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Abstract

This paper builds on the insight of Brennan and Buchanan that most
states in the past and present are best viewed as predatory, seeking to
maximise the profits of government, rather than as is usually assumed as being
benevolent, seeking to maximise the welfare of their constituents. Part I
explores the positive political economy of a predatory state by examining the
macro historical record to answer four broad questions: are there likely to
‘be differences among states in the extent of their predation? If so, what
type of predatory state is likely to emerge and over what territorial area
under different technical, economic and ecological conditions? When is a
self-interested predatory state likely to institute an efficient set of
property rights required for a market economy? The first part of the paper
provides some speculations on the endogenous determination of the form and
extent of predation and the type of economic organisation likely to emerge in
a particular area by a simple application of the recent theory of "contestable
markets”" and industrial structures. The second part attempts an explana:ionl
of a particular form of predatory state that has existed in my view for -
millenia in India, whils: the final part of the paper draws some general |
conclusions on the feasibility of establishing market economies in areas where
the "natural” instincts of the predatory state are inhibiting. |



The Political Economv of the Predatory Stare

Tatroduction

. The economic advice usually offered to developing countries is basad
on an implicit model of a state run by Platonic Guardians. Whatever the
merits of this view (in a descriptive sense) of the rulers of many Western
democracies-~and thaf is questionable——it iz particularly insppropriate if we
considér theirrpasc‘or many.of the present fulets of the Third World.

By contrast, the emerging 'new ?oliﬁical,éconony' has begun to
substitute the notisn sf a 'predacory’ state which maximizes the profits of
governmeat for that of a benevo;eat state seeking to maximize the welfare--
however defined~-of its constituentcs. ﬁany policy recommendations of the
t:&ditionalllnalysis are overturaed. Thus, the so-called Ramsey opcimgl tax
rules for commodity taxation are no longer optimal for the cdn;tiCuencs if a
revenue naximizing Leviachan is scught to be controlled. Brernnan and 3uchanan
have devised a public finance to control Leviathan through a :onsti:ﬁt;5n, ia
wvhich behind a Rawlsian veil of ignorance the constitution makers decide on
the base of taxation leaving the jredacory state to decidé the rates. The
applicabilicy of their model to ndodern day bureaucracies ia wvestern
democracies has been questicned by Usher, as."cbe,tyranny of the despoc and
the :yrannf of the majoricy” are zot identical. Behind a vgil of ignorance
citizens would limit the powers o9f a king more than that of majoritatian
democracies, "if only because they are less likely‘co emerge as a king thaa as
aeobers ai_cﬁe zajority coalizion™. (p.1022) |

We do not kaow whether a predatory cr contractarian origin of th

State is historically more waiid. 1/ Bue ic is inreresting =5 decarmine acw

groups "with a comparative advartage in coercion produced a state which on the

e

one hand devised a set of property rights to maximize the recuras Io the




rulers and on the other hand, withia that framework, developed a body of law
and its enforcement aimed at promoting economic efficiency and hence, tax
reQenué." {North p.64). |

Questions of posicive political economy then arise: are there
differences aﬁongs: states in che extent of their predation? If so, what type
of predatory state is likely to emerge and over what territorial area in
different technical, economic and ecological conditions? As these economic
conditions are unlikely to be exogenous, the feasible forms of econoaic
organization will also depead upon the type of properzy rights a particular
predatory state finds it profitable to establish. Many eccnoaic histcrians
(4icks, North, Jones, Baechler, 3raudel) emphasize the rise of the markez, and
its associated property rights as an essential element (historically) for
sustained 'modern' economic growch (in Ku:nét's terms). Hence, when is a
self-intaresced predatory state likeiy to insticuce an efficient set of
property rights requif&d for a market economy? |

Yorth and #ssociates‘have argued for the in-e:csnneﬁ:ion beteween the
form and extent of predation and the type of accnomic organization likely o
emecge ia a pariicular terricorial area. Part I presents some resulting
speculations 2/ on the endogencus determination of these two aspects of
economic development, by applying the recent tteory of "contestable markers”
and ixdustrial s:ruc:ufe (3aumol, Panzer and Willig). The seccnd par:
attemprts to provide an»explana:ion for the parcicular form of predatory stata
that has existed for millgnia in zae developing :cun:rf I wacw best~-India.
Ia the final part of the paper I draw scme gemeral canclusions om che
‘feasibility of establishing markez 2conemies in aréés wherz ths 'matural’

Tl
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instinczs of the predatory state are innid



1. The Statz as a Violence cum Justice Producing Natural Monopoly

There is one essential aspect of a State which makes it inherently
prone to predation. This is its monopoly of the use of violence within ics
territory. Mcreover this violerce using and violeace controlling "industry":
is a natural monopoly. 3/

But as will come as no sﬁrprise 1a this city, the resulting state cén
range from the 'protection’' provided by the Mafia "against a violence (it)
itvself threatens, and who aczually supply a sﬁrt of ‘black market' pratectidﬁ
in retura, suppressing rival gangsters "[Lane, p.403), o the modern day Wes-
tern democracies whici besides maintaining law and order also provide other
public goods to their zitizens. 3ut even these demccraciss have evolved frenm
nation states which wersz simila; to the Mafia in their operation. &/

The serv?ces of this racural monopoiy were paid for by revenues
extraczad from the newly grotaectad prey. The natural interest of the
monopa'?'s contrallers would be zo maximize their aet revenue. Buﬁ this need

not lead to the establishment of an affizient set of prcperczy righrs. As

res

Hicks as well as North emphasize: "afficient ;roperty rigats may lead to a
higher income ia the state Sut lower tax revenues for the rular because cof the

transaction costs ( monitoring, mecering and collecting such taxes) as

compared o those of a more 1nefficient set of property rights. A =

ul

ar
therefore frequently found it in 2ais interests to grant a momopoly rather zhan

property rights which would lead 0 more compecizive conditions' {(Ver:zh,

p.23).



Most economic historians have noted'the link between :hé »isa of the
market and mercantile economies. GCecgraphy was importan:t for the rise of the
first mercancile states and 'marketc' economies in Greece. in these di:y
states and democracies, the state was under the control of its citizens and
enforced the property rights required for the existence of a mar¥et economy--
the need for protection of property and the need for proteccion of contracts
(Hicks, p.33). When later, military :échnology made the Creek city state
unviable it was Venice, controlled by its merchants, which took up che torch
of the mercaatile and market economy, which then passed subsequently t9 th
Hansa towns of the North Sea and zhe 3alzic and then to Holland and later zo
England. In all these cases the system 3f property rights regquired to sgs:aih
an efficient market system required Zor growth entailed the c#:bing of the
inherent predatory power of the state by its citizeas through various forms of

taxation based on rapresentatien. 3y conzrast, the 'reverue 2conomies’ of

.absolutisc France and Spain did not zreate such rights. Why?

Relative barriers to e2afry in the national 'preéa:i:n' acnopoly is
the answver usually given. This idea can be sharpened by applying the newly
formalized theory of "contestable marke:s”. The state at a minimum is a =wo
good multiproduct natural monopoly, providing 'protection’ and 'ijustice’.

These goods are complementary, with sudszantial iaer

[
[
w
pas
13
w
)
o
()
3’
"
v
[l
(%}
w
0
.1
-
n
1
3]

likely o meat

Baumol, Bailey and Williz's (38W) criteria fov a "sustainable 2quilibrium &o

a multi-product monopoly”. This is defined as "a statiorary 2quilibrium set
of product quantities and pricss which deces n=ot attrac:t -ivals iafs the

industry"” (5.350). 3/

BBW shew that, for a mul:ijroduc: natural =cnopolist the sustainablie

equilibrium preventing entry invelves pricing its services at the Ramsey



prices 6/ associated with the maximum profics allowed by barriers to entry,
(see the notes to Fig. I for the heuristic argumeat), which are "tne annual
equivaient of the discounted present value of the entry coscs or barriers to
entry facing new firms in the market”. Thus as they conclude "the same
invisible hand that guarantees velfare——optimal pricing under perfect

competition may guide the farsighted monopolist seeking protection from entry,

to the Ramsey welfare optimum" (p.359). 7/

The farsightedaess, of the incumbent predator is one of the

determinants of the stabilicty of any particular form of predatory state. - 3ut
what are the relative barriers to entry which determire the stable long rua:
‘rencs' that different, farsighted predatory states can 2xtract?

2. 3Sarriers to Entrv

We need to distinguish between iaternal and external competitors to
the rulers of a Stace, though of course there are many histerical examples of
claizmants of both sorts combining to overthraw the incumbent natural
monopolisc.

For potential external predators the geography cf cthe particular
region and "azmalzamation costs™ (Jones, p.l106) are relevant in determining the
barriers o entry. The early Zuropean cit¥ states uﬁich first established ?
market system could exisc independently because of their geography. 8/ La:@r,

with changes in military technology :the feasibla zerritorial size of a state

- grew. The "core aresas" of the zew Zuropean statas wers alluvial plains an!

which plough 2usbandry could e practiced zo viald zhe tax base for military
control. 9/ Though the interveaing areas could be and were bdroughr inzo

s

polities linked to the c¢ore-areas as camunicaticn

[
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military technolosgy
improved, therz were a auamber 9f natural barriers 1ike the sea which protec:ed

- I
England, the P?yrrenes and the Alps and the norzhern marshes which .defined the



'natural' defenses of Spain, Franmce, the Netherlands and Italy. 10/ Thesa
raised the entry cost for external predators,

Also‘pa:adoxically, modern day countries such as Swirzerland and the
Netherlands (the old United Provincas) whose inharently poor soils or
difficulc terrain was an economic disadwvantage, also.proved to be their
political strength as external sredators found it too costly (in terms of net
returns) to control i:hem.

In addition there were the amslgamation costs ficed by external
predators. .Given ethnic, linguistic, and religious differences between the
external predator and the peoples in an incumbent's :e-:ito;y--differen:es ia
Europe "dating from early fslk moverents and settlament history" (Jones,
p.106)--the incumbent could count an a forﬁ of 'loyalty' which the exteraal
predator could not. 11/

What of entry barrisrs o zhallenges from in:ernai :ompeti:drs? This
depended upon military technology and the physical size af the 'naturally’

defensible territory. Ceteris saribus a phiysically smaller terrizory would be

easier to take ovir than a larger cre, whilst the changing technology of
wvarfare which made large scale an advantage in the Qiolence industry would
tend To favor the incumbenc. For ias:ance; the develoﬁmen: of the cannon ina.
the mid 15th century removed the sécuticy of baronial forzificaticns in Eu-oﬁe
and shifted the balance of advantages to an incumbent ceatralizing predator
who could build la;ger and nore expensive castles. (3ean).

Thus che resource base far exZracting revenue and tThe geographical
area 'naturally’ defensible with available ailizary cechnclogy would datermine
the 'optimal' territorial size 3f the stata in a particular region as well as
the stable sustainable 'matural' rent that could bde axtrac:iad by the
predator. 3But, what shapes :;e syszem of property rights they.will tend =o

enforce?



North and Thomas argue that this will dépend upon the relative
'bargaining strengths’ of the rulers and constituents. 12/ 3uc :his.
'bargaining strength' has in effect beén subsumed in the 'entry tarriers'
which determine the sustainable 'anatural' rent the incumbent sredator can
extract.

The lower the entry barriers to internal rivals the aore likely it is

"that the reduction in natural 'rents' representad by the property rights
required for an open market will be instituted.. However the effects of eniry

barriers facing external rivais mayce more ambigucus. The higher these
barriers the smaller the incentive Ior the incumbent pradator 2o come Lo Terms
with his pray, something he =ight have to do to iﬁcrease their 'loyalty' and
hence the 'amalgamation costs’ faced by external compezitars if extarnal
barrie:g were lower. 3ut equally =5 the extent the.constiZueats fear
amalgamatzion by an external predator, they are less likely zo press their case
against an incumbent predator the lower the 2atry barrier aad vice versa.

The system of efficient property :ightsbbased on the relative
bargaining strength of zhe prey is most likely to emerge in regions where
georgaphy, and military tecknology allow the 'n;:ural' :e'ritbrial size of the

‘state to bYe such thac, éatrie:s 22 internal and exteraal entry are high enough
to prevent eademic political instadility asssciated wizh izterzal baronial
varfare or external invasioms, but not so high as %o make the incumbent sé:ufe
enough to extract the maximuam feasidlz2 revezue Irom his prey. It is zhe
Qniqueness of Eu:ope,.as Jones emphasizes, that LT ;rovidadvthe ecalogi:SL
environment for tne developmen: of a 'states-system’ aftsr :ke

which Sucked the historical z-¢

nd towards organizing large regloral

1]

populations inzo empires. In Zurope a0 empire was huilz afzar the fall

dome—--their overseas ampires came later. Though Zurope theradbvy lost some’



eccnomies of scale, "he predatory power of the individual states was lduered
comparad wirh an imperial mondpoly over the region. The eavironmental
characteristic was "the scatter of regions aof high arable porential ser in a
continent of wastes and forests" (Jones, p.105).
A second factor, perhaps of equal importance, is the structure of the
economy which determines the feasible set of zaxes--their relative strucrture,
if che ‘monopoly is o be sustainabie, being determined by the Ramsey Rules a
la 87W. Befe the iamportant distinction (as Hicks notes) is the rela:iﬁe
importance of internal versus 2xternal trade. As in pré-modé:n economies,
this is likely to depend upon natural resdurce endowments, parzicularly the
availabilicy of rich arable land relativa t> the population, we would axjec:z

external trade to be more important for cthe relatively resource poor

countries. The Greek city states, the Netherlands and England would succes-

sively classify as zountrissg which fall ia this category.

The self-iaterest of the predator ia expandiang zhe tax dSase of an
economy dependent ¢ external trade should izduce him to se:z up the property
rights for a mercantile economy. 13/ The ecozomic history of Bri;ain and the

Netherlands vis a vis France and Spain can (as North & Thomas show) be written

in terms of the diffarent systems of properzy rights that were a2stablished

after the Renaissance, and thera were zood 223lcgical and 2conomic. reasons why

this should aave beea so.

1f :he incumbent predator is far sigated e will charge Ramsey
prices for the mul:i;rcduc:‘na:u:al monopoiv e owns, axtractiag the 'z

rent equal to the present discountad value cf the inﬁe:nal and external enrcr
costs, However, aven 1f these costs do 207 zzange sver time (which is
unlikely) they cannot be ascertained with ary exactitude. Their estimatas

will be probabilistic. Depending upon differences in sudjective probabilizies




and/or diffarenr degrees of risk aversion on the part of the incumoenrt and hais

rivals, wvhat may "objectively"

seem to be a sustairable equilibrium may or may
not turn out t3 be one. There may thus be sustainable equilibria ia practice
which involve extracting more or less than the 'natural' reat than entailed by
'objective' eatrcy barriersz. There may thea be long run 'predatory' cycles 14/
in which the long run sustainable equilibrium is undermined over time by
predators bdeginning to charge more than the Ramse} prices whick makes:ercry
proficable. This leads in the medium run (whick of course could be mdre than

. - - . o
a ceantury!) to the eventual overthrow of the incumbent and .the 2szablishment
.

of a fresh sustainable equilibrium by a naew zroup of jredazors.

[ ]
[
.

I. Toe Hindu Equilibrium

How do thesa speculations arisiag from the sconemic histery 3F Europe
relate to tha fcrm of predatory state that was estabiished in ani;?

I have argued 2lsewhere (Lal (198l) that 3n zhe Iadian subcontinent,
by the early years of the Christian era a social, admiaistrative aad;ecanomic
system had seen estabyighed which has remained impervious %o fﬁndamedtal-
change for millenia. I label zxis cultural stabilizy ané 2conomic stagmacics

for about 2000 years as the Hindu Equilidrium. 15/ It nas provided a

predatory state with a fairly high "aatural' zemt. Iz axplaiaxing zhe

determinant of this form of pradatsry stacz, aand ke asscciatad grc;?::v
rights sysfem we need to axplain poth zhe arigins and rasiliesnce oI the Hiadu
socio-economic s¥stem, as 2xpressed in its zwia pillars--the casta systam an
autarkic village 'communizies'. This is the ctask 2f the Zollowing sections. I
concentrate upon the Norzlt and particulariy che Indo Sangetic plain~-the

crucible of Hinduism and its social expressiocn ia the casze system.



1. Some EZmpirical Hypotheses

There are some crucial empirical assumptions und -lying the following
speculations, one of which can be thorougily documeated Irem India's history,
but the evidence on the others is still largely speculative.

"a) Political lnsctability

The policical.his:ory of the sub=-continent particularly of the Iado-
Gangetic plain has been largely determined by its zeography. The Himalayas to
the N¥orth have (until recently) provided a natural barrier against extarzal
predation from the North. The success of external predation through cthe
Northern passess and more recently by sea has thus depanded upon changes in
milicary cechnoloé; and political anaréhy within the sub-coatinent.

The large rich alluvial and geograg-icaily homogenous Indo-GCangeczic
plain has formed a natural 'core-area' in Jenes' terms for an Indian scats.
But given its size, its dominarion by a single state, with the available
military and transport technologies has been episodic. Nor have there been
geographical barriers within tne area to prov{de a 'natural' states system as
in Europe. The history of Northern India is one §E':he rise and fall of Iado-
Gangetic empires, which when they vere enduti%g also extended to the South.
The resul:ihg endemic polirical instability ana the periadic breakdown of any
centrally imposed law and order accompanied by cultursl and (more
cIantentiously) sconomic stability has been remarked upen by hiscorians (see
' Thapar, p.46).

Since the establishmeqt of aumerdus Z2uding Aryan monarchies iz tihe
Indo-Cange:ic plain, the lodestone of every perty Indian cﬁiaf:au has Seen h
estabiishireat of a pan Norzh Iadian or sub-conziaenczal 2mpire based on the
exploitation of the large ravenue base provided Hy the relatively producziva.

agrarian system which was gradually escablished in.the region. L6/..This is,

the first ecological-empirical assumption we &a



b) Stability of Population Size

The second, concerns the size of the fopula:icn act the time of the
evolﬁcion of the caste sy;cem in the zonarchies of the Indo-Gangeties pl%in.
india today, is considered to be a ~eavily po;ulatgd country. However, till
the early part of the 20th century, 'ae land-man ratio id the country wﬁs very
favorable. |

More surprisingly perhaps, there is some uncertain and :cnta:i&e
evidence (admittedly littlé better than gucss eQﬁimaces for antiquity) ;hich
sugges:s :ba: the size of the population and thence the lund-man rn:iojin
times of peace and poLitical stabilizy (which ccald be zermed the
'equilibfium' level) remained relazively zonstant from the :imevof the Mauryas
(c3208C5 till che late 18th century. 17/ Though there were likely to ﬁave
beer large deviations around this “eguilibrium" level over the ccn:ufiés, due

to famine, disease and war.

c) Unchanging levels of living_
The final empirical assumpzion we make conceras levels of living.
Some quantitive evidence is available for medeival Iadia (léch cen:ury5 18/
It suggescs that, there has not beea :ny marked improvement in levels of
living between 1595 and 1960, though 2qually :Sere.has ;robablé been no marked
worsening. Maddison's guess estizaze is that "Iadia's par capita income in 1750 was
probably similar to that ia 1960, ac abouc.SLSO at 1965 U.S. prices™. 19/

We lack even the meagre and speculative éstimates of levels qf Livizg
during Akba;'s reign for the‘earliéz seriods, but there is some.meag:e
evidence 20/ which suggest cthat the levels of living were about the same.i:
320 BC as they wexrz in 1595 aD.

Taking the last three of tihe ampirical assumptions together suggescts

that by about the 3rd century 3C I=dia had evolved an 2conomic system which




maiantained living standards (as least ac times of political stability) which,

.though not much above subsistence by modern standards, were comparable to

those iz India in about 1960. The casta syscém and :hevvfllage_eccnomy as it
had evolved by the 3rd or 4th century 3C were, we would hypcthesise, an
es;eﬁ:ial ingredient in maintaining this "equilibrium™, albeit at a relatively
low level, by present, :hough not necessarily by the standards of contempora-

neous countries and civilizations in ancient times,

2. The 3oserup Theory aad ﬁhe Arvan Zconcmic Problem

The daéger of a shorzage of labor was the major éroblem faced by the
expanding Aryan sezzlements ia the Indb-Cangetic plain, The DJasas, who were
the peoplas vanquished by the Aryans ia their march acrass the Indo-Cangetic
plains and who wers iniﬁially used to clear the forest, augmented the supply
6E_labcr avnilable.:o the Aryans Eor.agriculture from their own tribes. This
both enabled and impelled them o move fsom their iraditional fcr# of nomadic
pastoralism towards a form of seztled agriculture. The role of increasing
population pressure on land in both induc.ng and facilitating the adoption of
more extensive forms of agriculture has heen persuasively arzued by Boseruﬁ. 21/

Once the Aryans had established Tonarchies based on the revenue from

agriculrural serttlaments in the Indo-Gangaric plain, any drastic decrease in

ts high

oo

labor supply was likely to threaten their aew found way of life, with
demand for labor. Given the relative abundance of land there must always have
been the danger that par: of the labar supply on the new settlements aighc
melt into the remaining Zorests Io start their own settlezencts, or else, and
more likely, také to mora primitive fowas of agriculture. The ccntrol and
maiatazance of an adeguat2 suppiy of labor is likely, therafsre, o Zave deex
an important consideration underlying t2e socio-econcmic system set up in the

Indo—Gangetic plain. The casie system we hypothesize was the vesult..




3. Labor supply, Slavery and Castea

India has néver been economically de;endenc.on slavery, why?

The 'shudra' culctivators in dindu caste society were the descendants
of the earlier Aryan enemies, the Dasas.22/ In the abseace of a centralized
" adminisctrative system to register and enforce :lave "contraccs"”, a néceésary
condition for slavery to persisc is the ease with which slaves can be
distinguished from free men by some attribute such as pigmentation or
language-=-the former bYeing more inescapable than the latter. The Dasas were
distinct in their appearance from the Aryans, anc spoke a diffarent
language. Thu§ it would have been possiblé for the Aryans to have eniat:ed
their enslavement evea without the centralized polirical system they lacked t2
enforce a more colorblind type of slave system. It is likely, that ian th
original development of the caste system, the Dasas were enslaved ia some form
and put beyond the Aryan social pale. Howewer, graduaily, though zot accorded
the twice born status of the Aryans, they were irpcorporatad into the Hindu
szaste system, as the Shudras who were permitted :o‘culciva:e land. Though
some slavery contiaued, it was now more in the nature of debt ﬁeonage. It was
often contractual, with free men selling themselves and their families intd
slavet} ia times of distrass. 23/

| Unlike the nomadic pastoralist Aryans, the Dasas were probadly

acquainted with t» technology of set:lad agriculture, a zachnology whizh frem
the remains of the Harappan civilization (see allechin & Allchin) appears was
kaown in Iadia béf::e the Aryan invasions. Iz was this technology or v;:ious_
‘extensions of iz, which vas probably the basis of che setzled agriculzuze of
the Arvan setZlements in the Indo-Cangetic plain. This =aighz explaia why che
Dasas who might initially have been enslaved (during the period thay éere used

to clear the forests) were later incorporated into Hindu society, albeit wich.

L - ST R 4

a lowly status. There could be three reasons for this.
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First, the culrivacicn skills which the Dasas needed To pass 2n 0

the Aryans to make settled agriculture viable, could presumably only be ‘

demonstrated by doing, which of course implies the willingness of the Dasasi:o
demonstrate these skills. Secoadly, if the Dasas had practised these sk1114
in the past, they were likely to have had a comparacive advantage in the {
exercis§ of theae skills (at least initially) as compared with the Aryans. j
Thirdly, as is well wnown fream the 2xperieonce of various forms of collee- 5

tivised agriculture, as agricultural cachnology (even of cthe subsistence ty%e)

cannot be described in terms of any precise set of input-output :o;efiicienés.
,

iz is very difficulc o monitor the efiort of peasants, and o coerce them %a
. |

perform acca:ding to an efficizacy norm, as there are no uxambigzuous 1
indicators of this norm. Thus, it would have beea more efficient for the

above incentive and iaformational reasons to have emancipated the Dasan sla@es

and givean them autonomy in decision making and control over agrizulzural |

operations.

Varisus other means of maiataiaiang che rural labor suppiy in the

i
|
|
!
|
|
i
|
i

. . . . . e . .
Indo-Gangetic piains besides siavery, such as polltaxacion, gg/ limitactions on

. . . . - c . |
migration, and various forms of indeature, would also have been ;n:easxblelas

|
. - . : P i
they all require the power of a centralized statz and its attendanc |

[0

I

bureaucracy for their an '
Py r

!

arcemenz. Howvever, given the endemic solitical
|

inscabilicy duriag this pericd (our first stylized fac:), any such alternative
|

would have been buil: on sand. With plaaziful land, and the waxiag and waping

- . - . . . ) ol
of policical authorizy over a sarzicular regisn there would alwaws Rave seen

~

|
the danger that directly ccerzed peasants would have fled che seztlemencs Fas
they nevertheless did 522 and 2n, for {aszance in later Meghul zimes) “henever

|
|
the political authorizy was weakaned from internecine conflict amcngst the
I
!
monarchies.

I



The caste system provided a more subtle and enduring answer o the
Aryan problem of maintaining their rural labor supply. It took account of the
need for a decentralized system which did not zequire any overall (and iarger)
pelitical community to eif:c for its survival, aad énsuiéd that, any attempt
to start new settlements outside the framework of Hindu'sociecy would be
difficult if not impossible. The division of labor by caste, and ics
enforcement by local social ostracism was cenctral to the schema., There wefe
two aspects of the caste system thch are relevant,

The first is the endogamous specialization of the compleﬁen:ary
services required as inputs 1nto the functioning af a viable settilemenc. aAay
single cppressed group planning t> leave a particular village to set up on its
own, would fiad chac, if tﬁe group was confined 0 one caste group, ghey would
lack the necessary complementary skills confined to other castes, to starz a
aew settlement. They would therefore have =5 recruit members ¢f other castes
to join them in fleeing the Aryan settlemeat. The likelihood of that would be
remote, as some of these sther complemerntary castes would have a high rifual
and economic status, and would not have an incentive té move to the more
uncertain environment of the new settlement.

Tne castewise divisicn of labor could also be maintained purely
through the instrument of social ostracism without a central church, or
policical coercion.

The ostracism iavolved in breaking the caste code, either as a
consumer or producer (at each level of the caste hierarchy) would enrail

higher costs than any gzains from performing any profitable arbizrage in th

®

LAl

labor market (including imparting x=owledge of complementary skills) czat the
casteist segmentation of labor might entail. This can be shown more

rigorously, in terms of a model of a caste society developed by Akerlof.




As the casteist segmentation of labor inhiditad labor mobility
berween occupations, but did not completely prevent it, overpopulated castes
who would suffer a cut in earnings if all their memders crowded the occuga:iah
could and did, (both ia theory and p?actice). take up other occupations. 32/:

There was thus both occupational and status (social) group mobility within the

caste system.

4, Village Autarky

The endemic polizical instability would also explaia the relatively
autarkic nature of the Aryan village communicies. A vigble socio-economic

system would have had to overcome the periodic interruption of iater-r2gisnal

::ade and commerce. Even aE:eé raking account of the primitive systems af
transport and communications in ancient Iadia, which by imposing Xigh
transpo~-t costs could have made many goods in the regional or sub‘regional_
economies non-tradeables, the uncertainty induced by the cortinual polizical
instabilicy musc havé made a further move towards subd-regional or wvillage auﬁarky

economically rational. 26/

II. The 'Hindu' Revenue State

The centripetal tendenciess towards an Indian Empire haQe been
countervalanced by the endemic cen:rifugal Eqrces flowing from geograpny, anﬁ
the associarted difficulties of communications in hclding>the sub=continent
together. Though the most prosperous and glorious periods of Indian history
have been the periods of stability under dymastic Imperial :uie. the

difficulty of maintaining the imperial unity of Iadia, has in its long history

msde such periods relatively infraquent. The great strength of the soclal and

economic systam set up dy the ancient Hindus,

therafore, was its highly

decentralized nature uhnich provided specific incentives 2o warring chiefzaiss



to disturb the ongoing life af ihe relatively autarkhic village communizies as

lictle as possible,  This was dune in part by making war the trade of

professionals snd chus saving the mass of the populace Irom being inducted
into the deadly disputes of Iadia's changirg rulers. Zqually imporrant,

however, was the creation of a local administrative and revenue stcucture, jand

a tradition of paying a certain customary share of the village output as |

revenue to the current overlord, which meant that any new political victor had
|

a ready and willing source of zZribute in place. It would be a foolhacd ;

monarch who would seek o :hange these local arrangements wnich greatly |
reduced the effor: required oa his parz to finance his armies and cours. the
i

viilage communities in tura Yought relative peace and quier and could carr* cn

[
cheir da;ly business relative’y undiscurbed beneath the hurly burly of

continuing aristocratic conflict over the tax base. This exalaias both the

contiasity of the village coemunitias, and the prima facie surprising !

- . - - - - !
supineness Indians have shown {a quickly buckling under the heel of any zew

ruler.

III. The Orizins of Indian Revenue Administration

i
The begianings of *d adminiscrative structure are disczraible inlthe
\

anciznt Hindu monaréhies {rom the 5th ceantury 3C bur the ancient Indian !

aéministrative system was cnly fully developed uader the Imperial Hauryasiin

the third century 3C. Its bSasis, as that of che empire, was land revenue;
Officials were appoiated o —easura the land under zultivatien a#d <o

evaluate the crop. Regular s3jsessmen
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the reven.es
from an expanding econcmy. Zach villaze was under the

feadman who was responsible for collecting taxes, 27/ and these were shi



to the roval treasury by yet other oifficials. The gcvarament was also
responsibie for the cecnstruction and maintenance of various irrigation

facilicties and, iz seems, a waCer Zax was levied on those usiag .zhese

rey

acilicies.

The Mauryas established the first centralized bureaucracy in India.
Ashoka's empire was divided into four provinces, under vice-regal royal
princes. Zach province was subdivided incto districts, which, in tura, were
divided inro groups of villages. The wvillage was the lowvest uniz of
adminiic:acion. 23/ This is a patzera far administering the Iadian Zmpirce

which has remained virtually unchanged over the intervening cenfuries.

IV. Cycles in Fiscal Predation

Milicary technology has obviously been imporctant in determining the
degree to which the natural monopoly that Sas beén seriodically established ia
the Indo-GCangetic plain is contestable 5y internal rivals. Once a new en::ang
established his dominance, the sustainabilicy on a dynastic basis of the newly
‘established monopoly depended upon his heirs being farsighted snough not o
ei:ract more than the natural rent. IZ cthey did then there would be an
incentive for incarnal competito:s To arise and(at:ampt To provide a
comperitive supoiy.  The rebeilions ac :the edgés of the Zmpira (where because
of costs of transport and communicatisn rival entry would e easie:j which
tave (as they still do) 29/ plagued India's imperial rulers, would then beccmk
endegi:. The 2nsuing breskdowm 29I the Zapire would be Ifollowed 5y ancther
p2riod of chaos until one or ather of the fauding chiafs succeeda2d in 3

establishing his hegemony Sut refraine
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monopoly he had acquired. 1If the =nda2rlying ecological, demcgraphic and
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econcmic conditions did not alter mackedly--as they did not (cill véry
recently)--there would be cycles of growth and decay of empires linked to
cycles in ‘rents' that the predatory- sTate sought To exact, wizh the 'scabﬂe'
equilidbrium corresponding to the susTainable 'natural' rents exzractable udder
the ;ﬁles of 3BW!

We have little to go on in documenting the Ehanging fiscal exac:i&n
of India's predators till about 1000aD. 3u£ the simple theory ocutlined inf
Part I does seem to fit the case of at least two of the major Indian empirés
that have risen ang Zallen siacé thex~-che medieval Moghul ;mpire, and the:
Bricish Raj of the l3th co 20th centuries. |

The theory sugzgests that Ziven che large alluvial "core area™ of Ehe
Indo-Gangecic plain aﬁd the Eonsider;ble entry barriers facing external
rivals, the 'natural' rent chat a stable prcda;ory séatc could extract uou@d
be relatively high. secandly, Zivea the impér:ance of internal celacive cb
external trade, there would be iittle incentive for the predatory stace td
create the property rights required o0 establish a mercantile and thereby?a
marﬁe: economy., These prediction: are borne out by the relatively detailéa
account nov available of the 'Revenue Zconomy' (Hicks) established by Eir%:

the Sultanate and then the Moghuls ia the Indo-Cangetic plan (see Ray

Chaudkri and Habib). . o -

"There 20w seems o be a consensus that tie Moghul State ciaimed at

least one :hi:d,:a‘half or more of the agriculzural produce ia cash”
(2haztacharya, 2.1708). Maddison has estimazed ttat "the total revenue (gf
which land revenue was the major par:) of the Mogzmul State and autcnomous

princelings and chiefs was probably about 15-137 of national income" (9.2?).

This can de compared with the estizate of Deane § Cole tha: in 1533, :tax!
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reven-:e amounted %o §.3% of natiomal income in England (a countcy which would!

‘have a lowver thrashold of inter=al 'entry' costs and hence lower 'natural'

}
rents). This tax burden was increased under Aurangzeb and his successors and|

contributed to the decline of tke Moghuls (in line with the cyclical model °§«
. » » !

fiscal excess). The internal chaos and breakdown only came to an end uith ché
gradual escablishment ahd ex:ension'af 8ritish power over the -subcontinent.
The British Raj, was relactively benign .in its fiscal exaccions.

Maddison estimates that, by the end of the colonial period "the zoral :ax

burder was only 62" of national income (Maddison 5.45). 3But as a cesulc, zh

PV

aj

e

|

. |
s finances were always precaricus. Moreover, unlike its predecessors the
- - |
Raj could ot extract the 'natural’ rent that past predatory states had !
|

|

|

gxtracted for two imporzant reasons. first, unlike most of India's other

invaders, the 3ritish, after a 5rief iaicial pe:iod'(uhich ended with the 1357

mutiny) in which they atzampted T35 become a traditional Iandian power, sat

ol

themselves apart and above thei- sublects. is meant that, unlike any of

I
|
India's previous rulers there was a possidilicy of a racionalisc revolt of tie
|
. |
populace as a whole against its rulers. 'This meant rhat the entsy costs for!

internal rivals had been considerably reduced, and the British fourd that, t#e

"secret of successful Indian goverzmment was low zaxation", (Tomliason (1975)
p.338) whilst providing law and srder =ore czeaply than had historically beeh

possible. ' » ' ] j

The constizutisaal Ristory of che
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5 3a) nas beea receatly reworked as a history 2f varicus 2xpedizncs

squeeze mor2 revenues for Impesial purposes (see Seal). g-opting Indiarn
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collaboraczors by granting them systems of representation, acmination and
election became an essenctial expedient in squeezing moce revenues without
incurring the accompanying poli:ic&l and adminiscrative costs. The system cf
representative government :hat amerged was however to be used in the post i9&7
period by people less moved 5§ the spirit of John Stuarz Mill than the ancient
Indian political tradition of feuding faction leaders fighting for a share of
the regional or national spoils of a potentially Umperial Revernue economy.i A
new iastituciomal structure {admiztedly less bloody than in the past) for
ambicious politicians to fight for and wield Imperial authority had been
created bur the ancienc Indian notion that the sctate is the serscral (pos#ibly
heridizary) jagir (fieff 9f those who control its geatral lavers had ot ﬁeen
eradicatad from the ainds of eicher the rulers or che ruled.

Worse, with cthe ending of alien rule and the accompanying :gduc:ion

of the dangzr of an intarnal nationalist revolt, the 'natural’ rert €3 bef
extractad had cnce ajaia risen zo its historical levels. Inaia's ruLe:s‘ﬁid
a0t miss this opportunity, and the econcmic history of India since
Iadependence can be looked upon as a vast extension of India's historical
Revenrue Zconomy cthat these changed circumstances have sermitted. The ove?:

revenues extracted by the Stata in the late 1970s were running at ovar 20X of

national income, but this does not »egin to take aczount of the reats that

s

i

various public officials wer2a excracting from the zerzantilisc system of ¢

trade, industrial and price controls that the post Iadependence gsradatory

stata kas established

n Iadia.

V. The Failure to Dewvwelop a Market Zcoasmy

There has been a thriving merchant class ia India since at least the

ath century 3.C. which has denafitzad frzam che develapment of urban ceatrfes

=R
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from apbour the same date. However, the flouering of a form of mercancile
capitalism hasibeen répeatedly arevented by various constraints on commerce
impused Dy -fficialdom as well as the social restirictions of the caste syste@.

TLarebwas a period in ancient Iadian history whea the Zevelopment o%
a mercantile 2comomy in the subcontinent was Q: least a possibility., It was
nowever decisively (and in our view inevitably) settled by the conflict bec-
ween Brahmiaism--which upheld the caste system--and the non-casceist religious
sects--3uddhism and Jainism--vhich had grown in the 6th century 3C. 30/ Thre
mercanzile classes had prospered with the growth of trade and commerce in the
4ch - 6th cencturies BC, but their 2conomic pjower was not matched by policical
power which was held by :he TwWo upger zastes. .The :ércantile castes supporzed
the new non-casteist sects and the outcome of their cenflict with the Brakmins
ch be traced in the relative growth and decline in 3uddhism--wnose declizne 'in
turn was associaced wi:h the decline ia the poliﬁical fo::unes of the
mercantile class. The latcar decline was in part caused by the increasing
intarnecine warfare in Northern Iadia afzer the Gupﬁa pericd (4th-=5ch
centuries AD) and the beginniag of a series of invasions from the no:éhueSC
which must have disrupted the inlaad and overseas trade ~hich was the sop:cé
of the mercantile class' econcmic power. 3y the time of the advent of the
Cresent in I[ndia (c 1000 ACD) 3raniminism had triumphed.

Though under the Moghuls and tke restoration 5f law and crder for
substantial periods over a larze par: of the subcontinent, :z2e mercharnts
grospered, their aconcmic power was 20t matched by their éoli:ical zover
(Spear, p.47).

Nor did the 3ricish suczeed in e2stablishing a zercantila z2czroay,

aven though the late 19th century with iTs commitment zo liberal 2conomic
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policies did see the rise of various indigenous industrial zroups Irom the
merchant castes. The traditional literary castes--particalarly the ;rahmins--
were the first (given their historical penchant for parasitical govedr-ent
_ |

service) to convert tc the new Western ways and take the opporcuni;iés foc
legal and cleri:al jobs the new systom offered. They were the first 'to
penetrate the higher reaches of the bureaucratic 'steel frame', the fndian
Civil Service. As the major historian of the Indian middle classes notes:

"Since Indga's tradition of caste authoritarianism ficted iﬁ well
with the Imperial scheze of things, Indian bureaucrats, who usuaally $elenged
to aigher castes, were guick ©o stag iato the shoes 9f the British uho lefs
India 'n 1947. 3uceaucracy thus continued o retain its hoid over business in
India and is increasiag its hold with the extension of the state's ecazomic
function. This may be beneficial to the educated middle classe:. sigce as
officers of Cévernmen: they step in as controllers of nationalized ﬂndustries
without any persconal stake in them. 3ut it is no gain io the caun:jy as a
whole. The systen of state control in fact stifles gzrovth of
entrepreneurial elemears which India has in tha past tadly nceded :5 speed 3
production. Traditisually vecruited from the literary classes, ui:# “ac

.

business acumea, civil servants are most unsuited to accelerata sroduction ia
" Indian conditions", (Mishra, p.340). |

I hope this is enough to suggest how zhere have been long rua
propensities which have shaped a particular form 2f pradatory state ia Iadia,
which though recently garbed in representative clothes has not changed its

nature or esseacial purpose. In fact tze advances iz what Hicks terms the

'administrative revoluzion' of the lasc 100 years, have led 2 a huge

n

axpansion of the fraditicnal Indian fora of a Revenue <conomy with dir

consequences for its 2conomic development. 7
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III.

Precommitment and Efficiency

Can these natural proclivities of large 'naturai' rent rich s
astablish an ineff{cien: set of property righta be stemmed? Tﬁere is
important historical case where this has happened-—:hé United States.
been done by a form of precqmnitment-gl/--a'con;:itution--which tied ¢
State, Ulysses like zo :hé mast, so that it was not ensnared by the Si
its 'natural' rent seeking proclivi:ies. This was possible because as
notés: "The American colonies were in the extraordinary po;i:ion of ta
over from Zngland not only the body of properzy rights (and common law
had been evolving there, but also the deep distrust of a powerful stat
emerged from the Znglish Revolution". (North ».187). 3ut as he 3zoes g
show, under populist pressure the concrols that the framers of the

constitution had iastiguted to control the State brcke down. The reas
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concerns about the distributional justice of an unregulated market an%
for fundamental political and economic structural change to alter :he‘
distribution of income (North p.192). - The resuitiag pcliricization of

economic life and its consequences for the atzenuation of the market %

another story.

3ut for my purpose It is important to note zhe hold of a simil

public ideology--Ffabian socialism—-in moderm India. Thus when iIndia 3
constitution at Independence it legitimized the contizuation of a zros

expanded version of the Revenue economy in the name of "sccial justice

demands

ystax is
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Thus precommitment in the form of a constitution is not enough if the
‘

ideology of the constitution makers is not conducive to chaining Leviath%n.
|

: |
Most inefficient predatory states need to be saved from themselves by sone
|

form of precommitment, but in‘devising and recommending the form of :ha:ﬂ
precommitment we must be zlearheaded. The optimal Ramsey tax rules :hatﬁ
economists are taught to recommend are also the appropriate ones for 5
Leviathan. As the BBW theory sufgests, advising a predatOry state to le#y

. |
these would be redundant if the state was intertemporally rational %
(farsighted). Given the self-interest predatory states have in their ue;

. | .
revenues as well as survival, if the optimal tax experts’ advice is not #eeded
S ‘
it will usually mean that he/she has not recognized some of the political
|

X . - . . - . |
constraints which determine which set of commodities can be taxed, and over
: |

which the %ax structure should be Ramsey optimal.
|
|

But even though the levyirg of Ramsey taxes is compatibdle with P

|
whole host of alternative property rights systems and the associated 'nituralf

rents extracted by the predatory state, there maybe a secondbest argumedt from
|
. e
the viewpoint of its constituents for some form of precommitment by the |State
- \
not to levy the Ramsey optimal taxes in a territory where its natural

proclivity is towards the assiznment of inefficient property rights. I{ such

RS

a precommitment can be obtained it could lead towards a welfare cptimal
dynamic adjustment to a more developmenzally and market oriented set of)
: |
property rights. This brings us straight back to 3renann and Buchanan';
fiscal constitutionalism~=which is where we came in. How we zet a relugtant
Ullysses to tie him (oriher) self to the mast, thea becomes the really

important question for political econcmy--on which of course I have (as| yet)

nothing to say!
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FOOTNOTES

1. As North notes: "wherher the state originated as s predatory

group attacking and exploiting a peasant village (a predatory arigia of the

state) or developeé out of che communal necds for o'ganxsatlon nf the peasan:

village (a contract origin of the state) cannot be resolved."

2. These speculations are 'macro-historical’ in that cthey

concencrate on very broad general treads rather than the details of history.

They are akin to those of McNeill, Jones and Barrington-Moore for instance.

3. "There have jeen times when violeace-using enterprises competed

"in demandiag payments for pratzction inm almost the same tarritory, for

example, during the Thirty Yaars' war in Germany. 3ut such a situation was

even more uneconomic than would be competition in the same territories bYetween

rival telephone systems. Competing police forces ware aven more inefficien:

than competing fire companies. A monopoly of the use of fcrce within a
contiguous territory enabl2d a protection-producing enterprise to izprove |

product aad reduce its costs.” (laze, p.402).

4. North & Thomas (p.87) zote of the emergeace of Zuropean nazipn

states in the 15th and 16th ceaturias: "Born in expianding warfara, creatad

intrigue and treackery, the crowned heads appeared o have 3Jore the

characteristics of Mafia bosses thar the characteristics of wings aavisione

century later by John Lacke"

5. Thesa are that (a) t2e zotal cost funcrtion for the two produc:s

produced jointly by the £ira have

is, if a prooortionate increase in all of the £irm's outputs produces a l2ss

than proportionate incrsase ia igs total cosc,” (p.354) and (ii) the cos:

function is trars ray convex, which "requires, in essence that somplementari-

ties in production out weigh scala 2£fects alongz the relavant cross sectitn

(p.35ﬁ)3 The total cost functiom therefore looks as in Fig. l. ..

striczly decreasing ray average casc, thas
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6.,. If the vector of optimal outputs is denotzd by y*, C(y) is

cost of producing the outputs (excluding encry costs) and MR, and 2 the
. . |
marginal revenue and price respectively of the ith producs, the Ramsey |

|
conditions zequire for the 2 good case
|
i
|

HRl(y*) - Cl(y*) Pl(y*) - Cl(y*)

i

) |
|

|

M, (y") - S P2(yT) - Cy(y)

|
|
. |
7. It should be noted however that! "Ramsey pricing is suffic%enc
|
but net necessary for substainability. Consequently, there may exist

|

sustainable price veczors, perlraps even many of them that 23 aot satisiy/ che
- |

) . . |

Ramsey conditions" ([3aumol, Panzer, Willig, p.2]. f
8. See Hicks, p. 39.

9. See Jonaes, p.l05-6.

10. Jones, ibvid.

uc

o _ _

11. However, as McNeill emphasizes, in the 0ld World (from ab
. !

800BC to l4tha century AD), there was a chroénic conflict between the nomads af
the scteppes and setzled agriciucturalists. The aomadic pastoralists' "rapidizy
of movement and superior diet, gave them a cleir military advantazs over mora
sessile and (often) protein-deficient cultiyators" [XCNeili (198&)_9.2] From
the time whea pastoral nomads first learned to shoot arvows. {rom horsebdacik
till che Mughal and Manchu congquests of India and China ia the 15%h and

3Ts

centuries, "the polircical history of civilized Zurasia and Africa comsi

. ]
largely of intermittent zonmquest ty invaders from the zrasslands, pu:c#uated
by recurreat rebellions of agricultural sopuiations agaizst subjugaci.ﬂ T2

heirs of such conquerors"”. (McNeili (1983) p.LZ);E

l2. See Nortch and Thomas, p.98.
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\
13. A fact which maybe of imporzance in explaining the dev ment
of the mercantile economies amongst the contemporary South EZast Asia NICs-- i
I
the 'Cang of Four'--Korea, Taiwan, HongXong and Singapore.
' |
14, The growth cycle model of Goodwin which is explicitly based o+
[
|

the biaological preda:or-prey model of Volzerra would seem ©o be applicable.

15. The term Hindu is used in its ancient geograpnical sense as
refering to the inhabitants in the land of the Indus. Various other ac:emp%s
wnich are meagre and in my view unsuccessful in explaining the origins of the

caste system are reviewed in Lal.

—h
.

16. "Megasthenes in the 4th century 3.C. heafd of 113 xingdoms, a
the actual number may «ell. have been.aére. From time to time a strong
paramount power has arisen and succeeded far a few years in introducing a |
certain amount of political unity, but such occassions were rare. When no
such power existad, the states, huadrads ian aumber, might be likened to a

swarm of powerful, mutually repeilant m=olecules in a state of incessant

movement, now flying apart, and again coalescing” (Smith (1981), p.5).

17. See Raychaudrij Raychaudri & Yabibs Datta; Durand; 3asham:

Thapar; Davis; Maddison.

(o 1)

13. See Raychaud:i & Habibd c=p. JII; Bhattacha:?a, for a review ¢
the evidence.

19. Maddiscn, p.l3.

20. See Lal for a review 95 tkis aspect.

21, Also see Clark and Haswell chapter 3. Dairty provides a
formalization of the 3oserup 'growth =odel’.

22. Thagpar, pp.34, 38.

23. Basham p.153.




-29...

24, As in Xeyna, to provide a cheap labor supply o the whits |
sectler farms. See Collier and lal. :

2S. See 3asham; Sriaivas,

1
' J

26. Thus in Lal we estimate that wicth the benefit of hindsight
’ |

between the 4th ceatury 8C and 19ch century AD assuming that each gene:at#on's
time horizon is coughly a ceantury, —he probability that zhere would be
political sctabilicy and pan North Indian law and order was 0.19. Assumin

that the elasticity of marginal utility is 2, and that the trading alternative

|

doubled per capita incomes above the autarkic levels during periods of

polizical stadility, the trading alternative Jould only be superior if at
times of trade disruption, inccmes did ﬁot f£all 20 less than 30-90% of e
autarkic levels. TFor more realistic gzains from trade, the levels of inc%me atc
times of disruption under trade sheould not fall belcé 9¢% of the aucarki%
lavels if the trading alternazive were zo He expectzad utilizy maximi:i:g4
|

27. Txrapar, p.35. 9

23, ibid., p.3a. Jf

29, Consider recent events 1a Assam and Punlab Jor instance, sr
long-standing sezeratist movemeat in Tamil Nadu. %
|

30.  Inevizably, dbecausa as we have a:gﬁed above the cast2 sys:ém was

a0t dysfunczional and provided the basis for a viable and reiatively

[4]
&
[
n
]
pooy
Vi
[¢)
U
n
1"
A
n
]
3
"
wr

prospeTous econcamic and social order. The corflic
republican foothills and the =cnazchical plaias.’ The lattar wi:ih their|largsr

\
|
|
]
\
|
1
tax base wer2 bound T2 win ouz iz the iong run as they &id. See Lal f:# a
' \
- !
fuller developmeat 5% the argumen-. |
|
|

31. The imporzance 27 "arecommi:iment' as an essential a2lemen:

human raciomality zoes back =3 the discussion of 'akrasia' by Aziszola.

appears in various =medern gulises i economics such as the 'isolation paLad z

-0

|
|
|
[
|
|
|
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(Sen), inconsistent time preferences (Strotz), and endogzenous changes

tastes (von Weiszacker). Elster provides a1 splendid discussion and

‘imperfect racionalitvy’'. Schelling's

2ludication of this imporzant facet of : ;
is a recent economist's view of the subjec:.

32. This is argued in Lal.

in
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Figure I

|/‘l’ctzl revenue :
. 54 \ _. Total cost including ‘
v ’/ entry coxl

Source: 3ammol, Panszer & Villig, op.cic. p.212.

Fig. T shows the total cusped cost surface for the two ocutputs yy
and y; and a total revenue surface 3. The hyperplane i, define
the sat of Rimsey optiazal pricas which are susctainable, as any
competitor cannot covar costs {£ he charges a sec of prices wit

flacter H4.
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