement. Using
communal institutions to collect revenue—for example, the Roman gens |
(see chapter 4) —makes coercion unnecessary; no one can hide. Withhold- }
ing taxes on income achieves the same end in a large polity. The affected §
taxpayers have no means of evading and avoiding payroll taxes. :

Monitoring is not always effective or cost-effective, however. For exam- |
ple, seventeenth- and eighteenth-century Britain was plagued by smugglers ]
escaping customs and other taxes. The excise tax, on the other hand, was a _ﬁ_
model of effective monitoring—but at a very high price in surveillance of -
the excisemen (see chapter 6}. 1

To lower, let alone prevent, tax evasion and avoidance, rulers seek
cheaper and improved means for obtaining tax compliance. Government |
officials, past and present, have searched for alternative means of promot-
ing compliance,

IDEOLOGICAL COMPLIANCE

4 A review of the best of the literature makes clear the difficulties with its use and
defnition. For example, Wilson (1973) and Moe (1980) are convincing in their argument
that purposive incentives motivate some individuals, but they fail to offer observable
messures of when and in what amounts such incentives exist. Hechter (1987, esp. chap, 2
and in his discussion of socialization theory in chap. 4) offers a useful critical perspective on
the reliance on norms in social science explanations.

1 Ullman-Margalit (1977) makes an interesting, if not wholly successful, artempt to
gonceptualize norms from games. See the critique by Hardin (1980). Axelrod (1984} offers
some insights. Hardin {forthcoming) and Coleman (forthcoming) promise progress.

* North {1985, 394) explicitly states that he is “not concerned here with ideology when
it merely justifies self-interested behavior” (my emphasis), Hawever, the fact that many
people may be doubly motivated by self-interest and by ideology makes that "merely” quite
an importanr caregory for investigation.

Coercion induces compliance out of motivations of self-interest. How-
ever, individuals do sometimes act out of a strongly held normative or
ideological conviction. Certainly, some proportion of behavior is nonra-
tional, irrational, or imperfectly rational, or can be accounted for only by
extrarational motivations. Such behavior is outside the model of rational
choice. Nonetheless, ideologically motivated compliance is one important
source of variation in compliance.3

? Discussions with Lee Alston helped me considerably in my formulation of ideological
compliance.
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tion in favor of a welfare state is at least part of the story of some
contemporary compliance with taxation.

Rulers can promote institutions and structures that make compliance |
relatively cheap. Moreover, they can—and do—invest in rituals, symbols, |
and propaganda meant to encourage compliance. The problem ana- |
lytically is to determine how much of the variance in compliance is due to §
ideology as opposed to positive inducements or the effectiveness of moni- |
toring and coercion. From a ruler’s point of view, however, promoting
ideology may reduce the costs of enforcement. Certainly, rulers throughout

history have believed that it does.

North’s framework raises the question of the extent to which rulers can .
construct or take advantage of institutions that make it cheap for taxpayers
to comply out of public-spiritedness or normative conviction. It is a tricky
problem, for not complying can put more money in one’s pocket while !
compliance most certainly takes it out. What kinds of institutions promote !
compliance is the subject of the next section. Here my concern is with the §

fact that ideology exists.

In the area of taxation, ideology affects compliance by defining existing
norms of fairness. Rulers may try to socialize the population or mold the §
conception of fairness or justice to fit their policies. The factors affecting a
ruler’s ability to promote a particular ideology is beyond the scope of my
text, | argue below that it is possible to model how the failure of rulers to live
up to the prevailing norms of fairness undermines compliance. However, I |

am offering no theory on the emergence or transformation of the norms

that underlie an existing tax contract. I attempt to specify the role ideology |
plays in the explanation of compliance, but I am not attempting to explain

the source and content of the ideology itself.

QUASIE-VOLUNTARY COMPLIANCE

One way that rulers can reduce the costs of enforcement is to create or |

encourage sithations where taxpayers engage in quasi-voluntary com-
pliance. It is voluntary because taxpayers choose to pay. It is guasi-voluntary

because the noncompliant are subject to coercion—if they are caught. The j

fact that compliance is not only a matter of principle distinguishes quasi-
voluntary compliance from ideological compliance. Taxpayers make a

calculated decision based on the behavior of others. Nor is quasi-voluntary 1

compliance purely self-interested behavior. It cannot be accounted for
solely by coercion and only rarely by positive selective incentives.
Quasi-voluntary compliance will occur only when taxpayers have confi-

Jince that (1) rulers will keep their bargains and (2) the other constituents
il keep theirs. Taxpayers are strategic actors who will cooperate only
when they can expect others to cooperate as well. The compliance of each

"Opends on the compliance of the others. No one prefers to be a “sucker.”

Quasi-voluntary compliance requires rulers to behave like political

. gntreprencurs (Frohlich, Oppenheimer, and Young 1971; Popkin 1979,
1 jlp. 259-66). To create and maintain quasi-voluntary compliance, rulers
F march for noncoercive strategies that produce a high level of constituent
i svoperation. They must create confidence in their credibility and their
2 Clplcity to deliver promised returns for taxes. They must convince tax-
t Payers that taxpayer contributions make a difference in producing the
i denired goods. They must coordinate the actiors of taxpayers so that each
: purceives others daing their share, too.

! argue that rulers can increase compliance by demonstrating that the

B tax systemn is fair, A perception of exploitation—that is, an unfair con-
E jract —promotes noncompliance. Presumably, those who are “expioited”
e will resist paying if they can. Gains from trade and exploitation are not
E mutually exclusive, of course.” However, if individuals are not getting the
L gaina they bargained for or if they feel they are being “suckers,” they will ery
' 10 withdraw from the contract.® Favoritism toward special interest groups,

programs that they disapprove of, declining return for their taxes, the
fuilure of some to comply can all violate taxpayers’ norms of fairness. The

t gonscquence will be a decrease in quasi-voluntary compliance.

Dissatisfaction with the contract will have only a slight initial tmpact on

eempliance, especially among those whose only motivation for compliance
{# coercion. However, as dissatisfaction increases, more people will con-

7 Roemer’s theory of exploitation {1982) as an unfair contract hinges on such a
distinction. Also see North and Thomas {1973), who make this point in relation to feudal
:l'ungements, and North (1981, 50). Brenner’s (1982, 76-84) description of the deals

tween French peasants and kings in the sixteenth century demonstrates historically thar
p#ins from trade can exist side by side with exploitation.

® Although taxation is a common enough historical rationale for rebellion, passivity is a
Mbre common response to taxation, even among those who would count as the most
wuploited — by any definition. Moore (1978, 455-57) recognizes this when he discusses
paploitation as nonreciprocity that can exist even when people do not react to it. Moreover,

sople vary in their ability to resist. The same group can fluctuate over time, developing,
tiing, and then rediscovering its capacity to fight back (Shorter and Tilly 1974; McCarthy
and Zald 1977; Levi and Hechter 1985, Scott 1985). Qurright rebellion reficers improve-
Mments in the rebels” organizational capacity as often as it reflects changed relationships
Between rulers and ruled. However, resistance can take forms other than ourright rebellion;
for example, it can take the form of high productivity, individualistic tax avoidance, or even
free riding. What causes resistance, I argue, is not only the recognition of exploitation but
ahwy, and more important, the ability to act. Resistance is as likely — indeed more likely —to
gome from those with resources as from these withour,
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Jatly to the complex and »-person situations I am investigaring. Rather, [
B identifying empirical versions of mechanisms that game theorists have
sted are effective for resolving problems of conflict, coordination, or
peration. In particular, I argue that rulers try to establish or take
vantage of institutions that transform problems of zero-sum conflict into
atters in which individuals are best off when there is coordination or
EMutual cooperation.
I Collective action generally has the structure of an #-person prisoner’s
‘Illmma {Hardin 1971, 1982). The returns from individual defection
E jre higher than the returns from mutual cooperation. For Player X
-‘whune choices are on the left}, the payoffs in a game with Player Y (on the
‘Hght) are:

sider noncompliance. As people break the law and get away with it, more
people are likely to begin to break the law. Becker (1968), Stigler (1970),
and Posner (1981) claim that government tries to find an efficient level off
enforcement that suffices to deter most offenders while keeping costs down, 1
In these models individuals use marginal utility analysis to calculate the
expected net utility of committing a punishable offense. If, as Becker,
Stigler, and Posner claim, effective coercion rests on a sufficient -supply of |
deterrence to dissuade those considering lawbreaking, the coercive appa-}
ratus may be inadequate to deal with sharp shifts in noncompliance. Inj
other words, quasi-voluntary compliance bolsters mechanisms of monitor§
ing and enforcement. For that reason, if for no other, it is in the interest of ]
tulers to act consistently with prevailing norms of fairness.

Quasi-voluntary compliance rests on the effectiveness of sanctions when§

enough constituents are already cooperating. Rulers can then focus scarce ] XY
resources on those constituents most likely to be noncompliant, Most ] 1. DC
rulers calculate that the marginal cost of universal enforcement is too high, } 2. CC
Most are willing to tolerate imperfect enforcement as long as they can} 3. DD
ensure that there is relatively general compliance, which, I argue, requires 4 CD

quasi-voluntary compliance. 1

Quasi-voluntary compliance can work with or as an alternative to ruler-
provided coercion. Those engaging in quasi-voluntary compliance are |
complying not out of fear of punishment; they are not being deterred in the
Becker-Stigler-Posner sense. Indeed, in many instances they are choosing |
not to free-ride in situations where they are fairly certain of escaping ]
detection. The decision to comply quasi-voluntarily has a normative root
in that the compliant would prefer to promote the social good the tax ]
bargain represents. But the decision also has a strong element of rational j
calculation. The importance of deterrence is that it persuades taxpayers ]
that others are being compelled to pay their share. 1

Quasi-voluntary compliance is one aspect of what is generally labeled
legitimacy. However, my formulation permits me to separate analytically
(although not always empirically) the elements of legitimacy that rest on }
strategic calculations and gains from trade and those that rest solely on |
ideology, that is, norms and beliefs. Quasi-voluntary compliance can de- |
cline even if the ideological views of taxpayers stay constant. What changes
is the bargain or the perception of the bargain rather than ideas about what
a good or fair contract is. '

My conceptualization of quasi-voluntary compliance is consistent with }
the logic of game theory and the logic of collective action. I am neither |
engaging in game theory here nor arguing that the game theoretic applies

' Where C = cooperation and D = defection; and where 1 is the highest and
- # the lowest payoff,

[ This s the collective action problem as posed by Olson (1965). It is also
 the Hobbesian world. In a one-play prisoners dilemma, the dominant
b Wrategy is defection. The outcome is payoff 3. Individual rational action
E leads o both an individually suboptimal and a Pareto inferior outcome.
Rach defects, and everyone is worse off.

‘lax payment to produce collective goods is, at least initially, a collective
E action problem. Individuals will always calculate whether they are better
E off complying or not complying. In many instances the dominant strategy
E {9 to avoid or evade payment even if the best social outcome is universal
] payment. Thus, rulers will try to alter individual calculations by changing
 the costs and benefits or the nature of the game.

. MANIPULATING GAINS FROM TRADE AND
f TME NATURE OF THE COLLECTIVE GOOD

Revenue extraction represents an exchange with the rulers by those
people who have some say in establishing its terms: citizens in ancient
Roune, lords and nobles in medieval Europe, voters (through representative
Institutions) in modern democracies. Exchange requires gains from trade,
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and gains from trade are the prerequisites of quasi-voluntary compliance.
Unless there is a material benefit, the question of compliance becomes

moot. But gains from trade are not the cause of quasi-voluntary com- 4

pliance. Their very existence, particularly in the form of collective goods, is
what makes the free-rider problem a dilemma.

Rulers offer constituents private as well as collective goods. In some
cases this may be a direct exchange, in which free riding is not an issue. The
sale of offices for revenue is an example. Protection rents are another,
However, there are also many instances where one group pays while
another benefits. This is a common complaint about the tax systems of all
the advanced industrial democracies. It was also the concern of nobles
whose monarchs could not tax the church and of colonials who watched
their countries drained of resources to support a luxurious lifestyle in the
imperial center. When those who do pay feel exploited —that is, feel they
are in an unfair contract — they are less likely to comply quasi-voluntarily,
Underlying quasi-voluntary compliance are norms of fairness as well as
marerial benefits.

The potential for free riding is obvious when rulers offer collective goods
in return for taxes. The most common collective goods are protection from

internal and external enemies and the administration of justice, both of

which presume the institution of property rights. However, these are the
minimum z state provides, Even Adam Smith admitted that “the invisibie

hand” mighr leave some important areas of social life untended. In conse- 1

quence, he argued, government would have to provide military defense, the
administration of justice, and certain public works and institutions that no
individual would have an incentive to fund (Smith [1776]1 1937, 653-768).

It is to the advantage of most rulers to offer positively valued goods as
well as sanctions that taxpayers wish to avoid. Frohlich and Oppenheimer
{1974, 59) conclude a highly formal analysis of taxation policy, “Even
when the taxer is only interested in maximizing the profit of a tax opera-
tion, they will not specialize in either coercion or the supply of positively
valued goods. They will supply some mixture of the two for each level of
expenditure.” Rulers will seek the “optimal mix” of threats and offers. It
turns out that the kinds of positive goods provided, and the amounts
provided, also affect quasi-voluntary compliance. Groves and Ledyard
(1977) have demonstrated mathematically that the proper mix of collective
goods reduces free riding.

Without a perceived benefit, there is absolutely no reason for a rational
actor even to consider assuming the costs of taxation. Whar, the threat of
war, depressions, wide-scale poverty, and natural disaster are among those

Wiy Wity L

Mnu that demand cooperative behavior. Throughout history rulers have
P wsed or even manufactured such events as a way to raise additional reve-
L nuen— although, as we shall see in chapter 5, monarchs who regularly
E poned war threats that came to nothing found it increasingly difficult to

gonvince revenue-paying constituents of their veracity or need. A more
¢ommon theme in contemporary politics is the promise of economic
improvement throq/g'h expensive and expansionary programs. The deterio-
ration of public school systems, the increase in crime and the breakdown in
mervices despite major social programs, and, perhaps most important, the
failiire of Keynesian programs to prevent recession fueled the flames of tax
revolts.

The existence of positive benefits increases the probability that taxpayers
will comply quasi-voluntarily, without direct coercion. However, as long as
the benefits are collective goods, they are more likely to produce than to
solve free-rider problems.

There are some exceptions to this rule. The nature of the collective good
muy affect the level of quasi-voluntary compliance. The prisoner’s dilemma
Aows most clearly from collective goads that can be modeled with a linear
production function; that is, each contribution produces more of the good.
Following Schelling’s {(1973) typclogy of binary choices with externalities,
Frohlich and his colleagues {19735) demonstrate that strategic individuals
may develop contingent, as opposed to dominant, strategies when the
tollective goods have either S-shaped or step production functions. What
gach does depends on what others do.

Protection in a small polity often has an S-shaped function (Emerson
1983, esp. 430-33). A contribution to a little protection is a waste of the
vontribution. A contribution to the “right” amount of protection can make
ull the difference in the world. If there is “enough™ protection, contribution
once again makes no difference.

Lumpy goods are represented by step functions (and are often called
mep goods). They require a certain level of contribution before any of the
good is produced — for example, before a bridge is built or a polluted lake
cleaned. In these cases taxpayers calculate that they receive a greater payoff
from contributing than from defecting, if they are certain that others will
also contribute. There is some question about whether the prisoner’s
dilemma characterizes the pravision of lumpy goods,® but lumpy goods
certainly affect individual strategy. For example, Hirschman’s description

* Hardin (1982, 55-61) thinks that it can, but he admits chat the application is not
simple. On the other hand, Taylor and Ward (1982) think that many lumpy goods are best
represented as chicken rather than prisoner’s dilemma games.




of public education (1970, 45-52) exemplifies a lumpy collective good that |
rests on the contributions of a critical number. Once too many exit, decline |
will set in. It must be noted, however, that education, the environment, and |
other collective goods whose quality can be improved with increased
contributions are lumpy goods with sloping risers, They have a linear ]
production function after the initial production threshold is crossed. Thus, §
once minimum production is achieved, they may again take on the form of ;

the prisoner’s dilemma (cf. Hardin 1982, 59).

For many taxpaying is a binary choice: to pay or not to pay. Further-

more, it is a choice with externalities, for one’s decision affects the amount

of collective goods that are available to others—and, even, whether the !
good will be provided at all. Where there is a binary choice with exter- ]

nalities, the decision of whether to contribute may hinge on whether the

good is lumpy or continuous, whether one values the good enough to pay |
for it aneself individually or as part of a coalition, and how many others are

contributing.

There is one sort of lumpy good that clearly provokes contributions.
Indeed, it poses no free-rider problems, Ali contribute, and the good is §
provided. If some do not contribute, the good will not come into being. .
Such a case is Hirshleifer’s (1983, 371) mythical island where Roods will ]
wipe out everyone if even one property owner—and even the smallest j
landowner has access to the sea—does not build an adequate dike. Such
collective goods have the structure of an assurance game (Taylor and Ward -

1982, 353-54). Its payoffs to Player X (left-hand column) against Player Y
(right-hand column) are as follows:

XYy
cC
D,C
D.D
C,D

where C = cooperation and D = defection; and where the highest payoff is
to 1 and the lowest to 4,

This is a game with two equilibria and no dominant strategy. Each will
cooperate with the “assurance” that others will also cooperate, and each
will defect in the absence of such assurance {see discussions in Elster 1979,
20ff. and 146; Elster 1983b, 29; Sen 1967).

In the prisoner’s dilemma, the highest payoff is for individual defection
as long as others cooperate. In the assurance game, it is for mutual

Poperation. Assurance games most clearly apply to disasters that can be
vented only with reciprocity practices. There will be no protection

nless everyone contributes. Each has an effective veto aver the provision of
F the good. Each perceives herself as making a difference, as being the “weak
E link” who can make or break the chain.

The socially optimal provision of the good is more likely to occur in this

E gituntion than where the situation resembles a prisoners dilemma.2? Be-
F gaunc it is an assurance game, disasters provoke heroism and self-sacrifice.
. However, the effective veto of the “weak link™ also raises the possibility of

Blisckmuil.’t One person can hold all the others up for ransom. The only

E:mectinn against possible blackmail is a situation where the marginal

nefits of a ransom would be less than the marginal benefits of coopera-

- tlun. Either the potential blackmailer will lose too much should the ploy
- [l or depends too heavily on the future cooperation of the other players.

‘The achievement of mutual cooperation in an assurance game situation

¥ #twquires perfect information. Perfect information is possible only if it “is
8 supplied from the outside {e.g. by the rulers acting as a coordinator) or if
-~ the community is sufficiently small and stable so that everyone can really
L guime to know everyone else” (Elster 1979, 22). Infarmation and coordina-

Hon can also affect the outcome in large-number prisoner’s dilemmas
{Frohlich and Oppenheimer 1970, 119). If taxpayers sufficiently value the
¢ollective goods whose provisions are made possible, they may want to
consider paying rulers for their services as coordinators. Certainly, rulers
tend to claim coordination as an important task that justifies a charge
heyond the cost of the collective goods.

It is not always clear how assurance games are established, nor are there
abwious collective goods whose creation and maintenance depend on the
contribution of all, or even most, of the population in large polities.
Nonetheless, this brief excursus on assurance games highlights both the
Important entrepreneurial role of the rulers and the contingent calculations
of taxpayers. These factors, I argue, affect taxpayers’ behavior even when
they arc not players in an assurance game.

Assuming that taxpavers seek the goods and services for which taxes are
being collected, the payment of taxes often has the structure of a prisoner’s
dilemma, in which the payoff from defection is higher than the payoff from
payment, Rulers can alter this calculation by manipulating the nature of the
tollective goods so that an individual’s strategy becomes contingent on

0 See Hirshleifers (1983) discussion of the “weakest-link social composition function”
an opposed to either the “best-shot” or the “summation.”
tt Philip Hoffman raised this point,
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what others do. In the process, rulers may have changed the game from one ; commitment  Precommitment is a device for ensuring that individ

of exchange (or cooperation) to one of coordination. Rulers coordinate]} N Iclrry ot decisions in the future that were agrt;ed to at an c'earhtif‘ time,
taxpayers to assure them that others are also contributing, Rulers also‘ Pt they will not succumb to “weakness of wnl]..” It provides “causal
coordinate sanctions. Indeed, they may need relatively few sanctions if they" Baachinery that will add force to your inner resolution” (El_ster 1979, 37).
use them effectively, so that each individual calculates the likelihood of pmmitment involves a choice by the actor to submit to rules and

. , . . . . ] i i i - i iousl
punishment to be high. One basis of ruler power lies in such coordination,, pnishments that make it impossible to act otherwise than previously

particularly in the absence of organized protest.!2 5 pmmitted (Elster 1979, esp. 37-47). ‘

Even so, some taxpayers will not benefit at all, and others will alway. Nncq _;glch', like other individuals, will be tempted to us_e tax money for
prefer to free-ride. For these people direct coercion is the sole cause of napecified, often personal, purposes, rulers precommit themselves‘. to
compliance, To ensure their cooperation is clearly a prisoner’s dilemm ' d it as contracted. In modern democracies presidents and prime
problem. 3 jinisters submit budgets, to which they are then bound. The rulers have

Quasi-voluntary compliance affects those who desire a collective good 8 "right to be sued” (Schelling 1960, 43; Hardin 1982, 211-13). They
enough to consider paying. These are the individuals who have ideological '_ themselves in a position to be sanctioned-—.or at ie.ast legally aqd
motivations for complying, that is, who believe the revenue production blicly rebuffed —if they overstep the prec_ommlttcd limits. Precommit-
bargain is fair. Their cooperation is more a coordination than a prisone hent by the rulers can also involve abdication from power {Elster 1979,

dilemma problem. With coordination rulers can increase the likelihood g s , 89-103). For example, .Renaissance kings legally bound themselves to
compliance by those with a “taste™ for compliance. The argument here if IR for taxes only for certain purposes. The_ result qf these p_artlally sle.lf-
that such taxpayers will comply quasi-voluntarily only as long as they ard paedd restraints on their power is, in principle, an increase in the ability
confident that others are also contributing and only as long as they ard B aulers to collect the taxes they do impose.

relatively certain that the good will be provided once paid for. Thus, theil§ i A further precommitment strategy is for rulers to make themselves the

quasi-voluntary compliance requires assurance not only about other ta ;3 dual claimants. They behave like self-policing entrepreneurs {B.ar'zel
payers but also about the actual delivery of the perceived benefit. Befo .H)- ‘I'he rulers bear the major and, often, the initial costs of providing
rulers can coordinate the expectations of cooperation, they must firs§ I good or service and are the residual claimants of any surplus from the
become credible in regard to their own commitments. I shall take up th l Jirges for its creation, maintenance, or use. Thus, rulers have a double

question next. A entive to come through on their promises. Entrepreneurs in general
Bekin 1979, 263) and rulers in particular are demonstrably likely to

t the start-up costs of the construction of silos, dikes, public buildings,

GAINING CREDIBILITY ;‘ i other public works, as well as the costs of providing protection and
IMinistration. Alternatively, rulers can make “credible commitments”
f#tanding to lose valuable resources if they renege, by forfeiting “hos-
B#," cither literally or figuratively.!3 The result of such strategies is an in-

The first task of predatory rulers in their efforts to create or maintaig
quasi-voluntary compliance is to provide reassurance that they will deli

the promised goods and services.l Taxpayers will not .voluntarily pay taxes } #¢ In ruler credibility and, presumably, an increase in quasi-voluntary
they expect to be duped by their rulers. Precommitment strategies are & Y pliance

principal means by which rulers provide this assurance, especially in lar_‘ 2%

: k When rulers are clearly the principals, as were many traditional mon-
polities, Conditional cooperation can also be effective, especially in smalf 8, they will design precommitment mechanisms that maximize their
polities or for small groups within a larger polity.

: ue In two ways. First, reassured by “credible commitments,” constitu-
1

12 In a recent paper, Hardin (forthcoming, p. 6} states, “The gunman theory might welf§ : ) . cturi
be cailed the coordination theory of state power. It depends on coordination at the leve] o ‘ Noe Willlun’enop {1983; 1985, ChﬁPS-\;_—S‘J an ‘hf] ‘1:5‘:;;‘1’;::%1?“‘: :;rt?;t:;;nii
governmens and on lack of coordination at the level of any potential popular Opposition, ] enAtives in the prmclpal-:‘gegr relations ‘lp&'l i l;‘?;ns\i'?]icc}? R aBn e
The state need nor compel everyone ar gunpoint, it need merely make it virtually ing B OF Many ways around the prisoners dilemma, : '
everyone’s clear interest to comply with the law.” ] am.
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Conditional cooperation presumes sanctions that are neither centraily
F soordinated nor centrally provided. Within a group of people who share
L pome common beliefs and norms and have multifaceted and reciprocal
E relationships, each person will cooperate only as long as others do. Condi-
E tional cooperation depends on the establishment of institutions in which
b the players not only engage in repeat transactions but actually perceive that
 they are engaging in fepeat transactions with other actors. For conditional
- guoperation to be viable, each actor must have confidence that the others
are indeed cooperating.

These factors enhance “common knowledge” {Schofield 1985) about the

i past behavior and preferences of the relevant actors and permit incelligent
§ guenses about future behavior. A monarch with a reputation for reneging
. will have a harder time getting nobles to pay taxes quasi-voluntarily than
i will 2 monarch with a reputation for keeping bargains.
k. Some historical parliaments were institutions that made condirional
L gnoperation viable (see chapter 5). Parliamentary procedures tend to reveal
: both rulers’ and members’ preferences, and they can provide a forum for
E pepcat transactions. Parliaments have evolved in all constitutional democ-
E pacies as institutions that help keep rulers to their bargains. They also are
. important in ensuring that all the constituents who have agreed to comply
~ {or are bound by the agrecment to comply) actually come through. Mem-
- bers of parliament must continually meet each other again. In the Renais-
b mance they depended on each other for defense and “good” (read profitable)
E murriages. In modern times they depend on each other for support of
: legislation, especially pork barreling and logrolling.

Conditional cooperation requires public discussion and public actions
£ frenn time to time. The contributor then acquires and reacquires knowl-
L gulge of both the current terms of the contract and the behavior of others.
b Parliaments fill this role neatly.!s
b However, not all parliaments —historically or contemporaneously —
| promote conditional cooperation. Milirary dictators and other rulers who
' monopolize most of the significant bargaining resources can bend parlia-
ments to their wills. The consequence may be compliance, but it is hardly
~ woluntary. It rests straightforwardly on coercion. On the other hand, the
. gatablishment of institutions that link potential contributors rather than
hep thern atomized can pose dangers to a ruler. The other side of com-
phiance is defection, individual and collective. Should rulers break their

i T

ents are presumably more willing to pay without direct coercion, thus
minimizing ruler costs. Second, rulers will ensure that they receive signifi-
cant rewards for fronting the necessary revenue or coordinating the neces- ‘
sary effort. .‘

Rulers are sometimes the agents of constituents, however. This is argu- §
ably the case in contemporary democracies. The agent-rulers will still :
engage in precommitment that reassures their principal(s) yet maximizes §
their benefits. For example, a prime minister will threaten to resign if he §
does not receive parliamentary support on cherished legislation. On the §
other hand, the principal(s) will be trying to design incentives that provoke )
the best effort by the agent-rulers on behalf of the principals. The major ‘:
problem is uncertainty about the future and lack of information about the 3
extent of the actual effort, let alone what would constitute a “best effort.”
Periodic elections represent one such attempt to subject rulers to reevalua- §
tions that are meant to induce high performance. :

Conditional Cooperation Between Rulers and Constituents  Rulers also §
can achieve credibility by promoting conditional cooperation between §
themselves and constituents. The decision by constituents to comply quasi-“_
voluntarily is reversible, Tax payment is an ongoing contractual rela-}
tionship in which the decision to comply is continually being made and {
remade. Taylor (11976) 1987), Hardin {1982), and Axelrod (1984),"
among others, have shown that with iteration defection may no longer be
the dominant strategy. What each individual does becomes contingent on
what others do.1* Moreover, if players have sufficiently low discount rates
so that they care about future payoffs, the benefits of cooperation can j
outweigh the costs of defection. It then becomes rational to engage in a tit- §
for-tat strategy. The result is the evolution of “contract by convention”
(Hardin 1982, chaps. 9-12)—that is, a tacit agreement to comply—or
conditional cooperation {Taylor [1976] 1987, passim), in which one mdi- '
viduals compliance is conditional on the compliance. of others. 1

Both contract by convention and conditional cooperation depend on the §
acquisition of information, although not necessarily perfect information, }
about the other players and on sanctions imposed by players on each other, |
A capacity to monitor is crucial (Hechter 1987), Repeat transactions ]
provide such sanctions and information and enhance monitoring. These
transactions can occur in the reciprocal relations of a community (Taylor |
1982, esp. 25-38 and 91-94), the overlapping memberships of a larger |

olity (Hardin 1982, esp. chap. 11), or repeat market transactions. . .
pohty ( » 5P P ) p 1Y My analysis of the development of institutions within the state bears some similarities

14 This was Frohlich and Oppenheimer's point in their 1970 critique of Olson. v Keohane's (1984) analysis of international institutions and regimes.
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ditional Cooperation Among Constituents  Historically, rulers have
pomoted communal institutions as a means of administering a polity
directly and with low cost. This in effect creates conditional cooperation
mong the members of the community, who then produce social order or
¢ gnforce a policy among themselves.
b A modern example that has little to do with revenue production but
q gverything to do with promoting conformity, encouraging self-sacrifice,
 and enforcing discipline is the institution of the Committees for the Defense
F uf the Revolution (CDRs) in Cuba. ¢ Developed during the Bay of Pigs, the
E  CDRs were organized as local military units. Each neighborhood had its
~ @wn CDR, and everyone in the neighborhood belonged. By 1974 the
members of the CDRs were supervising each other’s behavior; that is, they
aaw to it that everyone kept to the rationing and other rules. The CDRs also
were organizations for discussing any proposed new laws. This feature
snabled people to voice objections, which would then be carried through
the organizational network to the center. It also ensured that everyone
understood the provisions of the laws and could monitor each other’s
behavior. Compliance became quasi-voluntary in that state coercion and
monitoring were seldom needed.
Relatively small units have similarly benefited historical revenue collec-
tion. The gens, tribes, and centuries, connected by family and ethnic ties,
were responsible for the collection of certain revenues in the Roman Re-
public {see chapter 4). The manor was the locus of revenue production
during the medieval period. Root (1987) provides an account of the resur-
rection and use of communal institutions to collect taxes for the king in
ancien régime France. Such arrangements lower the transaction costs of
measurement and monitoring by creating or maintaining small groups. If
the groups are small enough and their members have overlapping activities,
they may promote conditional cooperation.
The state can use such groups to its advantage. Olson’s federal solution is
one in which the central government provides sufficient incentives to its
constituent units so that they mobilize the individuals in the smaller group
to contribute to the provision of collective goeds (Olson 1965, 62-63}. In
other instances the state, an encompassing organization, may “piggyback”
its aims on extant and more narrowly focused organizations (see Hardin
1982, 43-44).
In the cases cited, the constituents monitor and enforce policies among

pacts, they face already organized resistance. Parliaments are both bul- j
warks for legitimacy and hotbeds of rebellion, a seemingly contradictory 1
but nonetheless logical conclusion.

ENHANCING EXPECTATIONS OF
COOQPERATION

Quasi-voluntary compliance requires taxpayer confidence that other
taxpayers will keep their side of the bargain with the rulers, that is, pay their /
taxes. [ have already argued that conditional cooperation among parlia- '
mentary members provides one device for promoting and monitoring the §
compliance of others. Rulers can also enhance the expectation of taxpayer
compliance through the use of selective incentives, the promotion of condi- |
tional cooperation through communatl responsibility for taxes, and more |
general coordination.

Selective Incentives  The most straightforward way for rulers to provide
assurances that others are paying is to get them to pay. The Olsonian
solutions to noncompliance are, of course, side payments, other selective
inducements, and coercion.

Side payments in the case of taxes generally go to already privileged
groups. The relationship between mobile assets and bargaining power
{(Bates and Lien 1985) has already been noted. Contemporary corpora-
tions may threaten to leave one state for another if their taxes are not kept
low. A monarch might offer a position in the court in exchange for tax
compliance. Merchants and industrialists engage in rent-seeking behavior
that wins them protective tariffs. These and other examples suggest that
side payments are most effective for appeasing those with significant bar-
gaining resources— especially those constituents from whom it is better to
get some tax than no tax. Relative bargaining power can determine the
kinds of tax reductions, cutbacks, extra services, or other concessions a
constituent receives. It is difficult to imagine cases where rulers use positive
inducements to obtain quasi-voluntary compliance with tax payment
among ordinary citizens.

The fear of coercion obviously increases compliance. Auditing and
other monitoring devices that increase the probability of being caught
make the threat of sanctions more effective. However, if coercion is straight-
forwardly the reason people pay their taxes, then they are simply comply-
ing. Quasi-voluntary compliance is not at issue.

t6 This discussion of the CDRs, organizations built around where peaple live, is based
on my own observations in Cuba in 1974, Taylor (1982, 125-26) discusses moral incen-
tives, a similar policy in Cuba.




themselves. They control each other, not the rulers. The use of a hier

archical federation of gens, villages, or even states and provinces as a device
for overcoming the collective action problems of revenue production
evolved in response to complex problems of monitoring and control in
relatively primitive technological and political economic conditions. As

central governments develop sophisticated techniques that enable them to |

control and monitor individuals more easily, the device of federation is

superseded.!” Decentralization occurs frequently enough, but few de- |
centralized units gualify in size as small groups where there is regular face- |

to-face interaction and a strong sense of mutual interdependence. Where
decentralization is established as a means to reduce free riding, my argu-

ment implics that alternarive forms of control and monitoring are to !

costly.
Nonetheless, rulers can use one of the principles that underlies condi-

tional cooperation —namely, the necessity of a low discount rate—to their
advantage. The discount rate will vary with the kinds of collective goods |

taxes are meant to pay for. War encourages people to exploit resources in
the present; otherwise, there will be no furure about which to be concerned.
Education encourages long-term planning among people with children or
among employers who benefit from the skills an education imparts. Na-
tional parks are not everyones idea of recreation but are priority for
protection by those people who highly value the preservation of a natural

environment as their playground. Despite all the differences among people

and among goods, it is possible to imagine, nonetheless, that many tax-
payers will have a low discount rate relative to at least some bundie of goods
their taxes are meant to cover.

This suggests that rulers who want to promote quasi-voluntary com-
pliance should offer collective goods that take time ro provide and thar their
constituents are likely to continue to value over time. Rulers who rely on
wars as the primary means to gain consent to taxation often find themselves
in serious fiscal difficulties once the war is over. Urban development,
industrial planning, and competition to produce superior weaponry are
more likely (but hardly certain) to promote continuing quasi-voluntary
compliance.

Coordinationand Loyalty ~ Another means available to rulers for promot-
ing quasi-voluntary compliance is to coordinate the populace by providing
information and assurances that others are in fact cooperating. Most

17 ] thank Russell Hardin for this observation.

portant, rulers must coordinate sanctions in such a way that the poten-

ﬂl“y compliant are convinced the sanctions can and will be directed at
E gthers.'? Even when people prefer to pay, they still require assurances that
¥ others also are paying. Otherwise, they will feel like “dupes™ and “suckers”

who must reconsider their own willingness to contribute. Thus, rulers
Invest in deterrence that constituents perceive as directed toward others.

In addition, rulers spread the knowledge that noncompliant individuals
are being punished. Specifically, they publicize accounts of high levels of

e gumpliance and quash publicity about cutbreaks of evasion and avoidance.
“They also make speedy, effective, and, again, public reprisals against tax

tebellions and resistance.

%rt of the purpose of ruler coordimation is to promote loyalty to the
regime. By clarifying their role in producing and promoting contributions
tv valued collective goods, rulers enhance their own value to the taxpayers.
Rulers are most successful at such self-promotion when there is uncertainty
that enough people will contribute ta make provision of the collective good
viable. When there is certainty, the rulers receive little credit for achieve-
ment. Only in conditions of uncertainty will their role receive the kind of
appreciation that promotes loyalty and what Emerson (1983, 433-37)
lubels “authority-validating coalitions.” The “function of loyalty,” as
Hirschman {1970, chap. 7) points out, is to maintain a level of compliance
and contribution when noncompliance becomes most attractive —that is,
in the face of competition, deteriorating collective goods, or exit by oth-
ers.!? Loyalty, as defined here, contributes to quasi-voluntary compliance
and results from the coordinated and contingent contributions of taxpayers
to valued goods. kt is a strategic decision based on the calculation of costs
und benefits.

CONCLUSION

Untess they are coerced, induced, or otherwise motivated to pay, constit-
vents will minimize their tax payments or, should the circumstances per-
mit, try to get out of paying them altogether. My claim here is that some of
the variation in compliance is accounted for by the extent to which, given a
belief that they are benefiting from the tax contract, taxpayers are assured
that both other taxpayers and the rulers will live up to the contract. If the

18 This is one of Emerson’s {1983) important insights in his discussion of state forma-
uon in Baltistan.

1% Frohlich and Oppenheimer {1974, 53-56 and 60) offer an interesting formal analysis
of the “loyalty function.”
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terms of the contract shift without the consent of the taxpayers or if} ¥ warking conditions, the kinds of incentives Przeworski (1985a, chap.
taxpayers can negotiate a better bargain, noncompliance should increase, discusses in his elaboration of consent in advanced capitalism. They

If there begins to be evidence that rulers are not delivering promised good# Mlude the sanctions, incentives, and reciprocity practices that produce
and services or that others are not paying their share, defection should einl order and conditional cooperation without central state- or ruler-
increase. 3 posed coercion (see, for example, Taylor 1982). Laiten’s description

The argument is often made that rulers or government can reduce the! l98S) of the resurrection of tribes and tribal authorities by the English
transaction costs of enforcing a contract by an “ideclogy” in which peoplef Pelonial authorities is a nice case in point.
are duped into believing that it 1s in their interest to comply; by concerted « There are, of course, other definitions that share with this one a pri-
“socialization” of people into feeling a responsibility to comply; or byl ) arily matcrial, as opposed to normative, basis, One of the most common,
“legitimization” of a policy, so that it appears to be offering what peop 5 od from Weber, is that what is legitimate is what it is legal for rulers to
expect is their due. The terms ideology, socialization, and legitimization havél X Legitﬁnacy then becomes a resource of rulers.2? The focus tends to be
come to mean almost as many things as the people writing about them, butf M what attributes rulers possess and manipulate rather than on how the
the definitions usually include a strong dose of what Marxists call “falsel ulers Aind or manufacture the appropriate means to achieve consent.
consciousness” or what rational choice theorists might label irrational T minimize the costs of enforcement and to maximize the output that
behavior. It is uncontestable that people sometimes act contrary to theifd M be taxed, rulers have to create quasi-voluntary compliance. Quasi-
own Interests, but my claim is that people generaily understand theie} untiry comphiance rests on reciprocity. It is a contingent strategy in
situation.?? They either have no choice, or there are incentives to compl Bwhich individual taxpayers are more likely to cooperate if they have reason- _
One of the incentives may be ideological, that is, a taste for compliance @ble cxpectations that both the rulers and other taxpayers will also cooper-
with a fair contract. However, without assurances that the contract ig B, The key lies in what rulers and other government officials do to create
mdeed fair, compliance will decline. 4 iutual expectations of tax payment. They mighe establish institutions that

By conceptualizing quasi-voluntary compliance as a rational act respon-_; -’I’lmmtc conditional cooperation or contract by convention. They might
sive to certain specified factors, I have attempted to clarify what part off phasize collective goods that have the structure of assurance games or
variation in compliance is due to quasi-voluntary compliance, as opposed]} ¢ have S-shaped supply functions. They certainly have to provide coordi-
to coercion and norms. Strictly normative compliance occurs in the abe] ation, whose costs they may use to justify even more taxes. Moreover,
sence of either coercion or assurances of fairness. It is nonstrategic volun-3 *Wﬂﬂﬁt'd dependence by constituents on coordination by rulers tends to
tary compliance. It is neither coerced nor quasi-voluntary. Quasi-voluntary E onhance the power resources of rulers. The empirical chapters of this book
compliance, on the other hand, combines strategic interactions and norms. 4 f (ghapters 4-7) investigate some of these possibilities.

Quasi-voluntary compliance is a way to reconceptualize legitimacy, If} The achievement of significant guasi-voluntary compliance within a
legitimacy means generalized consent to rules of conformity enforced by} E ppulation is always tenuous, however. Individuals will be less likely to
rulers on the polity, the concept of quasi-voluntary compliance is, I believe, | i gontinue to comply quasi-voluntarily if they suspect that others are not
a first step in developing a more precise model of how consent is manufac- E yomplying. [f multiple defection makes it unlikely that the valued collective
tured and achieved. - E-poud will actually be provided, the benefit of compliance is even further

Quasi-voluntary compliance rests on norms but is backed by material E mduced, On the other hand, the continued provision of the collective good,

incentives and by coercion.?! The material inducements with which I am }

E dopite considerable noncompliance, would make contributors wonder
concerned include but are wider than financial rewards, standard of living, ; 3

3 lichman and Uphoff {1971, 73-89) discuss fegitimacy in relation to taxation and, as [

20 Several sociologists have made similar arguments although they have reached their ‘ﬁa nate that it requires an exchange between the raxer and taxed. However, they then
conclusions by quite different methods than mine (see, esp., Moore 1978; Abercombie, £ Proveed to argue that legitimacy is a resource of statesmen derived from their authority and
Hill, and Turner 1980). 1 pallllul prestige. Przeworski (1985a, 141) argues, “Legitimacy thus refers here not to any

1 leoncur with Stinchcombe {1968, 160) that “A legitimate right or authority is backed | £ #hwtes of mind . . . but merely to the correspondence between the uses of force and the rules

by a nesting of reserve sources of power set up in such a fashion that the power can always } E whivh apecify when it can and should be used.” Although this formulation makes legitimacy
overcome opposition.” However, I think this definition is too narrow. A i A ronuarce of the rulers, their major concern is consent formation,
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why they are the ones bearing the burden. In cither scenario, free riding, Revenue P r OdUCtlon 1mn
once begun, is likely to increase. Once quasi-voluntary compliance has § E Re .
publican Rome

declined, it is extremely difficult to reconstitute. Its reestablishment often
requires an extraordinary event—such as war, revolution, or depression— §
that makes people willing to negotiate a new bargain. i }
Consequently, rulers or governments must try to keep benefits derived § E  The motives that had restrained dreams of personal glory
from defection low and the advantages of compliance high. A failure to1 p {(and enrichment) and of the aggrandizement of the Roman
make clear the gains from trade, a change in tax law that encourages (or at § P\ Prople in accordance with the censor’s ritual prayer, had
least does not adequately discourage) individual defection, or publication) I larjgety-been social and political ones. They had gradually
of the extent to which free riding is taking place will all have the effect of b oeased to operate. . . . After Sulla, men could seek power and
increasing noncompliance., 3 b profit without fear of really firm opposition.
The cost to the rulers of occasional defections lies less in the loss of§ 1 Ernst Badian
revenue than in the possibility of massive free riding. Therefore, Axelrod] ' Roman Impevialism in the Late Republic
argues, government will overinvest in deterrence and punishment in order
to secure its reputation for toughness {1984, 155). But does this action]
constitute “overinvestment” if the aiternative is massive noncompliance?
There is one other aspect to the creation of compliance, a social consed
quence that should not be overlooked. Even in the Hobbesian formulation 4
rational, self-interested actors prefer cooperation. Hobbes advocated ime! 1
position of a strong state to enable people to achieve the peaceful andg t The story of taxation during late Republican Rome exemplifies the institu-
cooperative social order they actually wanted. The prisoner’s dilemma i nal responses of a simple state to an increasingly complex political and
the war of all against all. However, once peace o, in this case, the benefits off ftonomic environment. Territorial expansion and growing specialization
mutual cooperation are secured through precommitment, conditional cod fnd division of labor led to realignments in the traditional distribution of
operation, and coordination, people will be able to operate according te ' r. Experiments with new techniques of taxation occurred within a
the golden rule—but only as long as they believe that others are doing ntext of intense rivalries for rule and new economic and political re-
the same. Bources. The costs of achieving compliance increased with the transforma-
Bon of the institutions of governance and with the imposition of taxes on
Pon-Roman peoples. This was a period of transition in both the economy
Bnd the government. The constraints on rule were transformed.
'~ T'his chapter has two goals. The firstis to demonstrate that changesin rel-
Bive bargaining power, transaction costs, and discount rates have determin-
It effects on the choice of the form of taxation. Thesecond isto demonstrate
'. ptchangesin the constraintson rulers! will determine how likely they are to
0 revenues to promote the general welfare or to advance personal ends.
P The case study focuses on the rise and demise of tax farming and on the
Bitiation in opportunism (or what Parero labels spoliation) by tax farmers
Ipd rulers. Tax farmers purchase contracts to collect revenue in a given area

) Although Roman historians g-enerally contend that the concept of ruler is meaningless
E M [ate Republic, particularly with the rise of the Gracchi, there were few years thar
i ba designated an lacking In sulers by my definition,



