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We develop a theory of the accumulation of state capacity as the outcome of a political competition

between elites and (civil) society. State capacity is accumulated by elites, and it is productive as well
as useful in controlling society. However, society can fight back and accumulate its own capacity, facil-

itating collective action. The theory leads to three distinct equilibria depending on initial conditions.

One type, a weak state, emerges when society is strong relative to the elite. Another, a despotic state,
originates where the elite is initially relatively powerful. A third type, an inclusive state, emerges
when the elite and society are more evenly matched. The theory has several important implications;
first, variation in state capacity does not require large structural differences; second, inclusive states
have the highest levels of state capacity in the long run; third, the effects of shocks or external threats
like wars are conditional on the balance of power between elites and society.
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§1 INTRODUCTION i 5|5

There is a great deal of variation in state capacity around the world. Simple statistical measures,
such as the ratio of government tax revenues to national income, vary from close to 50% in western
and northern Europe to less than 10% in many countries in sub-Saharan Africa. These differences in
resources are reflected in large differences in the provisions of public goods, infrastructure, and the
ability to deliver justice or hold clean elections.
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Such dispersion has enormous consequences for politics. The absence of state capacity has been

argued to be the main reason that societies fall into civil war (Fearon and Laitin 2003), the primary
explanation for the absence of accountability and institutions of participation (Herbst 2000; Levi 1989;
Tilly 2007), and an important cause of the inability of communities to collectively govern resources in
desirable ways (Ostrom 1990). The presence of state capacity is argued to be the main driving force
behind experiences of rapid economic growth (Amsden 1989; Evans 1995; Wade 1990) and more broadly
to guarantee that the state works in the collective interest (Geddes 1994).
RSB, R BUA A T BRI [H SR RIS, BN R 2 i NN AR 225 ] (Fearon
& Laitin 2003), A&k = 18] 57 i) A1 2 5 B 1 2R (Herbst 2000; Levi 1989; Tilly 2007), /&4t
X TCiZ: LAER ARy sUAR AR B VS YR A EE BRI (Ostrom 1990) . B ZKBE ST HIAFAE, BN R L TFHGE
WK G FEEIKE) 77 (Amsden 1989; Evans 1995; Wade 19900, B yZ M, A& REE K NEMK
FIZEMIE/E (Geddes 1994) o

In this paper we propose a new theory to explain this variation. Existing explanations account for
it either by structural factors such as population density, topography, or culture or via more contingent
influences such as histories of warfare, colonialism, or trade. Yet, as we illustrate below, polities with
very similar structural features and histories of warfare have experienced dramatic divergences in state
capacity.
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Our theory conceptualizes the construction of state capacity as a game between those in control
of the state, who we call the elite, and civil society —or henceforth “society” for short. State capacity,
accumulated by the elite, potentially has benefits for all in the sense that it allows for the provision of
public goods, but at the same time it can be used to oppress citizens and thus slant all the benefits
toward the elite. This trade-off is recognized in the Western world at least since the time of Locke. As
Scott (2010) and Acemoglu and Robinson (2019) discuss, it is well understood in non-Western societies
too. But citizens also have capacity in this game with the elite—we conceptualize this as the ability
to organize and engage in collective action. Like state capacity accumulated by elites, greater societal
capacity adds to productivity because it allows greater coordination and public good provision (Ostrom

1990). But it simultaneously gives society greater ability to contest with the elite (emphasized by Wood



2003).

AT RS, K E KA IR RS, ONERIE RN (RO RE S FIA R4y (EfRiFR
“RT) ZIARIE . EKEE S, BIRGSERE RN, ATREX A N IFAL, BUONE RevriR Bt
L, (H 5 REREI, T AT R R 18 A B, AT A ) 2 O (e A S /= o 2820 AV B I AT
G, XFRALHT, 7EPE 7SR TIART . IEWT Scott (2010)+ Acemoglu & Robinson (2019) Frisf i
MAREE, BAEAERI T 2y, AR R TR IERME . (AN RAE SR RIS, AR — FATHH
M NHLMS HEMRITRIRET) . RIAEZKBENRR, X TREHE R, BRI 2EES, 7T
DA A= 0, RO Fo vk SRR B A A 357 i 3R it (Ostrom 1990 (H'E RN IR T 1 4L 5
K EREHTESHIBET] (Wood 200355 1) -

Specifically, we assume that state and society’s capacities are used as inputs into a contest for

power. Elites accumulate state capacity, which enables them to impose their wishes on and dominate
society, whereas society’s capacity empowers it to resist elite schemes (which may take the form of
democratic political participation, protests, collective action, strikes, and even violence). Our notion
of a contest for power and the model we use is common in the literature on interest group politics,
civil wars, and international relations (see Powell 1999; Skaperdas 1992; Tullock 1980). As in these
literatures, we model the outcome as uncertain; for given capacities, which side wins depends on a
variety of contingent factors that cannot be anticipated in advance. Whoever wins is then able to set
policy and allocate resources in their own interests.
BRI, JAMBE KA S BE T, BRI SE 4 RN . FEOeR R E R Be /), XA A1 RE
¥EHOHWER, mingta it Srs, mikargae i et fmE s t-R (T RER IR 3 BUA
Z 5. Jill. T80 ETEEFENRIERD . IATHB 1 425 LS, A A AL R 78
LD . PN AR A Broc £ 10 S0k AR 5 WL (L Powell 1999; Skaperdas 1992; Tullock 1980) . 5iX
SR — A, AT AR BB ATE 1 X T4 ERae ), W—J7 3R, BT 5 Fh ok S mi il
FRAR IR 2R o OB WESRITE, #F AT LA E BRI v B SRR 28 73 B BRI

We show that there are three long-run equilibrium outcomes in this contest. ® Elites manage to
accumulate far more capacity than society and dominate it. This leads to a despotic state. Or, in the
opposite case, society dominates elites and very little state capacity develops, and a weak state emerges.
In the middle, where the capacity of the state and society is balanced a third equilibria emerges where
both the state and society end up with large amounts of capacity. We call this an inclusive state.
PATEY], fERXTe g8 =AM KIS R TSR R IS 2R/ 2 MR, gttt
XFETEHIE R 8, EAHREERLT, e B SE R, BRREN, M7 —15
., fEH(a], fEEZ 2RI AT IS OL T, L T S8 =P, R SR 2 i 23 R R )
RE. JATRRZ N AR E .

These long-run equilibrium outcomes and the dynamics leading up to them are summarized in
Figure M. We depict society’ s capacity on the horizontal axis and state capacity on the vertical one.
Region I illustrates the political dynamics leading to a despotic state, similar to those of early modern

Prussia, a case we discuss in detail in our historical perspective section. Region III is the case of a

1 Technically, these are steady-state Nash equilibria of the dynamical system, but to avoid proliferating the use of the
word “state” we simply refer to these as equilibria. + MFEA L3, X)) RAMFS 94, (B8 T BER IR
A7 AR B, AT bk ROy 4 .



weak state, which we illustrate with the history of Montenegro contrasted to Prussia’ s. Finally, Region
IT depicts the middle ground where the elite and society are initially in balance, and this triggers an
ongoing competition between the two, leading to an inclusive state, which we illustrate with Switzerland.
Bl SGS TRX K A R E R ah A . JAER R Bttt oxme )y, B s [ K fe
Jie XTI BB T S ECEHIE K BOGshA, TR IR & 4, JRATLE D S A7 VR4
WS T IRRANZMS . XK T 2 — A8 E, AR L SES LR Ex e, R — 5. &5, X
BIT 2 TR S AL TP AR K h ()3T, 1K 51K T #E AR E S, BT AR
MRS, FRATH H LR U X — 5

This comparison is not intended to indicate the scope conditions of the model but is simply a use of
Mill” s (1872) most similar research design. More broadly, our claim is that the mechanisms underlying
the dynamics and equilibria of the model help to account for the patterns we see in the world with
the simultaneous persistent existence of despotic states (like China), weak states (as in many parts of
sub-Saharan Africa), and inclusive states (in western and northern Europe or north America). Existing
theories can explain this pattern only by appealing to significant regional or continental differences in
underlying conditions. Without denying the role of such differences, our ambition is to develop a global

theory that can account for these rich patterns without huge structural differences across countries and

regions.

XA ELBAR N 7RI VS B 26, T R T Mill (1872) SARARIWT ST et M
Y, FAT KR, ZHEA R SSMIET J5 KIPLE], A B TR R B B, B
B Canrp ED L 59 E G S LLR A E P 2 1 DO AR E 5K (PERR . JBRREIESE) [F) I Rpet
FALE. BUA RIS, R REIE L I Y8 76 2% A1 0 3 25 DX O i 22 S R AR X A o AEAN R AR 2
ZFHERI B OL T, AR H bR K —Fp kB g, 7T DU R L 4= 5 OB, AN AEE R
A X 2 8], A BRI 2 5

Our theory and Figure W clarify that small differences in initial conditions can put a polity into

the basin of attraction of one equilibrium rather than another. We believe this feature of the model
is consistent with historical evidence, as we discussed later. An important implication of our theory
is visible in Figure M: state capacity is greater under inclusive states than under despotic states. This
is because when the state dominates society, it has less incentive to accumulate further capacity. It is
competition between state and society that triggers greater investments by the elites controlling it. Our
model thus highlights that weak, despotic, and inclusive states have not only different amounts of state
capacity but also divergent societal capacities.
FATRIEIC A 0 R, WG FAF N ZE R, AT R S BUARRE N — TP HF 53— R Ak 51
DIz . JATUOARER (RIX —R-AE, 500 ikl —80 R3S R RIRRE . FA TR ES 1) —
ANEEE S A o R BETERPRE TR E R EHPRE TR E R, ZREDY4E K 1S
fant, BmEas It PR RS E. IEREZMESZ NS, g1k 76 E Rk R E R
et DRI, BRATMRALSRIE, S50, LHIMMaEsERER, MUEEARHEPEZRGE S, wHE
AR R

Another feature of our theory is clear from Figure M: the effects of a rich array of structural factors
are conditional. For example, factors that (exogenously) increase the power of the state could move

a polity from Region III to Region II, initiating a powerful process of state capacity building. But



as Figure B illustrates, the same factors may also push a polity previously in Region II into Region
I, reducing its long-run potential to achieve high state capacity. Similarly, structural factors shift the
boundaries of the basins of attraction of the three different types of states as well, but the effects of
such changes are also conditional on the prevailing balance between state and society. These conditional
comparative statics highlight that there is no simple version of Tilly’ s “War made the state, and the
state made war” (1975, 42) in our theory. Though warfare may create incentives to strengthen state
capacity, its ultimate implications depend on the balance of power between state and society. This
provides one explanation for why for each structural factor argued to underlie the development of state
capacity, there are always counterexamples going in the opposite direction.?
FATERAR I oy — AL, B mrb ] DUS A . 38 MR R AR, A 2. filin, Ak
A BIMEZE MR E, TRE2 K — NBUARM TIT X R R 1T X, M E sh— 5K HI E X A8
AR . (HANE @R, R R AT Rk BT AL T ID XA BUAHE ) T IX, AT PRI S 3 &
KR I 7). FIRE, iR ER, el3e 7 =FAS RIS AL S 51 753 5t (HIX AR AL Y
SO, R T [ S S 2 8] B P o X AT SRR LB ) il Tilly BRI fif 5
FIRCA . AEFATTHIER T, “ M adml 7 B2, ER WG 7aRF 7 (1975, 42). RE RS RS
AR E SR BE SRS, AH I 2 5 M Bk T [ KR4 2 2 TRV A )~ o SRR ARRE 1, AT A%
THEABN N2 [ 5K e ) R BRI S5 M PR 3R, S A AH 1 s M8

Although our theory allows for diverse long-term outcomes, it also generates several falsifiable pre-
dictions. First, the greatest state capacity emerges not when the state is overwhelmingly dominant and
strong relative to society but when there is some sort of balance between the two. This would imply
that one should find a nonmonotonic relationship between initial state capacity (given society’ s orga-
nization) and ultimate state capacity. Second, the longer a society remains in the basin of attraction
of the despotic state (or weak state), the more difficult it is for it to transition to an inclusive state.
This perspective implies, for example, that in contrast to optimistic predictions about China’ s polit-
ical development and seamless transition to democracy based on its modernization, building inclusive
state — society relationship in China will be very hard. Third, the model implies a type of weak mono-
tonicity in initial conditions in response to shocks, which can be investigated empirically. For example,

of two polities that are subject to exactly the same prostate shock and have the same societal capacity,

the one with greater state capacity is more likely to transition to a despotic state than the other and
less likely to remain in the weak state’ s basin of attraction.

RAERATNER, REARBKIAEE R, EEW™E 7N HE R B &5k, sRIMEKRE T,
AR G E GRS T Ay, B R R 3 A AR I I, T 2 AR R P I
I XEWE, MIBIZEYIRE KA )) (GBENESHLD MRAFEREHZE, R3] —FHE

2 Most studies of Tilly’s hypothesis, even in Europe find it does not apply without some mediating variables or the

addition of various complementary channels (e.g., Abramson 2017; Hoffman 2015). Thies (2005) adds to Tilly the notion
of “inter-state rivalry.” In the Asian context, Taylor and Botea (2008) provide a discussion of how mediating factors like
ethnicity may interact with warfare. For Latin America, see Centeno’s (1997) discussion of mediating factors, for China,
see Hui (2005) and Dincecco and Wang (2018), and for Africa, see Dincecco, Fenske, and Onorato (2019). { X} Tilly ff&
VLR Z RO 7L, BRI, R BRI —terh AR B BN N & Fh ELANRTE, A IEH (B, Abramson
2017; Hoffman 2015) . Thies (2005) A Tilly 31 7 “E XK T4 MHE. £TME T, Taylor & Botea (2008) 1+
W TSR A F R AT S A B . 0T RT3, S Centeno (1997) X THAFZEMTHE, *THHE,
12 I, Hui (2005) « Dincecco & Wang (2018), $TF3EM, 152 W, Dincecco. Fenske & Onorato (2019) .
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Our theory builds on a few main ideas. First, that state capacity can be used productively, but also

to control society, and that it can be accumulated. By state capacity, most scholars build on Mann’ s
(1993) notion of “infrastructural power,” which he defines as the capacity of a central state to “penetrate
its territories and logistically implement decisions” (59). Such capacity is multidimensional and includes
bureaucratic, legal, and fiscal capacities, and even the latter is itself complex, as Fauvelle-Aymar (1999)
points out, as it involves not just the construction of state institutions but also people’ s willingness
to pay taxes, which may depend on the extent to which they see the state as legitimate or efficient.
Though our model is reduced form and consistent with different interpretations of state capacity, fiscal
capacity does satisfy our three conditions; it can be used to provide public goods and to equip and pay
state agents of control, and more of it can be acquired via institution building, conducting surveys of
assets and wealth, etc. (even if people may resist, 4 la Fauvelle-Aymar 1999). It is also the dominant
measure in the literature (e.g., Herbst 2000; Slater 2010) and lends itself to measurement.
AT RL S, AR I BN A b Ho, IMEZRRES, FTLMGREE AL, HB R T2
filtt 2y, WL RN IRIEE K AE ), KRZHEEFHRT Mann (1993) ) “ IR SRS ” #E2,
fibs Hoxg SOy R E 5 B E ARG B BT RS IBET) (59) . IXAMBE N2 2 48R, B4E
B EMIAEGE /7, IEW Fauvelle Aymar (1999) Frfi thIARKE, B2 J5 3 A &t 2 5 441,
KA &AM S AR, 389 R AR S, X AT IR TABAT T Dy B 5 6k B 3
AORERE o A BATHIR AR AL, JF B 5% E R BB A R AR — 20 EIBRE Ty, i 2 3
T = AN B nT DUR SREEHE A JL7= 5, 28 &R ST B RN, B8 2 0] DAIE o i) 5 e 1
T e T ARG . (R AT RES & Pt, 1IEW Fauvelle Aymar 19994FFriit) . & & 3
BRI E S 4R RS (1301, Herbst 2000; Slater 20100, i& &l & .

We pit this against society” s capacity. Our notion of societal capacity emphasizes society’ s ability
to solve collective action problems and define and achieve collective goals. Like our definition of state
capacity, this is productive, can be used in contestation, and it can be built. Tilly (1995) studied the
emergence of this capacity in eighteenth-century Britain, showing how initially “contention” was about
“local people and local issues, rather than nationally organized programs and parties” (5). However,
“between 1758 and 1833 a new variety of claim making had taken shape—. Mass popular politics had
taken hold on a national scale” (13). Critically, this new politics was not just about new and collective
issues (instead of parochial ones); it was also organized in very different ways, frequently in the form
of “a special purpose association, society or club” (10). Our model captures what Tilly thought was
the force driving this reorganization of society: “the contemporary reorganization— of the state, that
re-shaped the state’ s repressive apparatus” (23), along with expansions of “revenue, expenditure and
personnel” (49), which induced on the part of society “a shift towards collective action that was large

in scale and national in scope” (49).



BATRH S5 mRe YU . RATHIFE SR INES:, R ERARAT Bl in) 8 | s AN SR B AR
IR RET o BUBIRATOT B KB I L —FF, X2 & A R, ATV T 58 4. Tilly (1995)
W7 118 At s [E XM EE B I, FRETERAIN) “ 47 20T “ i N RO 2 i jn) B, AN 2
FHZPITRIFEGE” (5). SR, “PE1T584FE 2 18334F (8], —FhHT I RIEE R LR KARBUA
EAEVEREA G 7 ESHA” (13) . RREEHL, XFCHTEBUE AR - T B AR RS (A
SRR IR D s B UAEE A B 7 N2, e DL Rk H b . HRTEVR RS BIE AR
(100 FATHIBAL, L2 7 Tilly WNHERItE S EH R & “ B YREH =B T E X8
JEALER” (23), PLRZ “URN . SCHAIN 7 95K (49D, X AR A #h 2 R KRR, 4 BV AT
zh” (49).

Ostrom’s work identified aspects of social institutions that are critical for solving collective action

problems and building capacity (1990). These include: autonomous organization, monitoring capability,

availability of sanctions, and effective conflict resolution mechanisms. Society lacks capacity when there

is “no capacity to communicate with one another, no way to develop trust, and no sense that they share a
common future” (90). Ostrom also stressed that “Such groups may need some form of external assistance
to break out of the perverse logic of their situation” (21), which often comes from interactions with the
state, or as she puts it “are affected by the surrounding political regime” (141). States often influence
the creation of institutions to solve collective action problems “by creating and limiting the powers that
can be exercised with collective-choice arrangements (creating legislative and judicial bodies, protecting
rights of free speech and property etc.)” (192). Her case studies confirmed that “the orientation of
the ruling political regime can make a substantial difference” (212). Recent work on collective action

in civil war echoes many of these themes. Steele shows that communities in Colombia have managed

to organize collectively to resist armed groups when they developed “a combination of a strict internal
hierarchy and external support” (2017, 173). Arjona’ s study of local order during the Colombian civil
war similarly illustrates how “the quality of dispute institutions plays a central role in fostering the

community’ s capacity for collective action” (2016, 71). Institutions further facilitate cohesion if they

can target goods and services as emphasized by Cammett (2014) and Cammett and McLean (2014).
Ostrom FLAE, B5E T RESIEE B« FIRHA PR BEARAT 2 o il 48 50 38 22 (1) 4k 25 Wil B U7 THT (19904F) o 1X 4%
BfE: HEAD WAERES) AT PR G BN R P R AR LS . 2 “ B A B Re Sy, WOH
SLABAERI T, WA FEFARSRERGE” I, A2l Z RE7) (90D Ostrom B SR, “IX L8 ]k,
A e B AL RSN R R, RITHILAL R R FER” (20, X@EFKE 5EKN L), 8
IE i pr i, « 52 2 B BUE I R 7 (141) . B R F @R « 28 F PR fl Sk 5 22 HE v AT
IR CRESLILEMEENI, R4 518 E AT =B 7 SRS fift DR AKAT B ) R B Y 2
7 (192) o Wb EYEGIRFAESE, “ GUR BT [, AT R AR SE MR S2m 7 (212) 0 flE, 5T K
AT BN AR, 52X EBHIPER . Steele I, RHME LT IHEX, TERE “ 2k 1P 35
R FERAMR RS A7 i, DA RTAH S RHPTEEE FK (2017, 173) . Arjona X EHE LLIE P
AN T RRFP RO 9T, RIAE U T “ S imp LA OB &, FERYFRAL X ERARAT B Re 0 T, RIFE
CAER” (2016, 71). IE4N Cammett (2014) Fll Cammett & McLean (2014) Fromifl FABEE, AL
FIRERGEE XS B wh AR 55, EATTH 3 — Dt B T

Societal capacity also depends on cultural and behavioral factors identified by Wood (2003). In her

study of the Salvadorean Civil War, collective action depends on people’ s “moral commitments and

10



emotional engagements” (18). People acted collectively “as an act of defiance of long-resented authorities

and a repudiation of perceived injustices” (18). As in our theory, this type of capacity building is dynam-

ic, as “political culture—the values, norms, practices, beliefs, and collective identity of insurgents—was

not fixed but evolved in response to the experiences of the conflict itself” (41), and defiance “motivated

further collective action through a recursive process” (238). Wood’ s notion of society’ s capacity is

complemented by Viterna’ s (2013) theory of how people can assume a “participation identity, ” selecting
from the available repertoire of identities (Swidler 1986) one that is highly congruent with collective
action. As in Wood’ s analysis, this can be precipitated by the influence of political institutions. “In
El Salvador, the military” s attacks on rural civilians gave new meanings to existing identities” (54),
which tipped people toward participation in the conflict.

B8, EHURT Wood (2003) HfiE (I SCALFIAT IR K . TEM B RS AR L2 PR, BB AR
ITHHRT AT “EEAEFEERLAE” (18). AMTEEATS) “ KGR 4 = 1 R
XHTBEFIIA A EMRE” (18). IEWMATHIEIR TR, XM Ee @ & 2shE&r, BN “Eua et
— —BREL T HIBME R FRVE L S B AR AR A [F— AN [ TE 1, T2 B A b R B () 28 g i v
ARH” (41D, TR Rl AR 1R P B ERITE)” (238) . Wood KT A2 REI ML
327 Viterna (2013) KT AT & “2 5 5 437 FHENS 478, 230 AU B9 & 03 B, ik
BT —NEERITIIEE S S0 (Swidler 1986) . 1EU1 Wood HI43HT FTzR, X AT fE& BT EA
WL RIREN . “FER IR BLZ , FETTRAN - RIZ TS, VA RS IR T TH RS 7 (54), ZfEA
i 2 50K

A central assumption in our model is that the accumulation of both state and societal capacity

is subject to (dynamic) increasing returns to scale. In particular we assume that the marginal cost of
building capacity is higher below a certain threshold than afterwards. Intuitively, once one has sufficient

capacity, it becomes easier to acquire more. For example, building a nascent fiscal system involves large

fixed costs. Detailed studies of this, such as Brewer (1988), show that to build an effective excise
tax system in Britain many elements had to be in the place so that personnel can be trained, paid,

monitored, and stationed throughout Britain.

AT o ) — MR B, R IR R, RREA (Bha) AUBLRHRIG I R, 3
AR HU R ) A bR A B v, (BT A B B b, —H—M AN T 2%HEe, MERS
PAFEZL . BN, LA F I B 5 75 BB 2 A X R EAIEFT, 40 Brewer (1988)
R, EAEGEE @ MBS RBA R, LAR VL EER, DUE N R AT DA DL [ &b 32 5

W SRR B AIEESL .

Our assumption is that if one has these elements in place, then it becomes easier and cheaper

to build further fiscal capacity (see also Dharmapala, Slemrod, and Wilson 2011). Our argument for
society is similar: as Tilly’ s (1995) study shows, more effective contention required organization and
the creation of new institutions. Once these had been put in place, it subsequently became easier
to accumulate greater capacity. Both Wood’s and Viterna’s theories imply increasing returns to the
accumulation of what we are calling society’ s capital. This is evident in Wood’s formal model (2003,
267 - 74) and from the peer effects connected to the formation of a collective participation identity in
Viterna (2013). Increasing returns to collective action are also emphasized in Marwell and Oliver (1993)
and Pearson (2000).
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BT, WRE TXEER, WA — PR IR BER S BE" (3L
Dharmapala~ Slemrod & Wilson 2011) o FATX #h 2 (AL SR AL TR0 Tilly (1995) HIHFFT Tk
BHRIIRRE, A R4, 75 E SV @R . — FIX g B B0, BEE i E R SR R KK
. Wood Fl Viterna MJELIS, #REMAE TATHT UL A2 BEART R FHR, BRI S . 1X7E Wood
FIE=ER (2003, 267-74) Al Viterna (2013) H, S5EEAKZ 5 G0 B QB [ AR U8, #RIR B
. Marwell & Oliver (1993) il Pearson (2000) 51 T, FEARITSN RIHR KR 5 -

Our paper is closely related to several important lines of research within comparative politics.

Though our findings do not support the idea that divergence in state capacity necessitates large struc-
tural differences or is a consequence of the incidence of warfare, they are consistent with other key ideas.
Many scholars have studied the idea that elites and society compete and that state capacity can emerge
from what Wood calls this “recursive process.” This is evident from our discussion of Tilly (1995) and
central to Skocpol’s (1979) theory of social revolutions and their consequences.

AT ST, 5 HABUE LA EE ST RS VIR . BRI TR LRI, A SR E 5K
NES, WIRFEE RS MIEZE R, B0 KA R, A5 HAt B 2 — 20 .
WE 2, W TRt 258 4 DL E KR T, WL Wood Pt i i JHI A 7 o Az B s
MIRATTX Tilly (1995) It ieH, AR E H, X2 Skocpol (1979) #h& ¥y S 5 REE I
ol

She defines social revolutions as “rapid, basic transformations of a society’ s state and class struc-

tures, accompanied and in part carried through by class-based revolts from below” (33) and emphasizes

not just “the changes that social revolutions make in the structure and function of states” (164) but
also the mutual feedback such that “the changes in state structures that occur during social revolutions
typically both consolidate, and themselves entail, socioeconomic changes” (164).2

TR AL 2 A i g SON AN BB M RS R TRIE L FEARRAR, AR I sl 5 T
M _ERIB B L7 (33D, FFORIHAUE “ Ak o dirnf [H K MDA B (164), IE5EH 1 AHH.
Sty B Ak oo a S TA) & AR 0 B R G5 R AR 4, a8 BREILE | AL s Bt ik 7 A2 i3
7 O(164) .

Our model formalizes and extends these ideas and mutual feedback loops and shows that mecha-
nisms typically studied in different contexts have common roots and major implications for the distribu-
tion of state capacity. For example, our weak state configuration captures Migdal” s (1988) and Scott’ s
(2010) ideas that week states emerge from society” s strength. Yet, in contrast to their emphasis, our
theory also reveals that, in the inclusive state configuration, society is even “stronger” (using Migdal’ s
terminology) when the state is stronger. Our theory’ s implications also contrast with Huntington’ s
(1968) and Fukuyama’ s (2011) claims that state capacity emerges under the auspices of powerful lead-
ers and groups and that there is a specific sequence toward a democratic strong state—state strength
first, democracy later.

FATHIRERY, TEAAIF Y R T IR LE AR N TS i ol B, IR, EAFE ST, lE 0 7L
B 5K B8 S 0, A FE R ORISR = ZE5e e o 5040, FRATRISSIRAEECE, 323 1 Migdal (1988) Al

3 Anderson (1974), Hechter and Brustein (1980), Slater (2010), and Saylor (2014) have also emphasized the idea that
the state accumulates capacity in a contest with society. + Anderson (1974) . Hechter & Brustein (1980) . Slater (2010)

FI Saylor (2014) R T ER M R 5425516
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Scott (20100 HIM AL, RIGPIRAS, W TALm 05 SR, SaAATR SRR, FRATHEIRIL L],
EAFERSICE S, HE KRR, thodie “FHaR” (EA Migdal BIARIED . FATH B )2
M, 15 Huntington (19684) Ml Fukuyama (201145) HJF5K, ERREERAXT L, MATIAN: EZKEE
71, RAETRR RS N AR TR IR, I BRI 0 E R 77 18 — N E I — 562
ExXLT), FARE.

This is not a prediction of our model; when the state and elites become too strong, the development
of state capacity and democracy (see below) is arrested. Our theory also nests Grzymala-Busse” s (2007)
theory that state capacity emerged in the post-Soviet world when there was competition between political
parties (as in Hungary and Poland) but did not when one party dominated (as in the Czech Republic
or Slovakia).®
AR XS PATE Y I 24 [ K AORE AR5 0 T o K, ERBE MR ERRRE T30, e
ZRBHAS . FRATHIEALIE SZHF Grzymala-Busse (2007) HIEES, BIEZFKGE /) HBLE G 7 Bettt 5L, 24
B Z NAMFAESE S (AN P MR 2D, (H 2 — B 5 S AL, CandE oe 38R [ sl i A v )
BH o

Much scholarship in comparative politics has attempted to explain not just patterns of state

building but also their consequences for regimes. Herbst (2000), building on ideas initially devel-

oped by Levi (1989), argues that state weakness in Africa leads to nondemocracy because states
that do not raise taxes are not forced to negotiate with their citizens. Ertman (1997) develops a

dichotomy of state capacity (bureaucratic or patrimonial), combining it with regime types (constitu-

tional or autocratic rule). Though we do not formally model the process of democratization, our theory

implies that democracy cannot easily arise under despotic or weak states. In the former, powerful elites

can block the participation of society (as in many standard theories of democracy (e.g., Acemoglu and

Robinson 2006; Rueschemeyer, Stephens, and Stephens 1992). In the latter, the weakness of the central
state does not allow for the emergence of effective democratic institutions. It is therefore in the middle,

where there is state capacity, but it is forced to be responsive to a capacitated society that one would

expect democracy to emerge. In the historical perspective section, we also develop an Early Modern
European case study in the spirit of Mill” s (1872) “most similar” research design (Skocpol 1979, dis-
cusses the strengths and weaknesses of this approach). Our case selection focuses on the large differences

within Europe in terms of our main dependent variable. Why did Switzerland develop an inclusive state

that had capacity but was very accountable to its people, whereas Prussia created a despotic state with

less capacity? Why did Montenegro never really create a state, except a powerless theocracy, until the

twentieth century?

LB 7 B VE 2 2 ARIIE 7T, AN B AR [ S B AR 2, 0 i AR E AT T BB S« Herbst (20000
LA Levi (1989) s )4t BOWL s A 2EAt, AR X B8 = SBARR T, FOVAEBIE R AL
a5 A RIR A Ertman (1997) K& T EKAE /) CEBEHEZE) 1 =000, HH5EREEA (581%8L
Bhilgtia) MG . BARIATEA AU R AR, (HIRATHR IR EIRAE, )R EARRAE L H 5L

S5 TR S A AERTE T, SRR E, AU IEAE 22 5 (i 2 65ER R FFE (WA cemoglu

& Robinson 2006; Rueschemeyer, Stephens & Stephens 1992) . {EJ5 & W, FHREUFAIKTS, NOTFH

4 See Berwick and Christia (2011), Blaydes (2017), and Grzymala-Busse (2020) for three recent surveys of important
aspects of this literature and the essays in Centeno et al. (2017). 1 152 Berwick & Christia (2011) « Blaydes (2017)
F Grzymala-Busse (20200, | i %5 12 SOk 22 5 H 19 = IR 25, LA A& Centeno %8 A\ (2017) I3,
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MR ER R I Hk, EATHIE, 7 EKED, Eepuax— M et Sk, A
MW RER I 07 LA, BATEASE Mill (18725 “HAHIL” BB ST BT IRAs 1, T
KT — D EIPACKKIH ZBIBTTT (Skocpol 1979, W8 1 IXFEIIIHEM B HD « AT REBILFE,
005 R P B A E R AR R B R R AT Asm kR T — DM REEX ARAER st B
PEFESK, & LA T M RE RS R E K2 Dt a R BB A S R T A
H o, Br 17— IEREN A AEGA ?

We develop this case study as two linked pairs, Prussia - Switzerland and Switzerland - Montenegro.

This design is “most similar” in the sense that we emphasize both common institutional histories
(Prussia - Switzerland) and social structures and ecologies (Switzerland - Montenegro). Prussia and
Switzerland in 1600 (before Brandenburg had merged with Prussia) were both part of the Holy Roman
Empire and had inherited several political and economic institutions in common from the Germanic
tribes, the Carolingians, and feudalism. Switzerland and Montenegro had deep institutional roots in
common (Roman Empire), but our focus is on social structures (clans) and also mountainous ecology.
The role of clans is well established in Montenegro, of course, but it is also a common theme in Swiss
studies. For example, Steinberg (2016, 17) notes, “[Swiss|] medieval clan structures had little to do with

> ” and he notes the extent of commu-

our images of democratic forms but these peasants were ‘free,
nal activities and organization. It is also interesting the extent to which the early development of the

Old Swiss Confederacy was focused on conflict resolution and the management of feuds, which were an

incessant problem in Montenegro as well. The main difference between the cases is the initial strength of

the state: no state in Montenegro, a nascent, noncentralized state in Swiss cantons, and a stronger and
more centralized state in Brandenburg (Prussia). In our theory it is these relatively small differences in
the initial strength of the state that led to the very different dynamics and outcomes.

AT BB T, 7 NAHERPIXS, &L LA M. XMt & “ s, By
AR SR R B P s (& B ) A ZAIAERS (- JB 1D o 16004E (3% & - AEs £
Brandenburg 5 Prussia(F & 1) &I HI) #B5& Holy Roman Empire(# 2% g [H) ) — 73, MH
H2 3% . IS AR E AR g 5 SO R, 46K 1)UL R BUE A B B o i LA B LA G R R
FR 3 [ o BEARYE (2 2w (B, (HIRATT A E fg ph e g b (IR Al A3 4%, IRRIME FHAE
Wl AL, (R i LR — AN LR M. 40, Steinberg (2016, 17) F&H, “[Fii ] i
LRGN, SEATY RELXWERRRAR, ERERRZ BB, st 7 XIES)
MALRFIREEE o [FIREA R, A EG KB R e, 7522 KRR BE b0 25T A o b AN BE A,
XA R LR — MR EARAE R I XIS OL A 2 X0, £ T B PIaE S /). Blkd
B2, fi LM 2 — BT dEF 2 ERUE S, Brandenburg (Prussia)[#) = 8 4& CGFE& 1) & —/E
SR S AR AL E 5 ERATHI B b, IR EEAR BN B R A6 2R, ST B
[ BAAE R .

Finally, our theory is built on the theory of dynamic contests (e.g., Hirshleifer 1989). Our results

on stronger incentives to build capacity when elites and citizens are evenly matched are related to the
discouragement effect in contests emphasized in Harris and Vickers (1985).

B, AT SLAESN A T8 S B AU FER_E (0, Hirshleifer 1989) o ZkE LRI A RIS,
FATHIGE R, BT LU eae 7)o H B9 5 IHAA7 52 B S s I TE I, 4 4% Harris & Vickers (1985)
SR o
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The rest of the paper is organized as follows. In the next section, we introduce our main model.

Next, we characterize the dynamic equilibrium and steady states of this model. To maximize transparen-
cy, this section uses a number of simplifying assumptions, many of which are relaxed in the Appendix.
We then outline how the same model with forward-looking players leads to similar results. The his-
torical perspective section discusses our case study of early modern European state divergence. The
last section concludes, and the online Appendix presents the proofs of the results stated in the text,
details of several generalizations mentioned in the text, some additional technical material, and also a
generalization of our model in which the inclusive state becomes feasible only after the capacities of
both the state and society are above certain thresholds.
A HRE AL o £ —eh, JATES A IATH T ERRL . H2 ok, JATRIIR IZB Y3
BT T ROKIREEMIR i B, X — W 1 —sefiifi s, HhF AN #HA
PTIRUSE « SRV, AR T RTIEES 5F AR, i SECIARE R I A iX —37, Wik
T IRATRE A SRR [ 5K 7 B R BT 7T o B a0 G, FELRIN g T SCrh ik 45 R AAE R
SCHP RN LRSS AT . — SN BORRRE, LSRN TR S, b B AR, RA
TE E F A2 e 88 i 1 — € B 5 A4 AT AT

§2 BASIC MODEL | E#ti&E#

§2.1 Preferences and Conflict | fRIFFIHZRE

We start with a discrete time setup, where period length is A > 0 and will later be taken to be
small so that we work with differential rather than difference equations in characterizing the dynamics.
At time ¢, the stock variables inherited from the previous period are (z;_a,s:—a) € [0,1]%, where the
first element corresponds to the capacity of society and the second to state capacity controlled by the
elite.B
TATVNE B BTG, KA AKE A >0, MEERINEN, BEONIRAER R 3 1) R 1%
i, G TR AR Z S TT R FERTA] ¢, RN E—I IR AR B (24-a, si-a) € 0,1]7,
Horp 88— AN TR XS N S BIRE T, T 58 A TG 3 WX A S 42 1) ) [ 5 )

At each point, the elite is represented by a single player and society is also represented by a single
player. In the next two sections, we study both the case in which these players are short-lived and
are immediately replaced by another player (so that we have a nonoverlapping generations model with
myopic players) and the case in which players are long-lived and maximize their discounted sum of
utilities.
fERE—m b, RRE NS 5ERER, et i —DEFAER . B TR, AT X
PTG, RIXEeZ 5 2R 0, JFHSZRI S — e B (XA 7 — a1
FHESMARED , FERGIT, iR A, Frm KA IR0 B AT .

At time, players simultaneously choose their investments, ¥ > 0 and ¢} > 0, which determine their

current capacity according to the equations:

5 Normally in dynamical systems these variables would be referred to as the state variables. We use the terminology
stock instead to avoid confusion. { I IESN /I RGH, XA T 5 HERESEE. WAVEHRIE BE REEh
VL.
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M, DEa FIBERARA TS, i > 0 i > 0, HRHELLUF 7R Y@ = e 2w {E -

Ty =LA + i A = 0A, (1)

and T A
St = St—A + ’L?A - 5A, (2)

where § > 0 is the depreciation of the capacities of both parties between periods. Both investment and

depreciation are multiplied by the period length, A, as they represent “flow” variables, and when period

length is taken to be small, they will be suitably downscaled.®
Horr 5 > 0 X7 FEA RIS 8] 1) 7~ Ge 4 1H o« BEFE AT IR UAMIKE A, BV EAMREA & “IR

7 M KRERONY , A58 SR

The cost of investment for society during a period of length A is given as ACN'x(if, Zi—A ), where

E—BUSTE A W, SR RAN AC, (17, 2a), HH

" co(iF), if Ti—A > Vs,
O:t(Zfaxt—A) - * ) w .
(7)) + (Vo —xe—n)if, i zi-a < g

This cost function is multiplied by A, as it is the cost of investing an amount if during the period of
length A, as captured by Equation (@I). The presence of the term 7, > 0, on the other hand, captures

the “increasing returns” nature of capacity accumulation mentioned in the Introduction: starting from

a low level of capacity, it is more costly to build up this capacity. We specify this in a very simple form
here, with the cost of investments increasing linearly as last period’ s capacity falls below the threshold
~z- This increasing returns aspect plays an important role in our analysis as we emphasize below.
PEIEA R EERLL A, BONERIRBT SR if RAS, W5 (@ FroR. 73— I, v, > 0 X ARiEH
A, PRI T 515 R B REA R« YAk g 7 KR BRI REZKFIFAE, LI Rl g
AR BE i o I LRI — N AER W SRR, H5E 1K — s, B b — I 1 Re R 2 BE 4, BLF,
BB A BRI IEAnRATAE N S aR IR IR, XA RS I I T I, AERATR e s
EAEHL.

The cost of investment for the elite during a period of length A is similarly given as Aés(if, St—A),

where

FEOERA ZAE—BU 1) A P IEEHE A, [FREN AC(i5, 50-a), Foht

~ cs(i7), if sg_n >
Cs(if’st_A) _ S( t); t CR)
S

cs(i) + (vs — se—n)iz, if sp_a < 7s.

In these expressions, it will often be more convenient to eliminate investment levels and directly work
with the two stock variables, z; and s; , especially when we take § to be small and transition to continuous

time. In preparation for this transition, let us substitute out the investment levels and observe that the

6 Assuming that depreciation is independent of the current level of the capacity of the state or society is for convenience

only. In addition, we can easily allow the two stock variables to have different depreciation rates but do not do so in order
to prevent the notation from becoming more cumbersome. BT IH5 E K8tk 2 H AT -2 ge/K R, RENT T
o BAh, FATHTLURE B VE, XA BCRAR R BA AR RITIHE, EAZEEM, PR IERF 522105 N % Bi.
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cost function for society and state can be written as
FER LRI, IR BUKT, BRI BERR R, o M s, Rl 93RATHE 6 BUNFIL R
BELES RIS o Oy T AR X — 1V, iR TEHAL TR AT, FRILEERT UG HE R4 2 A0 5 A BRI

ZeTioa 5) + max{y, — 14,0} <W N 5>

Ox(:r'tvxt—A) = Cg < A

and 1 fll
Cs(st,81-a) = ¢s <St§t_A + 6) + max{7ys — 5;—a,0} (Stzt_A + 6)

where the increasing returns to scale nature of the cost function is now captured by the max term.? I
FH A BRI P Jef M RIS (R 14 o, BILAE A B max TR IR o
During the lifetime of each generation, a polity with state capacity s; and societal capacity x;

produces income/output given by

RN —Ard, —ABEAEKEE) s, AtbeBe)) o KIBUE, #iam PG W/~
f(@e, s1) (3)

where f , the production function, is assumed to be nondecreasing and differentiable. ® We adopt a
reduced-form approach in modeling the contribution of state and society capacities and assume that
they contribute to aggregate income as well as affecting the conflict between them. In reality, the ability
of society to coordinate and the infrastructural power of the state increase the productivity of producers,
which then affects the income to be divided between different parties. ® The dependence of the total
output of the economy on state capacity captures the various efficiency- enhancing roles of the state.
In addition, we allow for output to depend on the capacity of civil society as well because its greater
cooperation and coordination also improve economic efficiency (Ostrom 1990).

Horr, f A REL R . BT . AR AR TE 2R 7732, RARDLE S A4
REI BT, FRBR BT BN BTk, e M B R . SSE b, A iR ae ) A E
K FERE VO &, R AR E A 0, ANTTSER 1 AN [RIBUSE 2 8] RN 3 BC . 220%™ 0T
K RE TR, S 1 % AR - st E AR . Ak, ATV RE, AR T A R 2 RE
BN RG-SR S P, higm 74583 (Ostrom 1990) .

We next discuss how the aggregate income is distributed between the elite (controlling the state)

and society. At date ¢, if the elite and society fight and one side wins and captures all of the income of

7 Note that when we consider the limit A — 0, we obtain + R, HIRNFBEWE A - o B, 153
Cz(&t) = ca (@t + 6) + max{yz — ¢, 0}(&¢ + ),
Cs($t) = cs($t + ) + max{ys — s¢,0}($¢ + 9).

8 The fact that Equation B refers to output during the lifetime of each generation means that each generation will

produce this quantity regardless of A > 0.
9 See the Appendix for a microfoundation. As we show more explicitly in footnote I3, this feature is important to

ensure that the incentives for investment do not vanish when we consider short-lived players, as in the next section and

6 — 0. (When we return to long lived, forward-looking players, incentives for investment will not vanish and similar
results apply as § — 0 even if Equation B is multiplied with the period of length A). { fM A, W, IEWMFRAILE
JEVE @ B RN KRR, MIAVE RIS 5N, X, TR BB A S R IR EE, W
T S — 0 frid. CHIERMEIFKINS 58 RIS 5% 5 L, SRS # A, REa Ribai T
6 — 0, BMETTHES (@) LAKEE A,
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the economy, the other side receives zero. Winning probabilities are functions of relative capacities. In
particular, the elite will win if
BTK, ATRKTE, SN AERS 9 GZHIE 50 Mtk 2 80 0. £ H ¢, Qe 2
g, =TI, ISR AGFITA N, TR RS . SRR, AR BE TR E. R
FEILAIFRME, AR

5t > @ + 0y (4)

where ¢§; is drawn from the distribution H independently of all past events. We denote the density of
the distribution function H by h. The existence of the random term §; captures the fact that various
stochastic factors affect the outcome of any conflict.™
Horr 5y Wop i H 2 H WS Tl £ E . AT b R ATk H 3. BEVLIT 6,
FIAEAE, S T BRI ZR, FEmaAE (e 4 R s

This specification of a stochastic contest function, and a symmetry assumption that we will impose
shortly, implies that when the capacities of society and state are given, respectively, by = and s, the
probability that the elite will win the conflict is H(s — x) and the probability that the society will do
sois1— H(s —x) = H(x — s), a property we will use frequently below.™
BEALSE 5+ R B IX AT, DASCFRAT TN Jo R s i e RRABGAL, s, ks MTE KR RE 0 70 70l E
x Al s SN, FESERATIT REIMEZ H (s — o), #3RIERIBEEN 1 - H(s —2) = H(z — s), X2
FRANTAE T T 42 A ) S

§2.2 Simplifying Assumptions | BRI

We next introduce three assumptions. The first one is a simplifying assumption, which we impose

initially and then relax subsequently:

Bk, AINA=AMEB BB — DR AR, AT, 2R 5

Assumption 1 { &% 1 f(z,s) = 1 for all for all x € [0,1] and s € [0,1]. + X TFrf = € [0,1] Al
s€[0.1], f(x,s) =1,

This assumption makes it transparent that the multiple equilibria and their dynamics—our main
focus—are driven by the dynamic contest between the elite and society, not because of changes in the
value of the prize in this contest. It will be relaxed in the Appendix.

KRR 1 2 T S B —FRATH 3 O R AERE 9 5 At & Z A Bh &5 S 9K 3,
TS B I M3 PG O . A AR R
The next two assumptions are imposed throughout. 1 % R ME & T 5 4724 .

Assumption 2 t 5% 2

(1) ¢, and ¢4 are continuously differentiable, strictly increasing, and weakly convex over R+, and satisfy
limg o0 ¢, (7) = 00, and lim,_o ¢, (s) = 00. T ¢, M ¢, 7E R+ LIBIELL G, i IBn, 55

10 Scholars in international relations have provided a great deal of evidence on the applicability of these contest functions,
for example Reiter (1996) and Buhaug (2010). { BEIFRGRYE, AL T KE IS TIx B85 4+ bR B0 FH M ROUESE . 451l
Reiter (1996) 1 Buhaug (2010) .

11 In the Appendix, we also show that the most important qualitative features implied by this formulation of conflict
between the elite and society are shared by other formulations of the contest between these parties. 1 TEMf3H, FATIE
R, MEHE Sk o 2 IR X R, ke & i i EZ I E AL, SaX SO 2 8] 3 4 I oA R R, AR .
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PHIE, I HIE R limg o ) (z) = 00, PAK limg o0 i(s) = 000
(2) ¢(0) # < (9).
3)
HOECAQINS L
min{c;(5),c{(6)} — sup,|h'(2)|

(4)
¢i(0) +75 > ¢, and ¢, (0) + 72 > ¢ (9).

Part 1 of Assumption 2 is standard. Part 2 is imposed for simplicity and rules out the nongeneric
case where the marginal cost of investment at § is exactly equal for the two parties. Part 3 is also
imposed for technical convenience and is quite weak. For example, if the gap between ¢/ (§) and ¢/ (9)
is small, this condition is automatically satisfied.

B 2 H%6 1 B R hRAER . 55 2 B0y 1 s WM s iy, JFHEER 7 AR ARIE O, BIXUOT Y
AP A 6 5S35 3 M 2oy 7 SORERmysein gy, 1y HAH w89 i, wlk /(0)
HIc(8) Z BB ZEREAN, MZ A H BT L -

We will flag its role when we come to our analysis, but anticipating that discussion, it makes it

much easier for us to establish the instability of some substantively uninteresting equilibria. Part 4
ensures that the marginal cost of each player in the increasing returns region (when z < 7y, or s < s)
when making zero investment is greater than the marginal cost of the other player outside this region
when evaluated at d—the marginal cost on the right-hand side is evaluated at d because, as our above
transformation showed, the level of investment necessary for maintaining any positive equilibrium level
of capacity is §. We will flag the role of this assumption when we come to our formal analysis.
BEATEAT TS, BATEARCE BN, ER0H A AR, RERITERSE, L9k b
ToB BT ARSI . 58 4 B FALR TAEFILTRN, MAS 5H RIS X (Hr < 4, 8is < v,
) BABRAAS, RTZIX A AR 2 538 A bR A oA M )L bR A VPG A 6, RO IEandk
M LT TR, AERARAT IR K B s MR Ky 6.0 B 3RATEAT IR pr i, AT
Frid X — R E .

Assumption 3 | X% 3

(1) h exists everywhere and is differentiable, single-peaked, and symmetric around zero. { h {7{E T
FEATHTT, JF BRI SR IS0 BRI .
(2) For each z € {z, s},
e, (0) > h(1)

(3) For each z € {z, s},
min{/(0) = 7z, h(y:)} > ¢, (9)

Part 1 contains the second main assumption for our analysis—single peakedness and symmetry of
h around 0 (differentiability is standard). This assumption not only simplifies our analysis as it ensures

that h(x — s) = h(s — ) and h'(x — s) = —h/(s — ) but also implies that incentives for investment are
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strongest when x and s are close to each other. We highlight the role of this feature below as well. 2
51 A IRAT M B A E BRI —h FEOPH T I B M AU BRI (AT B bR i) o iIX—1%
WAL AL T AT 08, T HAR TS bz —s) = h(s —2) Al W (z — 5) = —h/(s — x), (HHERR
A B oo M s PEETN, BB SRR FAE N, Wk X —ThRERE .

Part 2 imposes that when a player has the maximum gap between itself and the other player, it

has no further incentives to invest.
2 WA HE, B NBE5HESH NS E5H N ERRKN, Eiikadt— PR ssil.

Part 3, on the other hand, ensures that at or near the point where capacities are equal, there are
sufficient incentives to increase capacity. Both of these assumptions restrict attention to the part of the
parameter space of greater interest to us.
7, 53 A ORAE RE AR SE BT RE T A SR, A R BT i, R InGEE . XA
ﬁﬁ,%4E BRI AEFRAT B RO R ) S HUE [ 20

§3 EQUILIBRIUM WITH SHORT-LIVED PLAYERS | 5% & nRATE

We now present our main results about the dynamics of the capacity of state and society, focusing
on the nonoverlapping generations setup, where at each point, each side of the conflict is represented

by a single short-lived agent who will be replaced by a new agent from the same side next period.
AR SRR, RTEZMA 203 R, ER ARSI RNRE, £ L,
MRAEE— A A R R A ARE AR, A2 I Bok R R AR e

§3.1 Preliminaries { & T1E

Suppose that the above-described polity is populated by nonoverlapping generations of agents—on

the one side representing the elite and on the other, society.
ik EREUR, BAESK R ANA S — 7 ARk %, 55— mfl& 2.

With these assumptions, at each time t, society maximizes

H(.’Et - St) —A- Cz(l't,:ﬂt_A)

by choosing x;, taking x;_A as given. Simultaneously, the elites maximize

12 The result that incentives for investment are strongest when the two sides are evenly matched is more general than
the specification used here. For example, suppose that we have a contest function where the probability that the elite wins

is and the probability that society wins is ) k(z where k(-) is an increasing, differentiable function,

k(s) )
k(s)+k(z)+n +k(z)+n’ ,
and n > 0 is a constant. In this case, the marginal return to increasing investment for the elite is %, and the
expression for society is also similar. It can be verified that, when n = 0, the cross-partial derivative of this expression
is positive when s; > x; and negative when s¢ < x¢. When 7 > 0, the same result holds provided that s; is sufficiently
larger than . { 47 (U5 SJUCHC LE HUA% 38 I AE X AL AT . a0, RSt RATE — 5S8R BOL O Sy
el AR R R HeR k() R, > 0R— AW (R I A
FRBIREHRE KO0t i3t 2 g AN . TRE, % g = 0 B, BERISRAZ U S HONE S

se > ae BN, M sy <o BOATME. 2 n >0 0, SRMERE s, REKT 2, WLREFAZE.
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H(st —x¢) — A - Cs(8t,8t—-n)

by choosing s;, taking s;_a as given. A dynamic (Nash) equilibrium with short-lived players is given by
a sequence {j, SZA}EO:O such that x} » is a best response to s}, and likewise s} 5 is a best response

to Ty given s_1)a

MR IX L 3L T!:/I\Ej“ltﬂt PSS INA

H(IL’t*Sf) A C (Lt,it A)

LI a B e EAE. RN, KSR

H(st —x¢) — A - Cy(St,81—-n)

ILIEFE s B spon NEEM. BARMGIFERENE (Nash) BB T {2)a, siatie St i
15 app RN spp WIREEIRL, [FREHL, sfy RXEE sg1)a Bz BTERIFIIN .
The investment decisions of both elites and society are then determined by their respective first-

order conditions (with complementary slackness). In particular, at time ¢, we have™
RSN S AR B T, #O2 AR & B B — B SRR g 1 O BN BE A D« REAE, fERSIA) ¢, 3R
{(REE]

o Tt — Tt—A
if ———=

A

h(xy —s¢) < (W +6 ) + max{0;v; — T;_a}, =6, orz; =0,

h(ze — s¢) > C; <xt_$tA + 5) + max{();')/z - xth}v if wp =1,
) + max{0; v, — x:—a}, otherwise,

h(s; —x¢) < ¢, (slﬁ_AStA + 5> + max{0;ys — s¢—a}, if % = -9, or s =0,

h(sy —x¢) > ¢ (StASt_A + 5) + max{0;vs — s,-a}, if 5 = 1,

h(s; — ) = ¢, (‘%_ASt_A + 5) + max{0;7ys — St—a}, otherwise.

13 Following up on footnote B, we can more clearly see the role that A in front of the cost function plays here: without
this term (or equivalently if the return was also multiplied by A), the marginal cost of investment would be multiplied
by 1/A, and thus as A — 0, investments would converge to zero. This is because short-lived players that are not forward
looking do not take the effects of their instantaneous investments on future stocks (and have infinitesimal influence on the
current stock).  HRAEHIE B, ﬁdl]TUE AR B R R AT K A R R FTEKMEM: WRBA XA (8
A, IR BRI A, B HIABREAKIELL 1/A, B A — 0 B, BECRISEIE . X2 A iR
YRS 5%, J%TAEﬁHﬂﬁ%XH%%H&‘mE’JE‘Dﬂ ORF 24 IS F 5 M 3T 50
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The first line of either expression applies when the relevant player has chosen zero investment so
that its stock variable shrinks as fast as it can (at the rate §) or is already at its lower bound x; = 0
or s; = 0. In this case, we have the additional cost of investment on the right-hand side, and also the
optimality condition is given by a weak inequality, as at this lower boundary, the marginal benefit could
be strictly less than the marginal cost of investment. The second line, on the other hand, applies when
the stock variable takes its maximum value, 1, and in this case the marginal benefit could be strictly
greater than the marginal cost of investment. Away from these boundaries, the third line applies and
requires that the marginal benefit equal the marginal cost. Note also that the marginal benefit for
society is the same as the marginal benefit for the elite—as h(s; — x¢) = h(zs — s¢). On the other
hand, we also have from Assumption 3 that changes in the marginal benefits of the two players are the
converses of each other —that is, h'(s; — xt) = —h/(xs — s¢).

AR S HEERRRTE, RS E R AT Re AR (DL 6 D, SiE CE T H TR 2, =0
5 s, =0 I, AR —FRIAAH A7 HEH . %El_$¢Tﬁﬁﬂ‘F TAVEA LA BN AT A, el
AR I ARG, FOVERRAS NI, 22 FRUcat ol 68 ™A% TP ot A 55— J7 i, e
ARIEFIRKE 1, B ATEH, ERXFELT, LﬂﬁﬁqﬁﬁﬁﬁTﬁéﬁzﬁ§jiﬂ4%%%%D@iﬂ&ﬁﬁﬁ7ko FEIX
B FRIRZAb, B =2k 2IE ﬁxkﬂﬁ%“£?w%&$o%%E%,HA%ﬁﬁﬁ%%ﬁﬁﬁw
R ai R, B sy — a0) = h(we — s0)o 73— TJ7 10, FATIEMBR B 3 432, A2 5E KL RIS
MIAAL, RBULREH, B B (sp — 20) = —h (2 — 51)o

Now letting A — 0, we obtain the following continuous- time first-order optimality (and thus
equilibrium) conditions

BUELE A — 0, AT LR RSN (] —Fr e itk iR e ) 1244

h(zy — s¢) < ¢, (24 + 0) + max{0; v, — x4}, if & = —6, or z; = 0,
M@y — s¢) > ¢ (& +6) + max{0; 7, — 24}, if 2 =1, (5)
h(zy — s¢) = ¢, (&4 + 0) + max{0; v, — x}, otherwise,

and + Al
h(si — ) < ¢, (8¢ + ) + max{0;vs — s¢}, if §¢ = —6, or s, = 0,
h(si —x¢) > c. (8¢ + ) + max{0;vs — s¢}, if 8¢ =1, (6)
h(s; — x¢) = ¢, (8¢ + §) + max{0;vs — s¢}, otherwise.

In what follows, we work directly with these continuous- time first-order optimality conditions. More-

over, it is straightforward to see that in continuous time, away from the boundaries of [0,1]2, these

first-order optimality conditions will hold as equality, and thus the dynamics of state and society capac-

ity can be represented by the following two differential equations:

TE R0, FRATT B A X S S ) ] — B i AUV 26 e b4, EIRE G, LN AN, TEy

mHQWQ? X Ee—Bi e A SR AR DR EFFAR S, DR G S 2= e Bh A &0k, ATEAHI LR A
DOAIR

4 = max {(c;,)_l (h(z — s) — max{vy; — LO});O} -0

§ = max {(02)71 (h(s — z) — max{ys — 5,0}); 0} -0
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The roles of the two main assumptions highlighted above —the single-peakedness of h and the increasing
returns aspect of the cost function—are evident from Equation @. First, when x and s are close to each
other, h(z—s) large, and thus both of these variables will tend to grow further. Conversely, when z and s
are far apart, h(x—s) is small, and investment by both parties is discouraged. This observation captures
the primary force that will lead to the emergence of different dynamics of elite—society relations and
different types of states in our setup. ™ Second, the presence of the max term implies that once the
capacity of a party falls below a critical threshold (7, or ~s), there is an additional force pushing toward
further reduction in this capacity.

AP E AR AN —R A B . A e B R G T T — TG AR @b, WA E A .
Jo, Mo M s PRMARIERE, h(z —s) K, BIMIXWADNREM P K. MR, 2o M s MEERIZ
I, h(z —s) /N, RUTHIIRR . X—MEMILE T, MR ARSI EE &, M
FATEE P PAFEZFE. =, & max BEKIFE, BWE, —H 708 TR
FBME (v By AN, A —RAOMY &R, 3K —Re Syt — b

§3.2 Dynamics of the Capacity of Society and the State { S FEZREENHENT

Our main result in this section is summarized in the next proposition.

BAHE N —Admdirh, SRR FELR.
Proposition 1 + #3RE 1 Suppose Assumptions 1, 2, and 3 hold. Then there are three (locally) asymp-
totically stable (Nash) equilibria: + AR 1+ 2 A1 3 Bz, NI =/~ (EHED #iicfa e (Nash) 1
i«

(1) z*=s*=1.
(2) z* =0, and s* € (vs,1).

3) z* € (Yz,1), and s* =0.

This proposition shows that there exist three relevant (asymptotically stable) equilibria: one corre-
sponding to an inclusive state, one corresponding to a despotic state, and one corresponding to a weak
state. The intuition, as already anticipated, is that when we are in the neighborhood of the steady
state * = s* = 1, h(x — s) is large, encouraging both parties to move further toward * = s* = 1. In
contrast, in the neighborhood of z* = 0 or s* = 0, h(x — s) is small, and neither party has as strong
incentives to invest, and in fact, one of them ends up with zero capacity.™
XL B, AR =AM GATEASE DD M7 — DX R TR RPRAS, — R 41
R, — B BT S5 HPRAS . AT pTIR, B2, BN TRERE o = s* =1 MHER, h(z —s)

14 Tn the Appendix we show that this same property holds with other formulations of the contest function. t FEPff3%

o, BATEY T, X — MRS T35 4 s U Hofh 3R A

15 Under Assumption 1, there is no social benefit in reaching the equilibriumaz* = s* = 1, as the capacities of the state

and society do not contribute to the size of aggregate income. This will be relaxed below when we consider the general
environment in which z and s contribute to income. { ZE{RE 1 N, KFIIH o+ = s* = 1 WHESES, BENEZHM
HAHIBEST, RSN RIRNEE TR ZH3ATHEIE » A s PN TTERA — BRI, SR R A5 -
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IRK, ST RIBATS), #t—H 0 2% = s* =1 5. MHILZTF, 7£ 2* =0 8L s* = 0 [T, h(z—s)
RN, X7 HSEA AR B sbL, St b, Hrp— 7 & RENE

The equilibria presented in Proposition 1 and their local dynamics are exactly the same as those
shown in Figure 0 in the Introduction. This can also be seen from the numerically constructed Figure
B presented here. ™ i/l 1 PR H I K KRB )%, 551 F HHE 0 Posf e M. Zd
AT RLNIZ BLES R BUE M IE R B B

§3.3 Conditional Comparative Statics © ScHFLLEER

One of the most important results of our framework is that comparative statics—which show how
the equilibrium changes when perturbed by exogenous factors—are conditional and in particular depend
on the prevailing balance between elites and society (where we are in the diagram in Figure m). The
easiest way of seeing this is to consider an increase in sy to so + 3 (this may be driven, for example,
by changes in military technology or international factors, which necessitate greater building of state
capacity for military reasons, as in Tilly’s [1990] discussion). FRATHIHEL R EE LR —~&, MK
w15, CRWIHTERZ BISME R R 224, A AR, RenlE Bk T g 5 it 2 )
3T ANk o o) o BT ERITTIRE, BN so HEINE] so +5 (AN, XWTRER I EFR
AR A B e R 2R B Y, X6 P 3R T 7 DR G N R [ 5K e 0 A, 4n Thilly [1990] B} &
)6

As Figure B in the Introduction illustrates, such a change can leave a polity in the same region
as before, in which case the equilibrium trajectory will be shifted uniformly up, but the long-run
outcome will remain unchanged (this will correspond to the Montenegrin case we discuss in the historical
perspective section). Alternatively, this increase can shift us from, say, Region III to Region II, in which
case not only the equilibrium trajectory but also the long-run outcome will change, and in fact it will
involve greater state capacity (corresponding to the Swiss case below). However, depending on the exact
value of (zg, s9), the same increase of s in state capacity could also shift us from Region II to Region
I, in which case the effect on the long-run state capacity will be negative instead of positive as in the
Prussian case (also discussed below). This discussion thus establishes
EWMGI EH K B s, XA R BN R IX A S DL —FF, RSN T, S
R 8 53 0] A Bl AHA IS RO R AR (RORE 5 AT D SE R A 78 70 18 18 0 38 L SR BIRE R D
B, IR AT BE 2 (8 AT X I T 4% 21 DI TT AERXMIBOL T, AMUHETPIE 202, K
SR, Foe b, KW R RIE A Cof BT T i i Hs = 52400 o SR1, iRYE (20, 50) HY
BUME, ESKAE b s BAHIRISE N, AT REAEFATANX IS 1T 258 3 X IR 1, EXFELL N, XK E
FKAE I HIFEMANG e U B, AR S O (BAE TS IR B, A KHEHI S
7

Proposition 2 @58 2 The effects of changes in the initial conditions (xq,sg) on equilibrium dynamics

and the long run outcome for state capacity are conditional in the sense that these depend on which region

16 Tn particular, we take f(z,s) = 0.6, choose H to be a raised cosine distribution over [—1,1] with mean p = 0, and
set cz (i) = 3.25 x i2 (for 4 € [0,10] ) and cs(i) = 3.25 x i2 (for i € [0, 15]), with ¢ = 0.35, s = 0.35, and § = 0.1. All
computations for this and subsequent figures are performed in Matlab. t #5752, AT f(z,s) = 0.6, & H AFR
AR [—1,1] &, P p =0, FHFWE cp(6) =3.25 x 32 (T3 €0,10D) F es(d) = 3.25 x i2 (KT € [0,15)]), H
Hoye =0.35, v = 0.35 Al 6 = 0.1. BLEFESRINFTE HHEEE Matlab HHiE47.
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we move out of and into.
IR AT (20, s0) BIARAL, RFHG5) )7 A0 E 2 RE I KA SR B REE , A7 2% AR, BROYIRELR T3k
ATTES TEIRA i X i AR X 3k

A more rigorous discussion of conditional comparative statics is provided in the Appendix, where
we generalize the model so that the f function depends on state and societal capacity and we consider
variations in the importance of these capacities for income. In that case, even for given initial conditions,

dynamics can change fundamentally as the boundaries between regions shift, and once again exactly

where we are in terms of initial conditions will determine how elites and society respond to the same
change in structural factors.

Bf by, 2R BUBLES 0T 1 SR DR, R JRATHE IR, i R EOBRGR T E KA
sfe ), WATHEX TIN5, XLere /B E AR . ERXMEA T, B 45 7 iV 46 5
i, BEE X 2 AR R A AR, BT e AR A, T FRATTAE AT 4a 25 14 77 T ) A 1)
RLE, PRI ERE SERIAE 2, AnAnT S 544 1 PR 3 AR [ AR AL

§4 EQUILIBRIUM WITH FORWARD LOOKING PLAYERS | F# 58]
BEDTR

In this section, we briefly outline how the results generalize to a setting with long-lived, forward-
looking players.

FEATTH, PATRIENER 1, R BUEAT K BTIEYE RS e .

The technology of investment and conflict are the same as in the previous section. The only
difference is that now both society and elite are long-lived and forward-looking. To maximize the
parallel with the model with short-lived players, we assume that both players again correspond to
sequences of nonoverlapping generations, but each generation has an exponentially distributed lifetime
or equivalently, a Poisson end date with parameter, 1 — 3, where = e 2. We assume that this

random end date is the only source of discounting. Clearly, this specification guarantees that as the

period length A shrinks, discounting between periods will also decline (and the discount factor will
approach 1). Again to maximize the parallel with our myopic model, we assume that in expectation,
there is one instance of conflict between the two players during the lifetime of each generation. Because
with this Poisson specification, the expected lifetime of this generation is 1/(1 — (), this implies that a
conflict arrives at the rate 1 — 5.2

B AR S b5 . MR XA, tha A, #OE KIIMAa T . N T i

17 An alternative specification of the model with long-lived players that leads to identical equations but eschews the

parallel with the myopic model is to assume that both players are infinitely lived and discount the future at the rate
B = e~ P2 and there is a conflict during each interval of length A. Recall from footnote 13 that in this case there will be
no investment when A — 0 with short-lived players (because they do not take into account the benefit from increasing
future conflict capabilities), but incentives for investment do not disappear with long-lived, forward-looking players even
as A — 0 (because they do take into account the benefit from increasing future capacities). t Xﬂ'ﬂ:ﬁﬁﬁ%{%*ﬁﬂﬁg%
— RIS, BB B AR TERAE A, JFHBL B = empA MILERMEIIARK, M A 1 X8 A # A7 AE
MR FAR—THVE @, EXMIELT, 2 A - o, XTHEHS5E (BAMATEA % &R Akt 548 11
ALY, BAEHRGE: HN TR, iiiEt:2 5%, | RHEE, BME A -0 (FRENHEEER T RK
FEREIE N LA
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KMWEEAFEYZ 5EER T, ZIAMRRAANZS 5%, BUOCSRTAESHUNFS, HEE—
AR T B A A i, B SEROM, — MAREGRE N, 280y 1 -8, g =e 2, JANRE,
XAFENLSE A R 0 — R BAR, VA ORIE 1 REE K A B%ak, I R
IR TR G RECKE 1) Rk, 8 7 oA 5 IRATHE A B A7 B, JRATMERRL, 7ETI
Wi, fERE— AR — A, IS 5 A — KR BEOVIRIEERANE, X — KBS
N1/(1=B), BEWEMNRIKEZRAN1- B,
The main result of this section is contained in the next proposition.
KA E LR, S e T A

Proposition 3 { #FRL3 Suppose Assumptions 1, 2, and 3 hold. Then there exist discount rates p >

p >0 such that for all p > p, there are three (locally) asymptotically stable equilibria:
TARAR Y 14 2 B 3 BAL, WIAFFERGIE 5 > p > 0, X TH p > p, #A =AY URER) WLt e 1
Yyt

(1) z*r=s*=1.
(2) 2* =0, and s* € (vs,1).
3) z* € (Y2,1), and s* =0.

Moreover, for all p < p there exists a unique globally stable equilibrium x* = s* = 1. 7§ Ak, X TR
p < pr FAE—NME—H 2 RFELWE 2* =57 =1

Thus, this result shows that the main insights from our analysis apply provided that players, though
forward- looking, are sufficiently impatient. ™ We note that this result is not a simple consequence of
the fact that as we consider larger and larger values of p , players are becoming closer to myopic. It
necessitates establishing properties of the the relevant value functions and their derivatives in the limit.
Details as well as numerical illustrations are provided in the Appendix.™
R, X —45 R0, RES 5% BRBA RSN, R ARG, AT 0L EEH . &
MEER], X —FRIFAR N HLRRRLS R JATNN p (MR, DrxgiBEiia . &%,
FEAR PR A 2 ST AH SCAE eR B S L SO BT  BE b, 3R 4R T VRGNS B E A I

§5 EUROPEAN STATE DIVERGENCE IN HISTORICAL
PERSPECTIVE 7| [/ 54125 5 a0 R E 3% 47 15

In the Introduction, we discussed the divergent paths of political development in Switzerland,

Prussia, and Montenegro. In this section, we elaborate on these historical experiences, illustrating how

18 The dependence of the equilibrium set on the degree of impatience, or alternatively how forward-looking the players
are, is standard in dynamic models. In our case positing a sufficient degree of impatience seems plausible. For example,
elites lines may die out, or they may be killed in warfare or their state eliminated in geopolitical competition. These are
all interpretations that lead to impatience. f W EEXT ANTHURE B AR, B X2 5 3 HIRTREME A, 2 shasy
bR E . FERATHELL T, BRBCE WL IR BULT- & & PR . 0, FESEp 2 rTRETH T, BE T AT a2
FERR S, B ATV SR AE ML R BUIA T8 5 P K o X LR e T SO S0 0 AR

19 When p is between p and p, we may have a situation in which one of the two corner equilibria disappears while the
other one still exists. T 24 p /T P 5 Z (AR, AT RES B LA TS, APz — w2k, 15— AN F D
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our theory is useful for interpreting these divergent trajectories. This section has two other related goals.
FEGIEH, JAT e Tt & AR I EUE KRR AT AT b, AT VEGH ) IR X L ]
sz, YHERATH RIS, S AN AT B T AR IR LE AN [m] P . AR 53 A MG H AR . First,
we illustrate the notion of conditional comparative statics using the salient example of interstate warfare.

Finally, we provide evidence that state capacity is greatest when there is more balanced contestation

between state and society rather than under the auspices of a despotic state.
o, BATHEZKEREF R EGT, R AT LU =S . fJa, FRATS LIRS R B,
72 24 [H AN 22 2 18] 58 G B I-FA Iy, AN AE L HIE KW ERFT, BRI KN.

§5.1 Switzerland | Iat

Switzerland was historically on the periphery of the Holy Roman Empire. The Empire still had an
emperor, but it had fragmented into many small and relatively independent polities. The component
Swiss polities, the cantons, had their own systems of assemblies. Fiit:, 7£)Jj 5% 4T Holy Roman
Empire [#1°&% 57 [H] ()30 %k . w5 BEARA —A 2047, HE O RBVF 2 M ML H)NBUR K . Fii
TEUR A RES T, &M EH DB

These were legacies of two forces, first of the broader pattern of assembly politics inherited from

German tribes, which had been institutionalized initially by the Merovingians, and second, from the
political consequences of the communal economic organization of the medieval period (Wickham 2017).
Swiss cantons did not just have assemblies; they also featured feudal, often monastic, elites.
XX PR R, B P I R AR B TR VR AR SO, ST HHE S TR
etk B, LR AIREGFH SRR EGE )5 R (BFeM2017) . i &N, AMUFES: BATE
HAHEOR, @EMIE. I,

The Swiss confederation started in 1291 with men from the cantons of Uri, Schwyz, and Unterwalden

taking oaths in Ritli, a meadow above Lake Uri, and signing the Bundesbrief (Federal Charter). The
charter was concerned with public order and lawlessness and committed the three cantons to come to
each other’ s aid and provided a framework for resolving disputes. ® The disputes were often with the
feudal elites. In Schwyz, for example, cantonal authorities were in conflict with Einsiedeln Abbey over
access to lands, which the Abbey claimed. In the conflict Schwyz was excommunicated by the Bishop
of Constance, and in retaliation the Abbey was attacked and looted.
Hi £ IR T 12914, H1 Uri, Schwyz, 1 Unterwalden M H 5%, 7£ Uri W1 77 H) Ritli Hoih 5%,
R (B R . EEIIEAIMRFFNIIETC R, Fkia =AM A RERED, I ok S i e
BETRESE XL AR SEEAE A K. Flan, FERAERMN, MIEUMFS Einsiedeln 216, HiE1E
Bt 75 BRI 0 A RO AR FErp R, T AE R REITH R EBOR  H S, RN, 1218 R
3|2t

§5.2 Prussia | &+

Prussia was never part of the Holy Roman Empire, but in 1618 it merged through marriage with
Brandenburg, which was. The ruling family of Brandenburg, the Hohenzollerns, became the ruling

family of Brandenburg-Prussia, with the ruler known as the Elector. During the Thirty Years War, the

20 REZps:7/www-_admin. ch/qov/en/start/federal—council/history—of-thefederal- council Jeaeral-charter-of-1291.html.
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newly united territories were devastated. Brandenburg might have lost as much as half of its population
(Blanning 2016, 12).
W+, MORARMEE o [ 134, (HAE16185F, el i§iH 5% 4+ [ & H: Brandenburg, 5t
FEIXFE . 22 BRI S0E R Hohenzollerns ZXR NN | SRR R =8 B & &, SURE WA NIL
Mo E=TARIR S, BrICE L. 2R OA k% T 28— FAH (Blanning
2016, 12).

In 1640, Frederick William I came to the throne as the new Elector. Known as the Great Elector,

he ruled for 48 years. He charted a new course for Brandenburg- Prussia based on the despotic path

of state building. One of his main goals was to build a much more effective military. To achieve this,
Frederick William needed tax revenues. Taxes had to be negotiated with various representative bodies,
such as the Estates of Kurmark in Brandenburg. He started out by trying to get permanent grants of
taxation, which would free him from the need to endlessly negotiate them. In 1653 he negotiated the
so-called Recess that gave him 530,000 thalers over a period of six years. 16407, Frederick JaJf— i
YE R R ZE N B L AL MR N KRR N, Guib & 485 . ﬁj‘y\JBrandenburg Prussia F5E T
AR BT LI K BOE B TR A M R H AR —, RS SCEA I TS
X—H#r, Frederick BT ERBPIN . FIBCL 15 S FACRHIBEATIR A, 40 Brandenburg N A
Kurmark Hbdo A —IF4R, W EERIGK AVERIRBSER, IR A8 A0 TG 7 AR B BEAT 3R H . 16534,
B R A, IERK T FTIER “Recess”, TE/NEN S T Ahs3 i858,

Crucially, he, rather than the Estates, got to collect the taxes, which allowed him to start building
a bureacracy. In exchange he gave the nobility, which made up a chamber in the Estates, tax-exempt
status. He went on to extract similar concessions from the Prussian Estates. Frederick William then

overrode the authority of the Estates and started to tax without their agreement. In 1655 he initiated

the Kriegskommissariat (the “war commissary” ), which covered both tax collection and military orga-
nization, and he also stripped Estates of their militias, which responded “with bitter protests” (Clark
2009, 56).

FORE B, AT A A A SRR, X RE e T i — N EBBUE . ME NS, fhes T otk
BT, SRR R T AN Al AR Ak SR ) S b = RO SRR . IR AR L T
o SR S HERH TR I AR, AR B AT R B IS DL N IR AR TERE . 16554F, AR T Kriegskom-
missariat (“ERFR L"), ZERRASWE T RPN EFHL, MERF T Estates ) R 421,
KR L2 “ DIBEL AL IR (Clark 2009, 56)

By 1659, the Estates retreated to local issues. They attempted to combine their forces, but their
resistance was broken by “coercion and force” and “Leading Estates activists were intimidated or
arrested” (Clark 2009, 57, and see Carsten 1954).

F16594F, FEFRF] 7 #7710 8 F o AbA TR EIECE AR, (EARN TP “ Mra A1y ” T, “ S
B2 BOE S 22 B B i 7 (SRR, 2009, 57, WL Carsten, 1954).

With the Estates sidelined, despotic state building commenced. In 1733, the basis of military

recruitment was reorganized. The country divided into cantons of 5,000 households, with a regiment

assigned to each for recruitment. At least a quarter of the male population was included in the rolls,
dramatically increasing the potential size of the army. Ffi& & el #7024k, 610 E &% iA
T o 17334F, fESpY BRI A 7 XA E K SN 5000 I, O TR, REASNEE — AN o &
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Frederick the Great, assuming power in 1740, further expanded the tax base and strengthened

the Prussian military machine. The French philosopher Voltaire (supposedly) summarized the Prussian

situation as “other states possess an army; Prussia is an army which possesses a state.”
Frederick K77 T 1740 28, #E—04 K 7B, Iiog 78 & LS EEE %K Voltaire[fR
IRZR) (H ) R B R O, MEEE Dy “ HAB I A RN &R A B X ZERL.

Our main point here is that this very stark difference from Switzerland evolved out of initial cir-

cumstances that were far more similar than different. Swiss local autonomy and democracy were not
entirely unique; there were similar models all over Germany (Brady 1985), and the representative
institutions of the Estates had considerable powers in many parts of the territories. F% 11X HL{#) = 220
Mg, SE AR B R, S TR OLE AR TR A, A B AR K 22 A . Bt
T B MR, JRER e —To =, AR E R A AU (Brady 19850, BLAH: FEHLAA )
4’E%F$ﬁiﬁ<li¢%i@ﬁ%ﬁ$ﬁi—’lj(El/‘J)rX)'Jo

Yet in Prussia, such institutions weakened in the conflict with the Hohenzollerns. This did allow

for the accumulation of state capacity, including an expanded fiscal system and army. Yet, as we will
see, the Prussian despotic state eventually ended up with less capacity than the Swiss Republic.

SR, S L, XEHIMLES Hohenzollerns NI BEHISS 1. XL R ir EXK R IR,
AR R BUR RN SR, IEWRATHEBIR), HE LT h E K& mEe ), AL
.

§5.3 Montenegro | | JHAE T (FHHhR—#X, [HiEELWL)

Montenegro was made up of kinship groups, referred to as clans, and lacked the elements of cen-
tralization that the Swiss (and Prussians) had inherited from the Carolingians and the Holy Roman
Empire. Such kin groups had a great ability to coordinate, and they persistently opposed the cre-
ation of a state because “continued attempts to impose centralized government were in conflict with
tribal loyalty” (Simi¢ 1967, 87).

Sl R BIA LR, ARV IR, shZ 5t N ORI A AV bk £ sl 2 2 5y o [ 4k 7K (1) 4R
BOTER . XEoR @R BA MR WAEE s, AT — B SO @S 5K, By “ 4k ki B i hn b SR AR AL
BURF, 5T S WARMIR” (Simi’c 1967, 87),

Prior to 1852, Montenegro was a theocracy but where the ruling Bishop, the Vladika, could exercise

no coercive authority over the clans that dominated the society, and “it was only when their central
leader attempted to institutionalize forcible means of controlling feuds that the tribesmen stood firm
in their right to follow their ancient traditions. This was because they perceived in such interference a
threat to their basic political autonomy” (Boehm 1986, 186). Here Boehm is referring to the attempts
of Vladika Njegos to develop a state in Montenegro in the 1840s.

18524F B, FE L2 —MAUBUE [ 28, (HX Gria k2 IR, PUBUR E 20 Viadika AREAT TSR
735 “ A AT 0T N, IR 2 AU R s 5 B FE AL A A A I E s AR A AT ]
A A2 ARG R o XA A T XA AT B FEABORR B T BB BLE 6”7 (Boehm
1986, 186) . 7EiX B, Boehm 15 //& Vladika Njegos & T 191 £ 404F A4 2 11 2 7 [ 5%

Djilas describes the situation: “It was a clash between two principles—the state and the clan.
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The former stood for order and a nation, and against chaos and treason; the latter stood for clan free-

doms and against the arbitrary actions of an impersonal central authority —the Senate, the Guard, the
captains” (Djilas 1966, 107). Djilas records that Njegos’ s reforms were immediately confronted by

the revolt of the Piperi and Crmnica clans motivated by the fact that “the imposition of government

and a state was putting an end to the independence and internal freedom of the clans” (Djilas 1966, 115).
Djilas iR " IXAPIF L X2 PN S 22 18] fe e R — [ ORI BRI« T8 AR P AE 5K, SOx TR LA [
Ja B AR A H, FO RN N BB — — 2 « BB LR BEEAT 97 (Djilas 1966107) « Djilasic
KRR, NjegosHIti 2, SLRIIE R T Piperi Ml Crmnica #HEFI S PT, HEIHLE “ BUFFE K500, 1E
TESS ARSI A N E 7 (Djilas 1966115) .

Njegos was succeeded by his nephew Danilo, who made himself the first secular Prince of Montene-

gro in 1851, but his efforts to centralize authority also ran into fierce opposition. An attempt to raise
taxes in 1853 led the clans to revolt, with the Piperi, Kuci, and Bjelopavli¢i declaring themselves an
independent state. Danilo’s attempt failed, and a member of the Bjelopavli¢i assassinated him in 1860.
Njegos 118 ¥ Danilo #% T AIERLL, AT 18514F sk B 1L I — A s £+, (HAMEE R BT HI%%
71, WER| 7 mFURA . 18534F, —IRFEEmBUL R, FEIRIE X, Piperi, Kuéi, & Bjelopavlié¢i

BAAH R MOLEZ . Danilo B2 T, Bjelopavli¢ift)—4 5% 51, 18605-HE A% 1 i,

§5.4 The Nature of the Comparison | L3RI B

Methodologically, this section uses Mill’s (1872) most similar design for choosing case studies.
Switzerland, Prussia, and Montenegro diverged in terms of the capacities of their states, and we relate
this primarily to differences in initial conditions, in particular how much capacity their state had in the
contest with society. Apart from these differences, there were many similarities.

FEJT R b AT Mill (1872) SABIIBET, RIEFEEBITTT. Fnd:, HELABL, ERZK
RE U J7 HIAFAE 7B, JATEEBWIIR A Z R, BHBRER, R AT E KAE 5203
GG 2 KINRET]. BT IR ER, S8 2 M 4.

Consider Switzerland and Prussia. We have emphasized the similarities in terms of culture, eth-
nicity, and religion and of the institutions of the Holy Roman Empire. The main difference is that the
Elector of Brandenburg-Prussia had more control over his territories than did the Habsburg Dukes over
the Swiss cantons. The Elector was able to override the power of the Estates, whereas the local Swiss
nobility could not stop the cantons signing an agreement that, for example, forbade Austrian judges.
DT AN & gt FRATT9RIA 7304k RN SR BORA 26 2 0y 2 [ (R B . EEXOIAE T, s
ABrandenburg-Prussia % HA0 4= 3], RGAT B €8 2 B 42 0 3m L N B8 K. e %, RegHERN
SRR T, T2 B BRI AN B 1 %N R, a0, — TR LR B AE B R .

Turning to Switzerland and Montenegro, they both had been peripherally part of the Roman Empire

and shared the same type of mountainous ecology and an economy based on herding. We also argued

that there were similarities in social structures, in particular, clans. The important distinction is that
the state was stronger in Switzerland where there was at least the legacy of Carolingian centralization,
which never existed in Montenegro.

WEEG AR WL, EATEG AR A [ A G X, LA [F SR L kb AR 2SR DL B Ol R A
MGt . WATBEINN, F g5k, Fpal ik, WaEMUZAL . EEXONET, Fht i E 5 ER K,
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These small differences around 1600 ended up creating very different dynamics of state-building
and societal capacity during the early modern period because, in terms of our model, they put the
different polities into three different basins of attraction.
16004 7o A I IX BE /N 72 5, 8 230 T E X @ IR R AL 2 68 D AR E A RIEIAS, BN
BBRATH BN &, M ATHEA R EUA, R0 E =N FE RS ) .

§5.5 Conditional Comparative Statics in Action + {EFPRIRGFLLEEEI1F

Our case study illustrates our central notion of conditional comparative statics. We focus on the
effects of warfare, as discussed in Proposition 2.

AT RZGIEFE, B T A0 EEAHE 1 2 A% DS o FRATTSSTE R AR S, ndn il 2 Pk .

For the Swiss, the threat of warfare, in particular the persistent threat from the Habsburgs to
reinstate the overlordship of the feudal local elites, seems to have been an important incentive for the
otherwise individualistic cantons and cities to unite into a larger confederation and to accede to more
centralized authority and decision making. This seems to have overcome what might otherwise have
been strong centrifugal tendencies. Thus the centralization that started in 1291 was likely encouraged
by the pressure ofwarfare.As Figure B in the Introduction highlighted, it is plausible that this impulse
toward greater state capacity pushed the Swiss cantons into the basin of attraction of the inclusive state.
X Fitg s AR, A BB 5 )2 P A 0 B I RR SRR, EORWRE S @ R s i gia, P
FEARAL JFASAS N SCARY MR TT I 5 B — A SE R E, e 52 AR o BB IR SR B 250y )
AT SR T JEAS ] GEAELE (5ROl o R, 1201 4EFFUA I JL 4R AL, 1R VT e 2 2 2% 5+ 1k 7
RBih. IEA051E B @ FraR il fIREE, XA BRI 5 aE i rhsl, PR £ & HHEA T
AR E 5] FE

The outcome in Prussia was very different. Though Brandenberg had many of the same structural
features of Switzerland and Prussia was run by its ruling house, the territories to the east did not have
the same history of communes and quasi-democratic politics like the Swiss cantons. Society was more
easily dominated.

Y& AR KAME. R Brandenberg 7 V1 2 A [ KOS5 M RFAEAE i MRS & LGRS, K&
(AL, VA b B MBAE R A FE AN R FBUR I I S #h 2 T2 5 4 S

Nevertheless, at the start of the early modern period it is plausible to believe that Prussia was in,
or at the very least in the vicinity of, the basin of attraction of the inclusive state. In this light, the
Thirty Year War can be thought of as forcing Prussia out of the basin of attraction of the inclusive state
and into that of the despotic path. This is how Frederick the Great himself viewed the situation: “So
long as God gives me breath, I shall assert my rule like a despot ” (quoted in Blanning 2016, 127).
SR, AR HIIARES BIF GRS, A ELHAH(E Prussia &b T 80E /D70 AL 25 PR 19 KWL 51 77 23 Hh b
e WEXAMAEERE, = THEM8F, WU e S & LR M aAEEEZMRE iEH, &
EEHTERE . Frederick KFAN, HUERXMEEFFIZAEOLA: “ RE Eaps R Brple, RiaB
BB —FEYEY ISR 7 (51 H Blanning 2016, 127).

Finally, war did not make the state in Montenegro and the incentives it created were not powerful

enough to move the country out of the basin of attraction of the weak state. Continuous warfare with
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the Ottomans did induce the clans to try to coordinate more and create more central structures (see
Durham 1928). As we have seen, however, this impulse was not sufficiently powerful to create a state.
wJa, I ERA RO DN E, R EE R I, A A E SR i 53 1 AR S
J1#H. 5 Ottomans 77 [ AIFFEE S, B S RO IR BT HEAT S8 2 (B if, DR S0 B 2 1) rh e 24
(ML Durham 1928) . #8110, IEHIFATITE 2160, XA aiA L UESL— A E 5

§5.6 The Capacity of the State + EZKHIAE

One of the most surprising implications of our analysis is that it is not the despotic state that has
more capacity but the inclusive one. This implies an ordering of Switzerland then Prussia and then
Montenegro in terms of their levels of state capacity, exactly as in Figure B.

AT Bl 2 NBF RIS 2 — 2, A E 2K, AREHER, MmO ERER. XEk
At HEEMEL, FEEZKBE K LRI, K a Fs.

This can be seen when we focus on the early modern period. We focus on a central metric of state
capacity in the literature—the size of the fiscal state.

BT RVEEACT I, wim] PLE 21X — fle JATSF SR B 568 0 I — Mz O 4R A — IV BUE X
R, &

The earliest available evidence suggests that despite the development of the absolutist Prussian
state, the tax take relative to national income was higher in Switzerland. This is in line with the pre-
dictions of our model. Data in Aidt and Jensen (2009) suggest that central government tax revenues
compared with national income were around 1.8% during the period 1860 - 1880 in Switzerland, rising
to 2.1% during 1881 - 1914. But the central government was the smallest part of Swiss government tax
revenues and expenditures. Cantons had raised income taxes since 1840, whereas the federal govern-
ment did not do so until the 1930s. Though we have not been able to identify historical estimates of
cantonal taxes, the Organisation for Economic Cooperation and Development provides a comprehensive
breakdown since 1965. 2 In 2018, cantonal and municipal tax revenues on individuals were five times
the levels of federal income taxes, whereas the local corporate taxes were about the same. In 1965, these

differences were far larger; local income and corporate taxes were over 11 and 4 times, respectively, as

21 There is a clear ranking of other aspects of state capacity in these polities also. This is particularly so with respect
to dispute resolution. Prussia retained large feudal and prebureaucratic elements in the state, as Rosenberg (1958)
documented (see also Ziblatt 2009), and local courts were controlled by feudal elites (See Carsten 1954; Cerman 2012;
Clark 2009, 160). This led to an endemic lack of cooperation with society and an inability to implement many policies
(as documented by Raeff 1983, 45 = 6, 51). This is in severe contrast to Switzerland, which was founded on a demand
for the objective resolution of disputes. At the commune level, magistrates were elected and Swiss society then fought
a long and ultimately successful battle against precisely the type of local despotism that Prussian peasants had to put
up with (see Schlappi 2009 for a detailed relevant study of Bern). In Montenegro disputes were mediated by the clans
and the feud. This clearly corresponds to much less capacity than in the Swiss case, where an institutionalized system of
law and justice developed. | TEIXLEEA R, B KA /17 TR A L . SRR k. 1E
1 Rosenberg (1958) FTCIIARFE (53 W ziblatt 2009), & LAEE K RE T KRB EMATH EICR, HIVER
H 3 ERBIEI% H] (M.Carsten 1954; Cerman 2012; Clark 20091600 X S8 T 5 & s = &1E, TIEEiiF£2E
% (WRaeff 1983, 45-6, 51HTR) . X HHGLIL R T BT LL, Hi LR EAEZMBERSmINERZ EW. A
G, WOPEE IR, Wttsy, RS E LRRAEAZZI T ] 32 AT TR, TR 2R 2
4+ (I, Schldppi 200975 Bern HEATHITEAIIARICHT 0D . FEB L, From, HHESEAILAM . X 55 RS,
RAREFE I BRMZ, BN OGS T H B AR = Ak R

22 hiips://stats.oeca.orqg/Index.asprslatasetCode=REVCHE .|
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large as federal taxes. Because in 1860, for example, there were local income taxes but no federal income
tax, the number of 1.8% of GDP is clearly a large underestimate of the actual extent of taxation in
Switzerland (Bullock 1924 provides an extensive discussion of the numerous taxes levied by Swiss can-
tons in the nineteenth century). Spoerer’s (2010) estimates for Prussia are that tax revenues were 5%
of national income in 1860. Therefore, we can conservatively estimate that in 1860 tax revenues relative
to national income were twice as high in Switzerland, about 10%, as in Prussia, and thus Switzerland
appears to have achieved greater fiscal capacity with an inclusive state.

B R HIESE R, RS E ST 1R 3 S H 5 L RSO T R B e X5 3T
FERI TN — B Aidt A1 Jensen (2009) AIEHERNI, 18604 2 18804F M [H], Fiti £ o RIBUFF B
N SEERANZELIN1.8%, 18814F 219144 WA ETF282.1%. (8 o SR B /2 Hi L BURF B SN
S A N — 57 . H18404E LR, &M & 1 P Bt, MBS BUN B 220t 2030 A0 X i
o SR IRAVTCIER E & INBUS I 7 S At (BA G EES R BA LA 7 B 19654 LAk 4= [ 241
3o 20184F, MIAITT BN AR , BRIV FTAS B T4, T LT 2 =) BUREH R 196545, X LL7E
FERATZ 5 17 PSR A w] B4 2 O BRI LU A4 2 . BN, PRA18604F A H )7 FirfS#it, (H
BABFRIABL, &7 A BB 1.8 % T, AR K RARAL 1 3 1 1) S PR M Bl (A s 3 192448
X B b B PHAE U LAE B A2 BT T2 B0 IR0 o B (20100 X% & LR,
BN 5 RSN [195% 1860. A1, FRATTAT LALR STt 15 18604 USSR T+ [ RS Ay Fis - (1
X E LW, 20o10%, Bk, s, BUFCSSBl T ERIMBRE ), E M
[ER:RIESE

§6 CONCLUSION 1 Zig

There is a great deal of diversity in the nature of states and their capacity around the world today.
But societies, not just states, differ enormously as well. Some are highly mobilized and organized
collectively, with high levels of “social capital” and institutions that facilitate collective actions. In
contrast, in others nonelites are weak and incapable of contesting for power against elites and the state.
The capabilities of states and societies go together. 1 441555 [ VR i A2 FLGE I AF /AR K72 5+ o
BHitsy, AR E R, BAAEERER. —SEFK &ES) R, EARHLGER, A &K
“HSTA” M A ERIT . T, EHAMES, B EE, ik EREAME RS
BRI BEFEMERE ST, 2GS o

In this paper, we have developed a new theory for studying the variation in state capacity and

state — society relations, arguing that states endogenously acquire capacity in a dynamic contest between

elites and society. At the heart of our model is the notion that elites that control states must contest
with society for control over political power and the distribution of resources. If the state accumulates

capacity, then this helps elites win this contest. But in response society can also accumulate capacity,

and this contestation from society in turn encourages the elite to build further capacity. + A CHEH T
— IR, SRUPRE KA BR S5HS R RN, WNEFKERIE S Z [T
H, WARMERTS T e FRATRRCRIAZ O X MRS, P [ KRG 0%, 255 4 2 5 S0 BUR AL
FVZIR A TP RIA . R EHK R TRES), A B TR i X g e 3. (/e RN, th4
WA LI R BES), TTRXMR B AL HI5E S, [ad ok, XEikssp Z it — D5 IR Ee

33



In our model, this logic leads to three distinct equilibria with very different constellations of state
and societal capacity. In one equilibrium, which we called despotic, the state acquires far more capacity
than society, in a sense dominating it. In the reverse situation, where society accumulates more capacity

than the state, we have a weak state. Finally, a rough balance of power between state and society leads

to the emergence of an inclusive state. Our model clarifies how the competition between elites and

society in this case is the engine behind the emergence of the greatest state capacity. Elites in despotic

states, because they can easily dominate society, have less reason to accumulate as much power and
capacity.  FEFRATHIBAL , XFPZ4E, FECT =FANE X E AL me i 2R, dEE AR
FE—FIA TR B f B h, B A2k 5 T2 MR, WERE SRS, &8 7 E 3
Ao FEAHSHITEDL T, #EaURIRE Jy EEE 5ag, MIFRATE — MRS E K. &)a, EEAEL 1A
IR KRBT, #Ha FBOFEEZKA I FATHZARR, ] TRttt Z AR, 2
BRI KR ) IR L. B ERRERE, FONGIEH2IRE S, 1R W] 82 A R AL
JIMBE IR, S
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