Rock, Scissors, Paper: the Problem of I ncentives and I nformation in

Traditional Chinese State and the Origin of Great Divergence

Debin Ma*

Economic History Department

London School of Economics
London, WC2A 2AE, UK
Email: d.mal@Ise.ac.uk

March 2011

Abstract: Using a newly reconstructed data series of twoahdlf millennia on Chinese warfare and
durations of political unification and fragmentatjothis article provides a re-interpretation of the
traditional Chinese political regime from the pesjive of institutional economics. Structured wvith

a principal-agent model with three major actorbe €mperor, the bureaucracy and the people - the
article demonstrates that monopoly rule, a longthorizon and the large size of the empire cowdd le
an absolutist regime like imperial China towardgpah of low-taxation, dynastic stability and
extensive growth. But fundamental incentive misatignt and information asymmetry problem
embedded in its centralized and hierarchical malitstructure also significantly weakened the regim
fiscal and financial capacity to support institaioand institutional change conducive to modern
economic growth. Using comparable series of figealenue, the paper makes some comparisons
between Imperial Qing (1644-1911) and contemporas&destern Europe.

*| benefitted greatly from discussion with from lesr Brandt, Mark Dincecco, Phil Hoffman, Cai
Hongbin, Peter Lindert, Liu Guanlin, Paul DavisaBrDelong, Long Denggao, Avner Greif, Deirdre
McCloskey, Joel Mokyr, Patrick O'Brien, Maarten RBrd.eandro Prados de la Escosuka&nneth
Pomeranz, Paul Rhode, Thomas Rawski, Tirthankar, Bay Zhihong, Tuan-Hwee Sng, Jan Luiten
van Zanden, Oliver Volckhart, Gavin Wright, Yan Seian Weipeng and Zhou Li-an and the seminar
participants at University of Utrecht, the Nethadsa, LSE, University of Carlos Ill, Madrid, Fudan
University, Tsinghua University, Guanghua SchoolBafsiness, Beijing University, UC Berkeley,
Stanford University, Northwestern University, Unisity of Michigan, IMT (Luca, Italy) and the 2008
EHA meeting at New Haven, US. My special thankd@®ai Ying, James Kung, Kivanc Karaman,
Sevket Pamuk for sharing their data sets. Resdarcthis paper is supported by Global Price and
Income Project funded by NSF under the leadershipeter Lindert and European Commission's 7th
Framework Programme for Researttistorical Patterns of Development and Underdestent:
Origins and Persistence of the Great Divergeried-POD). | alone remain responsible all the errors.



Rock, Scissors, Paper: the Problem of I ncentives and I nformation in

Traditional Chinese State and the Origin of Great Divergence

Abstract: Using a newly reconstructed data series of twoahdlf millennia on Chinese warfare and
durations of political unification and fragmentatjothis article provides a re-interpretation of the
traditional Chinese political regime from the pesjive of institutional economics. Structured wvith

a principal-agent model with three major actorbe &€mperor, the bureaucracy and the people - the
article demonstrates that monopoly rule, a longthorizon and the large size of the empire cowdd le
an absolutist regime like imperial China towardgpah of low-taxation, dynastic stability and
extensive growth. But fundamental incentive misatignt and information asymmetry problem
embedded in its centralized and hierarchical malitstructure also significantly weakened the regim
fiscal and financial capacity to support institaioand institutional change conducive to modern
economic growth. Using comparable series of figealenue, the paper makes some comparisons
between Imperial Qing (1644-1911) and contemporas&destern Europe.

Why did China, given her economic and technolddiadership in the f4century or even in the
18" century as some have recently claimed, fail tobecthe first industrial nation. A multitude of
hypotheses range from cultural and scientific trads to factor endowments or natural resources.
However, political and economic institutions thattpin to property rights and contract enforcements
factors viewed as fundamental to long-term econogmmwth by institutional economists — have
figured little in this debat&. Part of the reason for this scant attention vkas the historiography on
the role of traditional Chinese state and institngi had long been dominated and clouded by thdyover
simplistic theoretical framework of oriental despot or theories of class struggle in the official
Communist ideology. On the other hand, there had developed an apptigérature that emphasized
the Imperial rule of benevolence which provided ranfework that taxed the peasantry lightly,
protected private property rights and interfergtelin the operation of a well-establishment méske
land and labof.

This paper reconciles these opposing views witkeiaterpretation of the early modern Chinese
state in the perspective of new institutional eenios. It argues that while the traditional framekvo
of oriental despotism may be overly pessimistic amsleading, the role of the state — its absolutist

features and highly centralized political and fiseaime — figures prominently in the formation of

! See Ma 2004 for a summary of these hypotheses.

% See Wittfogel (1957) for the case of oriental @eispn and Wang Yanan (1981) for a strong conderonatf
the traditional Chinese state from a Marxist pectipge.

% See Pomeranz 2000, Wong 1997 on factor marketsaaation.



property rights and contract enforcement in earbdern China. In particular, the classic dilemma of
government credible commitment as posed by Doullash — economic growth requires a strong

state to secure property rights, but a state thdabd strong becomes a potential threat to private
property rights — is a perennial one throughoutw@millennia of Chinese dynastiés.

The Chinese imperial political structure, whicholeed in relative isolation with remarkable
continuity, offers a fascinating case study oftble of the state on economic growth from a longate
perspective. Drawing on the insights of recemtrditure into the relationship between institutiand
economic growth, this article delineates the prditiogic of Chinese empire in the framework ofthr
major actors: the emperor, the bureaucracy angebple, each with their own objective functions and
incentive schemes. In the framework of principgdat and asymmetric information, it shows that the
historical interplay of these three actors withithespective incentive schemes and structures of
private information shape the internal logic of fhditical structure. Indeed, the dynastic cydes
observed in the two millennium of Chinese histolgypd out like a dynamic game of rock-scissors-
paper where these three actors role-played andlesthufith one player taking the winning each time
but not all the time.

This paper combines the theory of incentive amfdrination with the historical framework of
autocracy as elaborated by Douglas North, Mancwom®I(1993) and others. | argue that in an
absolutist regime, the absence of government deeddimmitment can be partially alleviated through
rulers’” monopoly of power and long time-horizondasould lead to a virtuous equilibrium of low-
extraction and the operation of a relatively fre@gie economy. Furthermore, the power and reéch o
the Chinese empire could be constrained by doutdeipal-agent problems among the three actors.
Thus, the fundamental incentive misalignment arfdrination asymmetry problem embedded in a
centralized and hierarchical political structureves to tie the grabbing hands of an absolutige sta
But more importantly, with a long time horizon ofonopoly rule, the rulers’ objective function
switched from short-run revenue maximization to liweg-term defence of monopoly rents. Fiscal
extraction and tax revenue maximization became rekng to the survival and extension of rule,

which hinged on the defusing of internal insurrectand elimination of alternative or contending

* See North 1981, North, Wallis and Weingast 2009.



sources of political power.

Chinese state or empire formation formed a sharrast to the political fragmentation that
characterized Western Europe since the fall of Roenan Empire, which eventually allowed the
development of some form of “voice” (representathkadies in one form or another) and “exit”
(political fragmentation) in Western Europe. They ks that the “corporate” characteristics of mahy
the European states and organizations ensureddbabmic rents from the reduction of violence were
controlled and redistributed through a dominantittoa of commercial and property elites who had a
stake in the overall economy. Intensive interesteadbmpetition in the European political system
subjected any existing monopolistic rents (dueulers’ monopoly in the provision of internal peace
and other public goods) to contestable and conieefitressure, leading to a continuous generation of
Schumpeterian rents being awarded to those inmayatiates that resolved better the misalignment
problems of incentives and information often thiougpme form of representative institution. This
process of creative destruction based on a botmmstitutional building and inter-state competitio
enhance the fiscal, financial and administrativeac#ty of those states with positive spill-overeets
that support more contract and capital intensipesyof exchange.

Through a reconstruction of two millennia recordecidences of warfare and the duration of
unification and fragmentation, this article trache evolution of state formation and corresponding
changes in fiscal and administrative regimes wisichpe private property rights and factor markets.
The case study of Qing China in 17™M&nturies presented in this paper reveals thatsteblishment
of an absolute monopoly of political rule ensurkdtteconomic rents from the reduction of violence
were firmly in the hands of rulers or political @nésts relatively detached from commercial or priype
interests. Although some rents were dissipatedutiirahe bureaucracy as an imperial compromise to
the information and incentive problems, they weghly decentralized and largely hidden in the form
of extra-legal surcharge or corruption with digtorary effects on economic incentives. These
distortions resultant from the embedded misaligrtneéimcentive in the regime often led to a massive
withholding of private information. While effectivén tying the grabbing hands of the state,
information hoarding also simultaneously curtaited state’s fiscal and administrative capacity and

failed to generate the mechanism of credible comemnt needed for financial and fiscal



transformation to allow sustained large-scale irepeal exchange and organization as associated with
the onset of modern economic growth.

| divide the paper into three main sections feltd by a conclusion. The first section provides a
historical narrative on the model and evolution tidditional Chinese political structure and its
theoretical implications. The second section examiitihe historical record of the traditional Chinese
political governance model by a measure of two mstocted indices of imperial unification
contrasted against two and a half millennia datdeseof warfare. It further tests the theoretical
prediction of our model by through a detailed gaéite and quantitative analysis on fiscal regime f
Qing China (1644-1911) in a comparative perspectiMee third section analyzes the problem of
incentives and information and its relevance fodarstanding China’s early modern divergence with
English and Western European states. The conclusi@agjon briefly discusses the contemporary

relevance of traditional Chinese political economy.

I. Chinese Absolutism: the Model and History

The Model

From the founding of the Chinese empire in @21 — 206 BC) till the fall of the last Imperial
Qing dynasty in 1911, both the concept and practifea centralized rule with a hierarchical
bureaucracy had been indisputably her most disshgng and enduring characteristics (see the
Appendix Table for China’s dynastic chronology).e\tart with a description of this political model
of governance or, to borrow a terminology from M&eber, its ideal type before we turn to its
historical evolution. In this model of absolutisgime, ultimate power was vested in the emperar wh
commanded property rights over all factors of patidun including land and labor. At the other or
lower end of the spectrum are the people or mg§sesers or peasants in an agrarian regime) who are

nominally the tenants and cultivators of land assources owned by the empetoithe Imperial

® The imperial ownership of land is expressed bytthgitional notion of ‘Wang-tu wang-minH{ - £ I, king’s
land, king’s people/all land and all people are edby the sovereign)’, which appeared in The BdoRangs
compiled during the age of Warring States (403-B21.) and persisted throughout the imperial perssa
Kishimoto 2011.



household is entitled to rents from agriculturatpo, the bulk of which went into the supply of
external defence and internal security.

In this model, the dominance of a single imddrasehold over all social or political groups
is essential. At the founding of the Qin empiréjr@’s First EmperorZ i &), followed the advice
of his Legalist {:5X) chancellor, Lishi ¢=17) and opted against a feuddtf ) type of political
arrangements where the imperial power would cotexith various regional elites or aristocrats often
with hereditary status. Instead, they implemerdedkgime of empire-wide administrative units or
prefectural system#i{ E.#l) and household registration “bianhu gimirgi (= 55 [&). In this new
regime, only the status of imperial throne is hitagg. With the elimination of aristocracy or self-
contained political units, the administration oé tBmpire - tax collection, suppression of violeaod
some provision of minimal public goods — would lwgrned by direct imperial rules and ordeg (
4) executed by an impersonal bureaucracy.

We illustrate the logic of the tri-part politicaladel in the words of the great Tang Confucius
scholar, Han-Yu§i i1 786-824): “... rulers are meant to give commands tvhi® carried out by their
officials and made known to the people, and thepfgeproduce grain, rice, hemp, and silk, make
utensils and exchange commodities for the supgdhteosuperiors. If the ruler fails to issue comuagn
then he ceases to be a ruler, while if his subatdsdo not carry them out and extend them to the
people, and if the people do not produce goodstHer support of their superiors, they must be
punished.” (Wm. Theodore de Bary et al, 1960 p-383

This Chinese concept of the state, as recognizegkbgration of scholars, is in many ways an
extension of the Chinese concept of a patriarcloaiséhold. With the elimination of hereditary
aristocracy, the transition from feudalism to cahtule extended the stand-alone imperial household

(%) into the national sovereigit(). Indeed, the unity of individual, family and stas encapsulated

in the enduring Confucian adage that to realizeugg for all under the heaven, one needs firstile r

® The stand-alone nature of Chinese rulers was semsiwith countless historical examples of thensiturning
against the landed or commercial elites as webiumsaucrats. For Ming emperors’ brutal punishmént o
landlords and bureaucrats and , see Liang, p.86.a Eritique of how this important distinction ween Chinese
and Western political regime had been blurred kydbgmatic application of Marxist ideology in Chingee
Feng 2006.



his own state properly, manage his own househalctattivate himself{l&& 7+ 5 18[E K F) The

literal translation of the Chinese character fdiamstate [E %) is really “state-family” or what Max

Weber termed as a patrimonial or “familistic stat&€tymology used by Qian Mu reveals what was the

equivalent Chinese term of “chancellor®%(fl) for the empire derived from titles that denoted

managers of private royal households in the preg@nod. Thus, for Qian Mu, the rise of centrdér
also marks the beginning of a separation betweereship (the Imperial ruler) and management (the
bureaucracyj).This political structure, to borrow present dagtistrial organization terminology, is not
entirely dissimilar to large private (family) owiséip but managed by outsiders. This analogy will
turn out to be a useful guide to examine the ecamefficiency of this political organization in lg of

the principal-agent theory.

The History

In the era of disintegration following the collapsiethe legendary Zhou dynasty in the Northern
Chinese plain around thé" Zentury BC, thousands of marauding and competiaigs were slowly
absorbed and consolidated under a handful of rutbosexcelled in mobilizing for warfare through the
the adoption of administrative reform. Du Zhengssén-depth study encapsulates the rulers’ winning
strategies of the Warring State period in the atat<hinese phrase of “Bianhu Qimin” which could
be literally translated as “registering the housgtemd homogenizing the people.” These measures
that eventually led to China’s first unification blye state of Qin in the second century BC, inalude
the replacement of local feudal control with directministrative rule or prefectural system, the
establishment of military-based meritocracy in plaé hereditary nobility (hence “homogenizing the
people”), the allocation and registration of agtietal land and household for direct taxation and

military conscription and the promulgation of stardized legal codes under a system of collective

’ See Qian, 1966, pp.8-12. Also see Creel 1964 anti9d0 for arguments on the clan and kingship oragithe
Chinese state. For an excellent summary of Japafddnese and Western scholarships on the patiainon
nature of the traditional Chinese state, see dintctory chapter ir???72010.



punishment. Du traced the origin of the prefectusgstem @F H. |) at the local level to the

organization of military infantr.

Qin’s bloody unification did not mark the end dff\ablence or political fragmentation in Chinese
history. Contrarily, its violent collapse undeetweight of rebellion after a mere 15 years intexise
taught a lesson on the fragility of political rudg brute force alone. Attempts to re-feudalize amnlye
Han and the subsequent reinstatement of Confuemshing with its emphasis on imperial rule of
benevolence and social hierarchy as the new orthstdde ideology - previously persecuted under the
Qin —all aimed at correcting the excesses of Qspdiésm rooted in the harsh Legalist principles of
punishment and discipline.

The diffusion of Confucius ideology as the new odbx and the sustained military rivalry of
regional powers gave rise to new ruling elites dmtéd by powerful and enduring lineages during
China’s so-called age of aristocracy roughly betwerse &' and & century. In this age, notable
lineages monopolized schools of Confucius learnprgcticed endogamy, dominated the imperial
court and conducted state affairs behind closednetimeetings. Indeed, many of the aristocrats
claimed more illustrious lineage than the emperAssthe post of the emperor was the property of
these aristocratic families and relatives, the empeould be dethroned or even murdered if the
interests of aristocracy were violated. Dynastituggles were largely the business of aristocrats or
lineages unconnected to lives of the commonersahyg’s central government, the wing of bureaucrats

that reflected the opinions of aristocracy hadrtbkt to challenge or even veti€x) imperial edicts

drafted by the imperial secretariat. And the chHlocethe head of the ruling bureaucracy, had
considerable power and shared final decisions thiglemperor.

But from Song onward, the balance of power hadsilaly titled towards the imperial throne
with the emperor taking over all state functionsl @ammanding submission of his bureaucracy like
master to their slaves. The right of challengeaipisappeared from Ming onward and even the post
of chancellorship was abolished by the first Mimgperor. Medieval China’s turn towards absolutism

marked the pivotal turning-points now more popyldthown as the Tang-Song transformation as

8 Also see H. G. Greel, 1964 for an in-depth desioripof the origin of the prefectural syste £ ) in China.



originally expounded by the Japanese scholar, Kieito. The so-called Naito thesis premised that
the ascendancy of Chinese absolutist rule, de#pitatendant dire implications, marked the begigni
of China’s modern era. It freed the commoners ftbmyoke of the aristocracy and took them in as
tenants of the state, ushering in a series oftutisthal transformations ranging in fiscal, mongtar
regimes and ultimately the property rights regitimesmian and land.

The first transformation came in the recruitment bafreaucrats. Although the civil service
examination system started in the Sui and Tangstigs they were largely restricted to the graduate
of official schools monopolized by elite lineagdarom about the 8 century, the civil service
examination system evolved towards a three-tieur{yg province and capital) nationwide system
open to the majority of male commoners beyond tiglp of the official schools. The opening-up of
an examination system and civil service recruitnrestructured the traditional social class based on
the hereditary control of aristocratic lineages ro@enfucius learning and provided an institutional
basis for social mobility among the commoners. Twrporation of Neo-Confucianism — a grand
synthesis of Confucius learning expounded by ZI{ukB0-1200) in the Song - into the Civil Service
Examination solidified the Confucius school of thbtias a state-sanctioned ideology.

By granting life-long privileges of tax-exemptiomdhlegal impunity of some sort to varying
levels of civil service examination candidates, $kistem generated a class of non-hereditary efites,
so-called gentry? With the appointment of these candidates to uarsdic posts based on a system of
3-5 year empire-wide rotation and the rule of agaitk, which precluded appointees from serving their
home county, the empire created a class of carffigials having no autonomous territorial or
functional power bas€. With the use of a unified hieroglyphic writterript that transcended regional
dialects and the widespread diffusion of paperlandk-printing during Tang and Song dynasties, the
examination system became a tool of the empirectitiural integration and the forging of a shared

cultural identity

° For an English summary of the Naito thesis anihifsact, see Miyakawa, 1955.

% The gentry elites tended to reside locally andesgithe function of managing local affairs often in
collaboration with the magistrates and governohss Tayer of elites becomes an important internmydi@tween
the masses and the state (Chang Chung-li).

! Qian Mu 1966. Hou Ping-ti, 1967, pp.17-19 descritheslimited extent of hereditary aristocracy inndiand
Qing China.



Meanwhile, the fiscal system began a transitiomftbe triple-tax systen¥i{#1) to the dual tax
system PiFil) as proposed by the then Chancellor Yang Yan ab8@it The crux of the tax reform

was to consolidate various forms of labor corved eontributions into direct taxation on land. The
shift towards a land-based system of taxation erdthithe monetization of the fiscal regime, which
saw the adoption of standard monetary units of @iceuch as copper cash, paper notes in Song, and
silver tael from the middle of Ming. Monetizatiom the fiscal regime also made possible a central

level budgeting system based on a fixed targetnofial taxation %3 X) and a system of cash

reserves or savings as cushion for shocks (Ray ¢1@8i4, Iwai 2004). These monetary and fiscal
infrastructures made possible a new military reorant system in the Song period based on paid

professional standing army(f<iil) to replace the peasant-soldier military recruitmegime [f
iiil) or military commanderies# ) often with independent fiscal base founded oneséorm of tax-

exempt land grant.

A more profound consequence of fiscal restructuisgn the long-term impact of Chinese
property rights regime in man and land. Traditibnain order to ensure state revenue, Chinese
imperial rulers throughout dynasties had activetgaged in the allocation of land to peasants who

could in turn cultivate and contribute taxes. Tedl-known equal-field systemy 1) as practiced
in Tang (618-907 AD) allocated lan#iZ(H) to male adult according to his productive capgaaipon
which the state levied the so-called triple t&%/# /). Depending on the category of land title, some

of the allocated land could be returned back tosthée once the cultivator left or deceased. Bth wi
the adoption of the dual tax system that shiftedtian on land irrespective of its ownership stathe
state began to relinquish control and regulatiorpaperty rights in land, leading to the de-facto
recognition of private property rights and privitad transactions which had existed informally dgri
earlier dynasties. Hence, ttle-jureimperial property rights in land and people begatransform into
de-facto rights to taxation. Indeed, the Song bec@mina’s first dynasty with no explicit state pgli
on land allocation (Qian 1966, chapter 2).

The land-based dual-taxation system was to becbenbéll mark of Chinese fiscal regime all the

way down to the ZDcentury, while the policy of fixed revenue targets to become the cornerstone

10



of the ideology of the rule of benevolence. Thelpvadd the private sector rather than the state to
capture or claim all the residuals of economic asjEn brought about by rising productivity, growing
territory and population under a system of a frieeding, family based owner-cum-tenant system of
agricultural cultivation which itself owed its etesice partly through government’s retreat fromdire
management or regulation of property rights in lahidese transformations in fiscal and bureaucracy
came to form what Wang Yanan claimed as the diiakpiof the traditional Chinese polities and are
important in understanding the extensive growtmfrSong onward (Wang 1981 chapter 8, Elvin,
1973, Quan 1976, Seo 1999, Twitchett, chapter dn Q@hapter 2).

It remains beyond doubt that this model of Chinagtcracy is founded on a ruler-centered
model, with no formal or external institutional abraint placed against the powers of the Imperial
rulers and their agents on the general populadeereTwas a system of checks against bureaucratic
abuses of power atereliction of duty or to redress grievances ofdbaeral populace strictly but only
within the administrative hierarchy in top-down Ham with the emperor often being the final arbiter
There is no formal or external institutional coasit against the powers of the emperors except the
vaguely defined mandate of hea¥nThere is of course what is often known as theriestion
constraint: if pushed below subsistence by excessnperial or bureaucratic abuses, masses might
resort to violent rebellion to overthrow imperiavger. Indeed, rebellions insurrection had been an
enduring feature of Chinese history marked by pmkeigolitical fragmentation and dynastic strife.
Indeed, the well-known admonishment to the Tanqn€$e emperor that that water can float as well as
overturn a boat just like masses do to their ruiera alternative characterization of the insurosct
constraint.

We can interpret the logic of traditional Chinesmit in Mancur Olson’s benchmark
framework based on the analogy of stationary amthgobanditry. The crux of his argument is that
monopoly political rule given a long time horizoaspecially with throne being hereditary across

generations as in dynasties) is more likely to fead “virtuous” equilibrium of relatively low levef

2 The problem of the absence of formal constraigairest emperor is succinctly summarized by Ray Idisan
study of Ming imperial system, the heyday of Chaarperial despotism: “...Final authority (was) reste the
sovereign, bureaucratic action was limited to resti@amce, resignation, attempted impeach of those calnried
out the emperor’s orders, and exaggeration of ptetas heaven-sent warnings to the wayward empéfoen
all these failed, there was no recourse left.” Bag Huang, 1974, p. 7.
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predation or extraction and high level of provisimnpublic goods under a stationary bandit type of
rulers. As the longer the time horizon and the erstable the imperial rule is, the more likely the
ruler’s interest could become, in Olsonia term, fen@ncompassing.” Hence, under conditions of
monopoly rule, and a long time horizon and low dist rate, rulers’ high valuation of the stream of
future tax income over one-time or short term ettoa constitutes a self-enforcing constraint oa th
grabbing hands of the autocratic rulers in the ats®f formal constitutional constraifit.

The remarkable coincidence between the Naito thasishe “modern” features of absolutism
coincides and the Olsonian theory of autocracy imatact been foretold by Chinese intellectuals
themselves more than a millennium ago. The moskkmelwn and enduring defence of centralized
absolutism came from the renowned Tang scholaramgrat Liu Zongyuan (773-819). He argued that
while a decentralized feudalism served the “privatéerest of the feudal rulers and their relatives
only a prefectural system under a centralized codated a common public interest even though this
creation itself was motivated by the private ins¢ref the autocrat to strengthen his own power and
subjugate his officials. According to Liu, the prefural system contained gems of impartiality by
allowing the worthy rather than the hereditary esitio govern. One could easily replace a bad grefec
or magistrate but not a bad feudal lord. HencelLfor the founding of the Qin marked the birth of a
“public under the heaven"4{’k ) in China. Indeed, he went on to point out that tirefectural
system out-performed feudalism by what may be terfitee insurrection test”: history shows that
rebels to the dynasty could come from the mass$esptincipalities, or the commanderies but none
from the officials and prefectur€¥ang 1969, pp. 7-8, Feng 2006, pp.60-63).

Liu's eloquent defense of the merits of centralizede is rooted in a idealized Confucian
construct of the state as a paternalistic extensfoa patriarchal family where the incentives and
interests of the different actors within a commagrevconvergent by default. The reality is often fa
from the construct: the often independent and didpaobjective functions, incentive schemes and

information structures of the three actors, the enmp the bureaucrat and the masses or peasant

13 See Olson 1993. See Besley and Ghatak 2010 fomdesreputation-based game-theoretic model that
establishes a positive relationship between ther’'sutate expropriation and his political discotate, leading to
the rise of what they refer to as a case of endmgeproperty rights (private property rights pragelowithout
formal institutional commitment).
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farmers gave rise to a double principal-agent @it that between the emperor and the bureaucrat
and that between the bureaucrat and agent. Intleedystem of centralized administrative rule vehos
merits so lauded by Tang scholars such as Han ¥u_anZongyuan merely substituted the problem
of conflict and concession with regional power netgs for a principal-agent problem within a
hierarchy, which tended to increase in scale iatieh to the scale of the empire given the pre-mode
monitoring technology’

The possible equilibrium outcome may rest on ao$dtade-offs between dynastic stability and
the scale of the empire. Clearly, the stabilitytluf empire — and the associated equilibrium of {ong
term horizon of rule and low extraction - hingesitsncapacity to head off both internal insurrectio
and external aggression. While the continuous atigpt of heterogeneous or alien political unit®int
the centralized administrative hierarchy (througihcé or other means) could reduce the potential
threat of external aggression, imperial expansiselfi could exacerbate agency problem leading to
heightened risk of internal insurrection within gm@pire. Indeed, holding everything else, the alit
logic of the Tang-Song transformation — by homogieigi the vast empire through the instituting of a
standardized bureaucratic recruitment system,isieeof a relatively dispersed but homogeneous small
holding peasantry and the widespread diffusion ohfGcian ideology — precisely aimed at the
alleviation of the agency problem in a growing empiWe examine in the next section how did this

Chinese model of autocracy fare by Liu Zhongyudmsurrection test”.

Il. The Test of History

Imperial Unity and Dynastic Longevity

As argued by China historian Ge Jianxiong, the mitlennia of Chinese history since the
founding of Qin had actually seen more years oftipal fragmentation than unification under one
ruler. Using the geographic size of unified Mingii@has the criteria (shown as the shaded areain th
map, sometimes also referred to as China propedatigely agrarian part of China), Ge’s calculation
as summarized in Table 1 reveals that out of tf&53/kars since China’s first unification under Qin,

China remained unified for only about 935 yearsealwhile, warfare is a constant theme running

4 See Sng Tuanhwee 2010 for a model on informatidisaconomies of scale in Chinese empire.
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through the Chinese dynasties, fragmented or whifieCalculated from a detailed recording of
incidences of warfare compiled by China’s Militafystory Committee, table 1 shows a total of 3752
incidences of warfare in the span of 2686 yeakdngian average of 1.4 incidence of warfare per yea
throughout the period.
Insert Map here
Figure 1 plots two reconstructed indices ofn@ke unification against the incidences of warfare

within each century betweeff' ¢entury BC and ®century AD. For each century, the two indices of

100
unification are the sum of the product of two itedenoted adl; andT;, written as z NT; with the
T=0

subscripti stands for thdéth century between™BC and 19 century. In our first index, the Ge
Jianxiong index (indicated by the blank column wditis in figure 1)N; takes a value of 1 if China
(again defined by the Ming territory) was under oaker and zero if not, whil&; is set equal to the
number of years when the value Nyfis equal to one for thath century. So this index is a graphic
reproduction of Ge’s historical narrative of Chiaesification and fragmentation by centuries shown
in Table 1. For the second, or weighted indexrofication (plotted in dark shade column in figurg

N; is now set equal to the inverse of the number tifig® ruling over the Chinese territory whilgis
equal to the number of years those polities welanguover China within thaith century. As
distinguished from the Ge index whéxeis simply a binary variable of one (one ruler onby)zero
(more than one ruler), the weighted index capttinesdegree of Chinese unification by taking into
account the number of polities ruling over Chinal dence tells a richer story of Chinese empire
formation.

Both indices in the figure shows that the drive doification proceeded in roughly three phases,
beginning with the rise of Qin and Han dynastiesveen & BC and %' AD, then the surge of Sui and
Tang dynasties betweef{ &nd &' century and the final consolidation towards a lginmitary empire
under Yuan, Ming and Qing dynasties starting witle 113" century. Fragmentation was most
prolonged between thé®&nd &' centuries — what Naito referred as China’s agaristocracy, when
competing polities or dynasties often with shiftitegritories and transient tenures jostled for geo-

political power. Fragmentation re-emerged followitige collapse of Tang in 907. But with the
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founding of Northern Song in 960 up until the Mohgonquest in 1280, political fragmentation in
China proper took the form of sustained rivalry algubetween two large political entities pitting
Northern and Southern Song against non-Han rulerdsiam, Jin and later Mongol consecutively.
Hence, our second index, more than the Ge inddbecte a trend of progressive consolidation of
Chinese states towards a single unitary rule freenténth century (or Song) onward with period of
disintegration becoming shorter and the numbepofpeting states smaller but sizes larger.

Figure 1 also links the unification indices withtalaon the incidences of warfare. While
warfare persisted throughout the history, the aeguof important dynastic change (marked with
circles in figure 1) in 8 BC, 6", 7", 10", 13", 14" and 1% AD (corresponding to Qin and Han, Sui,
Tang, Song, Yuan, Ming and Qing respectively) gaiheicorresponded to a upsurge of incidences of
warfare, usually followed by a moderation of wagfan the following century as the new dynasties
managed to consolidate their hold on powr.

Insert Figures 1 and 2

A major sustained threat to Chinese unification e€aftom the repeated nomadic incursions
originated in the northern frontier outside Chin@seat Wall where the Chinese system of governance
based on sedentary agriculture halted before stequpdry-land§. Figure 2 reveals the importance of
the nomadic conflicts with Han Chinese as a shhtetal warfare throughout Chinese history. Indeed
except for the earlier period of Chinese empirthin?“ and £' century BC, conflicts between nomads
and sedentary Chinese always exceeded the integballions within Chinese, marked by a sharp
escalation from the fOcentury afterward. The importance of Han-nomautinflict had been long
noted (Lattimore 1989, Turchin 2009, Bai and KuadHcoming). Despite being fewer in number, the

nomadic population derived comparative advantageidtence from mobility in settlement and the

1 Clearly, one needs to exercise caution on thegreetion of the warfare data culled from the twaume
work compiled by China’s Military History Committeéccording to the brief introductory notes, theotw
volume works are largely based on the laborioumtpeoject that compiled incidences of warfare mogtbm
the twenty four historical annals with some additibsources. Although brief narrative was providedeach
incidence of warfare recorded, the records do aptwe the scale, duration or intensity of eachderce of
warfare. Nonetheless, we believe it is very uséfifibrmation to give broad quantitative indicatiofi the
historical narrative or at least the official oepailing perceptions of the magnitude of warfar€hinese history.
Bai and Kung’s paper did a convincing cross-chéekvalidity of this data source an independent wayrleter
Perdue for the Qing dynasty (1644-1911).

'8 For the classification of non-Han Chinese regioniglanchuria, Mongolia, Xinjiang and Tibet, see Gwe
Lattimore 1940.
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availability of horses. Peter Turchin noted thathait one of the fifteen unifications that occurried
Chinese history — the establishment of Ming c. 1368riginated in the North and almost all the
Chinese capitals were located in the north (evesr #ie economic centre shifted south to the Yangzi
valley after the first millennium) (p. 192). Indeedhina’s northern frontier demarcated by the Great
Wall witnessed a progressive escalation in theesohivarfare and the size of political units matstil

for warfare between the Han-Chinese and nomadiogSki The massive construction of the Grand
Canal in 7' century, for example, provided the logistic capatd jack-up the military build-up on
China’s northern frontier feeding on grain shipgexin the economically ever-important South, but
this was successively matched by the scaling-upnpkrial confederations of semi-nomadic tribes
such as Xiongnu, Turks and Mongols (See Quan Hank®@6 for the role of Grand Canal).

Indeed, Charles Tilly’s pithy account of “how waade states, and vice versa” for Medieval and
early modern Europe turns out to be an equallyapiction of the rise of Chinese empire. The strki
degree of synchrony and feedback loops betweemigheof the steppe imperial confederations and
Chinese empire in driving up both the size of wad atates plays out like Chinese prequel to Tilly’s
tale of war and state formation in Europe, but stale much larger and a time frame much earlier.
Tracing a millennium of the number of political #ies in the Latin West and the Muslim World on
century-by-century basis, Bosker, Buringh and vamdén (2008) show that they proliferated to as
many as several hundred and 20 respectively dutieg14" century and both only started to
consolidate from the i5century onward, almost five centuries later thae €hinese empire (see
figure 3 in Bosker et al). Indeed, measured bysthadard of imperial unity and dynastic longevity —
not to mention the scale, the performance of then&d® model of political absolutism remained
unparalleled among major world civilization. Indeddu Zongyuan's insight on the merits of

centralized absolutism turned out to be remarkpldgcient.

The Case of Qing: 1644-1911

The last and possibly the most powerful and cemtdl Chinese dynasty epitomizes the most

prominent features of this political economy moitehction. The Qing Imperial monarchy under the
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rule of Manchus, a non-Han Chinese minority fromin@ts Northeast frontier, became a great
defender of orthodox Confucius ideology and a edizied political system. The more than two and
half century under the Qing saw roughly a triplisfgher population and a doubling of territory and
ushered in China’s prosperous™@entury, the so-called “Glorious World of KangxicaQianlong”
(R A,

The road to the heyday of thé"X&ntury prosperity started in 1644, the year afg3i official
inauguration. Like all previous rulers that marthge conquer a territory as vast as China, it takes
about a further two decades for Qing army to achigne complete suppression of the former Ming
loyalists mostly based in the South of the Yangan And it was not until 1683 under the reign of
Kangxi emperor (1661-1722) that Qing quashed thellien of these so-called “three feudatories” and
annexed their territories into Qing’s centralizetingnistration. Two years later, Kangxi finally tuo
the resistance of the rebellious naval kingdomlaérfy Chenggong and officially integrated the island
of Taiwan into an administrative unit of China. tme final decades of the M Zentury, the Qing
contained the threat from an expansionary Russiaidnying the Treaty of Nerchinsk in 1689 and
conquered China’s North-western territory in 1688om 1720, Qing attained the control of Tibet with
the installation of a new Dalai Lama (Jonathan 8pet990). Clearly, by the early"18entury, the
Qing succeeded in the consolidation of power aridbéshment of monopoly rule over historically
China’s largest ever territory.

Insert Figure 3
To establish the relationship between imperialdisevenue and political stability, we start
with Qing’s official figure, which understandablyuwd not reflect the full extent of governmental
taxation on the whole economy. Figure 3 plots scett series of nominal expenditure (revenue) under
the direct control of the Board of Finance. It chggdhows that the working of a fixed target reverat
least for the period between 1662 and 1849: these¥mained largely trendless with an averagetabou

36 million silver taels but a standard deviatioraly 3.2. Nominal series began to rise from thé-m

" Through the so-called tributary order, China et its sphere of influence to East and Souttfesatwhich
recognized varying degrees of Chinese suzerainty.
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19" century but in real terms still remained mostlgtisinary if deflated by rice price. Indeed fiscal
revenue in real terms actually declined betweenateel 7' century and the mid-century.

It is important to note that only a portion of tihieminal revenue arrived at the coffers of the
Board of Revenue as much of it was expended astdiransfers between provinces or expenses
incurred outside Beijing. A better gauge of Impe@éng’s treasury position is better reflected lire t
annual inflows and outflows of silver revenue ane thanges in stocks of silver reserves storeaeat t
coffers of the Board of Finance, whose accountsufately, have largely survived. Figure 4 shoves th
available series of annual inflows and outflowsegilat the coffers of the Board of Finance, whath,
an average value about 11 million amounted to teas a third of the total annual tax revenue.
Although trendless, there is much great fluctuatjomith sharp rises in outflows often associatetth wi
major warfare expenditure. As the balance of inflcand outflows adds up to the existing stock of
silver reserves at the coffers, the occasional pshime in the revenue raised from the sale of
government offices after the turn of the nineteerghtury (in particular in 1804, 1827 and 1834)
revealed often desperate measures to replenishisQBilger stocks to remedy its deteriorating fiscal
position.

Figure 5 plots the series of stocks of silver resgagainst incidences of warfare and conveys
a fuller and more telling portrayal of Qing’s fisgaosition in its two and half centuries of rule.its
early years of military conquest in the 1660s, Qirfgscal position started out modest but gradually
built up the silver stocks from the "L8entury when the number of war incidences shaesyced and
political stability set in. Indeed, at the timethE famous declaration by Kangxi emperor in 172 th

there will be no additional taxes on newly addexilbde population £:4: A T, /K A HIt) and
Yongzhen's follow-up fiscal reform of further corisiating head tax into land taxf{ ] AHh) in 1722,

Qing entered into a prolonged period of accumutatiosilver reserves peaking over 70 million by the

1790s, roughly equivalent to two years of total texenue. It was also during these glorious decades
of Kangxi and Qianlong that numerous tax exemptioad been granted in times of bad harvest as
further hallmarks of the Imperial rule of benevaler(Zhang Zhidong, pp. 19-21). The suppression of

the White Lotus rebellion around the turn of thghtéenth century, marked the end of the Qianlong
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rule and led to a sharp drop in silver reservesifrehich the Qing never fully recovered. The 1840s
Opium War followed by the devastating Taiping réibal had almost completely drained Board’s
coffer of its silver reserves and left a Qing ldygeankrupt by the mid-19century.
Insert figures 4 and 5

A careful study by Wang Yeh-chien on the structofdiscal revenue based on a couple of
benchmark years confirm the predominance of landRar 1776, 70% of total revenue was derived
from land tax alone with the remainder coming freome form of commercial taxes. Only about 22%
were collected in kind (Wang 1973, p. 80). On tkpemditure side, about 50% were expended on
direct payment to soldiers and another 17% gormpaying for the salaries of officials and bureawuxrat
Expenditure on public goods such as maintenanciwaftransport or famine relief seemed to be only
slightly above 10%°

Overall, it is possible that Qing tax rates were kbwest across dynasties in per capita terms.
The study by Liu Guanglin seems to reveal that gapita tax burden in Qing around 1776 were
probably the lowest across several benchmarks gpsimwe the Song dynasty. It is likely that theesiz
of Qing standing army around the™@&entury at about eight hundred thousand was lémvabsolute
number than both those in Ming and Song despiteloemous population increase (lwai, p. 33). Even
K'ang-xi himself gloated that “in our Dynasty, ttetal sum of military and civil expenses is abd t
same as that of the Ming period. But speaking ef@ourt expenses, the aggregate amount spent by
the Court is even less than that for one paladkeofmperial Concubines. The accumulated sum of the
past 36 years is less than that spent in one yi@aesduring the Ming.” (cited in Chang te-ch’any,
271).

Thanks to recent comparative work, we are now #&blplace the Qing imperial revenue and
fiscal regime in a global context as shown in Taldeand 2. Table 1 shows that the total nominal
Chinese governmental revenue in silver tons wegkdrithan any of the European states or Ottoman in

the latter half of the seventeenth century and neeaaone of the largest throughout the eighteenth

'8 See Shi zhihong, p. 68. Iwai, p. 32. Although kmperial court or the so-called Nei-wu-fiN@g5sJff) took in a
mere 1% of the total budget, it had its own sowfceevenue and expenditure outside the officiahbeé sheet of
the board of revenue, see Chang te-ch’ang.
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century. But this is largely a reflection of Chisa&normous population size, roughly ten times dhat
the Ottoman Empire, Russia or France individuallsiry the 18 century. In per capita terms, Chinese
tax revenue as revealed in Table 2 ranked withn@atoand Russia as among the lowest while England
and the Dutch end stood at the other end, withdeamd Spain in between. The starkest contrast came
in the first half of the nineteenth century roughlya time China confronted England head-on in the
Opium War, Qing’s total central revenue amountearnty 24% of that of Britain and in per capita
term, was a striking 1%.

The second panel of Table 2 follows the approackasaman and Pamuk to convert per capita
tax revenue in daily wages of urban unskilled lap®r Qing’s imperial revenue in per capita terms
amount to only over two days’ earnings of an urbaskilled work in the early ¥8century and came
down to only over a day by the late™&entury, reflecting the combined effected of afixevenue
target accompanied by explosive population expandioterms of daily wages, the relatively lower
wage level pushed the Chinese per capita fiscalmaw to about 10% of the British level as compared
to only about 1% in silver terms for the first haffthe nineteenth century.

Insert Tables 1 and 2

The contrast is equally striking when it comesrentls and structure of taxation. While Qing
imperial revenue remained largely stagnant (andirdtslightly in real terms), they rose in Britdig
a stunning 17 fold from 1665 to 1815. The totali8n revenue as a share of national income before
the Glorious Revolution of 1688, at slightly mohan 3%, it surged to about 18% by 1810 (O'Brien
1988, p. 3). While firm GDP estimate for China i8-19" century is unavailable, some tentative
calculation by Wang Yeh-chien show that his morenpehensive version of tax revenue (which
included guess-estimates for costs of tax collacie well as various extralegal local surcharges)
amounted to a mere 2.4% of NNP even in the 1910%e surge in British tax receipts came
disproportionately from indirect taxes such as aumst and excise duties, which accounted for nearly
80% of total revenue towards the end of th€ déntury (O’Brien 1988, pp. 9-10).

In sum, if Chinese empire outperformed other praitregimes by the measure of imperial unity

and dynastic stability, Qing’s performance in terofidow rates of tax extraction at the Central leve

19 See Wang 1973, p. 133. Wang's result also seeossilyr consistent with the daily wage conversioifable 3.
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remained equally outstanding in the early modem HEence, the case of a great divergence between
China and Europe (or China’s falling behind) by " century can only be understood criteria

beyond the measures of dynastic tenure and fistalc.

I11. The Great Divergence

Incentives and Information in the Chinese State

The concentration of power in the imperial throneoge interest and incentives were often
misaligned with his agents explains two perennialegnance anomalies throughout Chinese dynasties.
The first is the distinctive class of eunuchs dg/groduct of absolutist imperial power. With narhe
to pose a potential challenge to imperial thronediundant access to the emperor’s inner court, the
eunuchs often wielded enormous power in the nantkeoémperor and at times, took de-facto control
of the throne often in connivance with the coumas®espite being much maligned throughout history,
the threats of eunuchs to formal imperial rule gogternance never went away (Yu, Qinhua 2006).
The second related phenomenon is the constantldritteen informal and formal bureaucracy. As
observed by many historians, most formal bureaigcpaists started out as personal appointment from
within the imperial court as a process of intestaffs being sent as imperial plenipotentiary totoa
outer layers of administration. Overtime with thewsts absorbed into the more permanent formal
bureaucratic structure, new layers of inner coarspnnel were sent to monitor and control them,
creating another layer of formal bureaucracy ofteperimposed on the existing structure, only to be
followed by another round. This gave rise to bothitiplication and shifts of bureaucracies oftemhat
expense of administrative power at the local 1é@ehn Mu p.44, Liang Qicao, p.28, Wang Yannan pp.
48-49).

The inherent weakness of the regime become mostreamipf we look beyond the imperial capital.
The fear of any potential build-up of alternativetanomous local power base resulted in a highly
centralized fiscal system during Ming and Qing walmost no officially recognizable local finance.
The center issued detailed rules and regulationgamh items of revenue and expenditure for the
county level where taxes had to be collected froenhighly dispersed and decentralized producing or

marketing units across a giant empire and remitfdee Qing government distinguished between
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remitted tax {£1z) and retained oneg{{) — the latter was recognized as local costs ottdbection

and often formed the local administrative budgBtt as Madeleine Zelin (p. 28) shows that retained
revenue were only about 21.5% of total revenue6i851 Even among this 21.5%, the bulk of it was
expended for local expenses connected with theecanich as the provision for imperial armies and
imperial relay station.

As the official tax revenue allocated to the lofal far short of the requirements of normal
administration, often insufficient to cover theaads of official bureaucrats, let alone their enges
and support staffs such as secretaries, clerkmeranand personal servants, various levels of

bureaucrats relied on informal or the infamous ad&tyal surcharges-{f5%%#i) beyond the official

level. Zelin's study documents in detail the segrof these revenue ranging from the levying of
various surcharges, manipulation of weights andsones and currency conversion in tax collection,
falsifying reports, shifting funds across fiscahsen years, retaining commercial tax revenue, logrd
tax revenue from newly claimed land and exactingtrioutions and donations from local farmers or
merchants. Provincial level officials and their tdficial” staffs relied on the extraction of gifeand
contributions from the lower level officials andgaged in practises such as skimming funds off in
purchase and allocation (buying at low price byioréng at high price) (Zelin, pp.46-71). Official
collusion could also backfire in unexpected dimtsi. Often, the extralegal nature of these suresarg
often forced the parties involved to pay off blagking (lwai, p.3-4).

Reliance on informal local taxation and the emplegpmof unofficial staffs for public
administration often led to the privatization ofgfia services. Ch’u Tung-tsu’s classic book on @in
local government offers a vivid portrayal of couwstgrks extracting bribes with the threat of detayi
legal cases submitted, runners demanding so-c&leain-release money” from the families of the
accused criminals who would otherwise have beenupder chain and torture, retaining part of the
“recovered goods” from theft or robbery, or sometsmresorting to outright extortion of wealthy
residents with false accusations, even the pogigiding the magistrate’s office would demand pay fo
handing in documents or warrants. All in all, kkerrunners and personal servants often collalbrate

in sharing the spoils of corruption. This kind @xs of corruption at the local level is a paldeetfon
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of the much larger networks of collusion at diff@réevels of the state machinery. Although lewadls
extraction are hierarchical from the provincialdedown, deceit and collaboration were mutual acros
levels, creating layers of cover-ups among thecials and staffs that would frustrate any monitgrin
attempts?

The theoretical perspective of incentive andrimiation throws new light on imperial China'’s
Long-standing policy of a fixed target of tax rewven Shrouded in the veil of “imperial rule of
benevolence”, the policy may well be a rationahtstgy to cope with information asymmetry. In the
absence of information or monitoring capacity, gmencipal (equivalent to a landlord in a standard
principal agent model in the agrarian setting) wloopt for a fixed rent contract with his agent over
that of share and wagélndeed, one can observe the practise of fixedmeveuota — akin to some
form of tax-farming — being extended to other spheof taxation such as commercial and urban taxes
or even local governance throughout imperial Chimafact, the attempts to establish a formal
bureaucracy and a transparent taxation system wherstate could claim the residuals or at least a
share of the total revenue face fundamental diffest Formalizing local informal taxation, as
attempted in the well-studied "L&entury Yongzheng fiscal reform, exposed previpusidden
revenue to possible extraction from the upper le¥tials or even the imperial throne itself imgs
of distress. Conversely, it ended up legitimiziaghigher tax target without curbing unofficial
extractions at the lower level of government. loatly, it was informal taxation being outside the

official purview that became the most secure soofdecal finance?

> Some shocking cases revealed that sometimes kigiffsluplicate set of account books, with the setdcal

use marked by secret codes impenetrable from fleabfexamination. These special types of accduouks

even circulated informally within a fairly wide aeSee Zelin p.240.

L See Eugene White for a similar theoretical apgraacthe French taxation system in the Ancien Regim

*2 The well-known fiscal reform carried out by the Yyzheng emperor from 1724 illustrates this fundaalent
dilemma. The Yongzheng emperor’s policies to inseeaurcharges to land taxes and essentially lagéim
previously “illegal” local extractions, while achieag some degree of success, had to be largelydainad
towards the end of the $8century as it could not solve the dual problemsthef inability of the higher
administration to monitor the use of local revermunel the tendency for upper level bureaucracy tagadn
extraction and re-allocation of revenue designedldoal use, see Zelin. Even China’s highest autthaf
imperial revenue had difficult to refuse extractitom the empeors. In a memorial sent by the Bazfrd
Revenue to the Emperor in 1872, the minister stdfedine must be drawn between thi-wu-fu(the Imperial
Household) and the government Treasury which has been ediallisy our early ancestors... The revenue of
this Board is fixed, but the borrowing of tiNei-wu-fuis indefinite. During these recent years, ....We esqu
your majesty to instruct thidei-wu-futo observe faithfully the tradition:... so that unassary expenses can be
curtailed and national revenue can be preserve@harg, p. 269).
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This fundamental contradiction is rooted in theftiot of interest embedded in an institutional
framework where the emperor or the upper leveki@s took on the dual role of both the principal
and the contract-enforcer in a principal-agent @mit The discretionary imperial and bureaucratic
power as derived from this dual role may give thiens benefits that outweigh the negative impact of
local corruption and abuses which could be tolerateeven implicitly recognized as long as they did
not threaten directly political stability. Wherecbuabuses became or were beginning to be viewed as
excessive, the rulers would clamp down selectigliwve their power of discretion) often with
excessive punishments especially in times of lacidiine? The severity and intensity of imperial
monitoring and punishment varies across dynastiesperial reigns. The prevalence of these abuses
at various levels of the government helps explamdpparent contradiction of the extremely low rate
of tax extraction measured by the receipts of tbar8 of Revenue and the rapacious image of Ming
and Qing regimes. Indeed, in the heyday of Chiressolutism, the ire of another generation of
Chinese intellectuals had by then turned to thdtsanf centralized absolutism. Writing in the™7
century, independent scholars such as Huang ZangkiGu Yanwu lamented that the emperors and
public officials had too often subsumed the pulriterest to their own private interest. Gu in parr
reminisced the advantages of decentralization ufedefalism in China’s antiquity, where the right of
veto acted as some form of constraint against iralpgower and the autonomous princes or lords were
more caring of their constituents than the rotabiogeaucrats (Xiao, pp.502-525).

The faults of Chinese absolutism are best sumediiy Liang Qicao, one of China’s most
celebrated modern age intellectuals and reformérising in 1896 at a time of ideological crisistime
face of Western imperial challenge, Liang summedhgpweakness of the traditional Chinese system
as rooted in distrust. As rulers cannot trust théficials, they set up multiple layers of bureaages to
check against each other. In the end, nothing getemplished as no one takes responsibility for
anything. Moreover, the lower level officials wemre interested in pleasing their superiors than

serving their people. By taking wealth from the pledo bribe their superiors, their posts becamesmo

% See an unusually frank dialogue where Yongzhengeeon was brought home the serious shortfall oglloc
finance and the extent of reliance on local extgal surcharge. | want to thank He Ping for thference. For
periodic and selective capital punishment on thealed “economic crime “meted out to high levekgmment
officials see He Ping, pp.293-5. Huang counteddtaill the sorry fate of all the 89 most ministefsRevenue
under the Ming from 1380, pp.13-14.
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secure even though their constituents were misitedt China’s age of antiquity, local officials nee
appointed from the local people. But imperial distrled to the rotation of officials and by Minggy

were rotated across North and South with appointeesring debts and travelling thousands of miles
to take up their posts. Not understanding locdedia and customs, their posts became a mere facade
with real power vested in entrenched clerks andchets By the time they recognized they could
accomplish a thing or two, their tenure there wasnd they would be on the move again. Separated
by multiple layers of bureaucracies and living deegide the court throng with eunuchs and courtgsan
the emperor hardly knew events outside. Henceggne, as Liang concludes, that did everything to

guard against each other was also self-weakenm@7{§81)

The Great Divergence: an Institutional Interpretati

Although we see similar linkage between war-farivadr resource mobilization and state-
building and state consolidation in Western Eurdpe features stood apart from China. Firstly,
political fragmentation marked by an amalgam ofeaiiéxalized, small scale and autonomous political
units in the form of feudal fiefdoms, kingdoms dtyestates had been more entrenched in Western
Europe. Secondly and more consequentially, a fuedgh organizing feature of the Western
European institution - itself Medieval in origins-“corporatism” where propertied and wealthy alite
had direct access to political power through soroemf of political representation, such as
“parliament” broadly defined (Grief 2006, van Zand8uringh and Bosker 2010). Hence, inter-state
warfare in the European framework took on a didithactrajectory absent in China as already noted
by Weber?* In city-states or federation of city-states (sastNorthern Italy and Holland) with strong
representation of commercial or property interastrfare mobilization led to the rise of what Charle
Tilly referred to as capital-intensive path as castied with the coercion-intensive path followed by
larger empires such as Russia and Ottoman wheliatdrest of the commercial elites were subdued
and representative institution were weak or noistexi.

In capital-intensive path, war mobilization accated the development of financial and fiscal

institution marked by the rise of public debt armmercial taxation. In the case of™6entury

2 Weber, Religion of China, pp. ??
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Netherlands and f7Zcentury England, political wrangling over taxatiewentually led to parliamentary
control or supervision of tax revenue, usheringnvimat North and Weingast (1989) referred as the
mechanism of “credible commitment” from the statkis model of political governance with its stake
holders acquiring the right to oversee the exeeupower through tax contribution is essentially
corporate in character and was crucial to the dgel7" century financial revolution and the
development of a professional, routinized and actahle bureaucracy, which more than tripled
between the Glorious Revolution of 1688 and theDsqBrewer, pp. 66-67).

As expounded in several studies, all traditiotates reaped economic rents from the reduction
of violence and the maintenance of peace and sgyatiorth, Wallis and Weingast 2009, Vockart
2000, Khan 2000). The crucial difference that matteto long-term growth trajectories is how
economic rents from the reduction of violence amdteztion of property rights are generated,
controlled and distributed. In a corporate modejj@fernance as in Western Europe, rents were in the
hands of a dominant coalition whose membership r@pdesentation were defined by wealth and
property. As changes in wealth and prosperity ¢edhifts in coalition and political powers, thewde
to a process of creative-destruction where largerreewer rents were generated partly through inter-
state competitiof> While all dominant coalition were inherently resgteking and institutions such as
parliament were far from being representative imyeaodern Europe, the peculiarly national chanacte
of the English parliament allowed it to become @e@nd forum for transmitting information and
interests of the dominant coalition of the landad aommercial elites to collectively bargain wittet
crown. In some sense, the national parliamentrakézed rent-seeking in England as contrasted with
other more decentralized absolutist states su@pas and France where faction-based or parcelized
rent-seeking persisted in states such as FranceSpaih where rising fiscal needs increased state
dependence on tax-farming, venality, and othertgleom measures susceptible to corruption (Mokyr
and Nye 2007, Saumitra Jha 2008).

In the case of China, the precocious rise of altisoh with the absence of any representative
institutions ensured that economic rents derivedhfthe control of violence were firmly in the hands

of political interest divorced from those of comwiat and property interest. Given the relatively

% See Khan 2000 for an exposition of the so-callelluSpeterian rents in states and government policy.
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unchanged size of the imperial household or lingadech could cap the size of rulers’ expenditure
needs for luxury consumption) and overriding conceiith dynastic tenure rather than revenue
maximization, the Imperial ruling lineage and itdaurage only had a small stake in or gain from the
growth of the economy. The direct consequenckeasise of what Greif (2005) observed as an absent
government whose formal power rarely reached imonemic or commercial areas where direct
political interest was not threatened and whosennmatiervention in the private sector such as tax
exemption and famine relief all aimed at risk rehrcand social stabilits?

While in China, some rents were dissipated thraighbureaucracy as an imperial compromise
to the information and incentive problems, they evhighly decentralized and largely hidden in the
form of extra-legal surcharge or corruption whicften had distortionary effects on economic
incentives (Schleifer and Vishny). More importantfythe mechanism of credible commitment can be
viewed as the outcome of a political bargainingcpss that reshuffled political coalition to redisiite
and stabilize rents, the decentralized or “invisiblature of these rents in China precluded the afs
strong and formal organization that could shapefmrm formal rules and institution. This constesdn
found its clearest expression in what Olson wowdtl as the contract or capital-intensive sectors.
When in fiscal distress, Ming and Qing rulers ml@n silver storage, resorted to ad hoc extractions
from the administrative hierarchy below, the saleofficial titles, the forced contribution, outrigh
confiscation or - as occurred in the devastating-b8" century Taiping rebellion - massive monetary
debasement. An organized and formal market fotipwb governmental debt as existed in the West
was hard to sustain due to the absence of two #@sseonditions. Firstly, in the absence of

government credible commitment, numerous “privateling” in Qing China - once made to the state

% See Ma 2010 for lagged development in the Chitezss sphere in commercial and financial sectors. A
outstanding contrast can be seen in the compaofearly Ming’'s overseas explorations under Adm#héng
Ho and British overseas activities in the 17:t@nturies. While the #5century Zheng-Ho expensive multiple
expeditions brought Chinese imperial prestige ttanas East Africa and took back exotic animals gifts, it
aroused resentment among both the bureaucrathamdasses for the excessive taxation burden impmséuke
people. On the other hand, both Ming and Qing diggd hostility towards private overseas trade dar bf
possible insurrection. In contrast, overseas ttha®igh British East India corporations and ott@poration
entities involved a wide segment of the wealthesliincluding many of the parliamentarians whoddihg of
shares in these corporate ventures turned out sighédicant to explain their support for politicgthange in the
times of Glorious Revolution, see Suamitra Jha 2005
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- were subsequently converted to forced contrimstib Secondly, the condition that the fiscal and
financial discipline of some European absolutisttest could be disciplined by financial market or
financial institution outside their jurisdiction walso absence in the Chinese context defined by a
single unified monopoly power and absence of istate competition.

Hence, our findings affirm the paradoxical pattknmg recognized in European fiscal regimes: it
was the paragons of constitutional regimes suckhasNetherlands and England that managed to
extract a much higher rate of tax revenue thanethalssolutist regimes. More importantly, the
differences in levels of fiscal revenue were alstective of large differential in developmentdfiscal
and financial institution and ultimately levelsér capita income between constitutional and absolu
regimes (North and Weingast 1989, Brewer 1989, iaraand Pamuk 2010, Dincecco 2009). Indeed,
new studies pointed out the combination of low sl@drfiscal revenue, high interest rate, low level
financial intermediation often go hand in hand widw per capita income that characterized
contemporary underdevelopment (Besley and Ghatakcdaming, Besley and Persson forthcoming,
Acemuglu 2005). Indeed, available evidences shoat frivate interest rates in traditional China
exhibited wide variation but the lower end averagbdut 20% for 17-18centuries, a rate that was
possibly four or five times the level of that ingtand and the Netherlands (Peng et al., 2006, Bpste
2000). This ratio reversed as real wage ratesisilled urban workers in China were probably adthi
or less that in those two European countries (Adeall 2011). Indeed, it is this differential facprice
ratio at the two ends of Eurasia (rather than imapemity and dynastic stability) that captures the

essence of the Great Divergence.

Conclusion
Through a narrative model of the Chinese sthis article stresses the importance of institutions
as a determinant to both the long-run economic tiramd the great divergence between China and
Western Europe in the early modern era. In anlatisbregime, the self-enforcing constraint to

governmental predation through monopoly of powed &ng time-horizon of rule could lead to a

* Indeed, the only viable public borrowing startedtia late 19 century between the Qing state and Western
merchants and bankers who had the backing of Westdonial presence in the case of default. SeasZhonin
2000, pp.277-287.
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virtuous equilibrium of low-extraction and even thygeration of a relatively free private economyaln
corporate model of the state as in Western Eurthyigesecurity of property rights and freedom from
extraction is no longer tied to the time horizontloé rulers, who were transformed into executive
powers guided by the interest of the stake-holdeusthermore, this corporate model of states that
evolved in Western Europe helped resolve some ef ftindamental incentive and information
problems that beset an empire such as China wittratzed and hierarchical political structure and
enabled the evolution of contract and informatistensive sectors that may be conducive to theofise

a relatively high-wage, low interest-rate economyearly modern Western Europe. This sheds fresh
light on the ongoing Great Divergence debate. Idd#ave accept Robert Allen’s recent argument on
the importance of differential factor prices — &tieely higher ratio of wages to those of capaab
resources prices in England than in China — wasumental in inducing Industrial Revolution in
England rather than in China, | argue these difféméfactor prices themselves need to be explained
rather than taken as given.

The case study on Qing fiscal regime reveals itiégged, prior to the mid-19century onset of
Western imperialism, Chinese mode of autocracy meslba viable and arguably, a sustainable model
of governance. The imperial rule was not merelynfted on sheer brute force or maximal extraction.
Rather, it derived its legitimacy derived from atedlogy recognized by a large segment of the
population, certainly the ruling elites queuingaiing the steps of the social ladder as definethey
national civil service examination system. Theeailog of pressure coming from external or interestat
competition in China was partially (or imperfectiQbstituted by a cross-dynastic competition, where
standard of imperial rule of benevolence of thestng dynasty had to be stacked up against the
records of the preceding dynasties. Even the nroletna critic of centralized absolutism like Huang
Zhongxi or Gu Yanwu ransacked through China’s afjamiquity for models of governance. The
perspective may seem retrogressive at times, Ioi#ticy carries a very long-term horizon.

In this regard, the onset of Western imperialisrthe mid-18' century marked a watershed to
the traditional Chinese state as the regime fofithetime confronted a challenge from a differgnge
of state that came from her coastal fringes inSbeth rather than her Northern frontier of stepg®s$

deserts. It thrust a new political order where@ena imperial monopoly of rule was forever breathe
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by a global system of inter-state competition. Tato a transformation in ruler’s objective fuoat
where competition with the West and economic grotetik on as a new source of legitimacy. Under
this structure, the model of centralized governaono& on new vitality. Indeed, the Chinese ideology
of centralization provided the initial source oflipcal inspiration to Meiji reform which forged a
centralized prefectural system over a previousgrnented feudal Togkugawa (Feng Tianyu, chapter
4). Mao Zhedong, the founding father of Communikin@, was an open admirer of the first emperor
of Qin and Liu Zongyuan'’s theory of absolutism (§éhanyu p.65). Mostly remarkably, even during
the last two decades which saw unprecedented eg¢ortamsformation in China’s long history,
scholars have now increasingly recognized that £&icentralized and authoritarian administrative
system — its central appointment of officials, tiotg system of bureaucratic posts, decentralizechfi
and even the traditional coping mechanism of rglyim information asymmetry to preserve local

autonomy — are remarkably resilient and instruménttne recent Chinese economic miraéfe.
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Appendix Table. Chinese Dynasties, Y ear s of Unification and I ncidences of Warfare

Number
Number | Average
of . Number
. . Years China of number of
Chinese Dynasties Years Years e of years
was Unified recorded, warfare
per Unified
d warfare | per year
ynasty
Spring and Autumn | 770 BC — 476
Period#&fk BC 294 395 1.34
Warring States 475 BC — 221
Period 5 BC 254 230 0.91
221 BC — 206 221BC - 209
Qin % BC 15 BC 15 10 0.67
206 BC — AD 111BC - AD
Western Han/t % 24 229 22 132 124 0.54
Eastern Har i 25 — 220 195 50 - 184 134 277 1.42
Three Kingdoms—
220 — 265 45 71 1.58
Western Jinft 5 265 — 317 52 280-301 21 84 1.62
Eastern Jinif £ 317 — 420 103 272 2.64
Southern and
Northern Dynasties
[Eapled 420 — 589 169 178 1.05
Sui fE 581 -618 37 589-616 27 88 2.38
Tang 618 — 907 289 624-755 131 193 0.67
Five Dynasties and
Ten Kingdoms/iAt,
[ 907 — 960 53 73 1.38
Northern SongltF | 960 — 1127 167 255 1.53
Southern Songi’& | 1127 — 1279 | 152 294 1.93
Yuan JG 1280 — 1368 | 88 1279-1351 72 204 2.32
Ming Bj 1368 — 1644 | 276 1382-1618 236 578 2.09
Qingif 1644 — 1911 | 268 1683-1850 167 426 1.59
Total 2686 935 3752 1.40

Source: Number of Years China was unified one was calculated from Ge Jianxiong, 2008 pp. 218-224;
Number of warfare calculated from China’s Militasystory Editorial Committee (ed.y Chronology of Warfare
in Dynastic ChingZhongguo Lidai Zhanzheng Nianbjao
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Table 1. Qing Central Government Revenuein International Comparison (Tons of Silver)

China Ottoman Russia France Spain England  Dutch R

1650-99 940 248 851 243 239
1700-49 1304 294 155 932 312 632 310
1750-99 1229 263 492 1612 618 1370 350
1800-49 1367 6156
1850-99 2651 10941

Source: China same as figure. Other countriesrare Kivanc Karaman and Sevket Pamuk. | want to
thank Kivanc Karaman and Sevket Pamuk for shaheg tevenue data sets.
Conversion notes: one Chinese silver tael = 37 graingilver.

Table 2. International Comparison of per capita Tax Revenue

Per Capita Revenuein gramsof silver
China Ottoman Russia France Spain England Dutch R

1650-99 7.0 11.8 46.0 35.8 45.1
1700-49 7.2 15.5 6.4 46.6 41.6 93.5 161.1
1750-99 4.2 12.9 21 66.4 63.1 158.4 170.7
1800-49 3.4 303.8
1850-99 7.0 344.1

Per Capita Revenuein days of urban unskilled wages
China Ottoman Russia France Spain England  Dutch R

1650-99 1.7 8.0 7.7 4.2 13.6

1700-49 2.26 2.6 6.7 4.6 8.9 24.1
1750-99 1.32 2.0 11.4 10.0 12.6 22.8
1800-49 1.23 17.2

1850-99 1.99 19.4

Source: same as Table 2.
For per capita revenue in days of urban unskillages, 1650-59, 1700-09 figures are used to
represent 1650-99, 1700-49 respectively. Averader60-50 and 1780-89 are used to represent 1750-
99 for all other countries except China. See
http://:www.ata.boun.edu.tr/sevketpamuk/JEH2010kdiatabaseNominal wages for China and
England are for Beijing and London drawn from Alketral forthcoming.
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Map: Chineseterritory under Ming and Qing
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Notes: The area in shade roughly corresponds tibotées under Qin and Ming or the so-called China
Proper. | want to thank Ma Fengyan, Yan Xun ancehllvins for assistance with this map.
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Figure 1. Number of Recorded Warfare and Number of Years Chinawas Unified per each

Century
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Sources: for the Ge’s index of index, see explanati Table 1 and text.
For the weighted index, the number of politicalitied are calculated as follows:

Number of entities are set equal to 7 in the Warstates period (X4century), 3 in the Three Kingdoms Period
(220-265), 2 in the Western Jin period, 7 in thet&an Jin, 6 in the Southern and Northern dynashién the
Five dynasties and ten kingdoms, 2 in the Nortlaerh Southern Song period. For periods of dynas&akzlown
but a unitary dynastic rule continued to exist ame, | assign the number of entities all equal .toFadr the
number of territories and dynastic governments,cagsulted the Historical Atlas of China (8 volsdited by
Tan Qixiang and Dynastic Calendars of East Agia{H-3).
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Figure 2. Number of Recorded Chinese Warfare per Century with Nomads and with Han
Chinese themselves
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Source and notes: same as Table 1. Number of wanfitih nomads are calculated by Bai and Kung,
the number of Han Chinese warfare is equal to ¢t subtracted by the that with the nomads. |
express my special thanks to Bai and Kung for slgétieir datasets on nomadic-Chinese Warfare.
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Figure 3. Government Expenditure (Revenue) in Qing China
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Source Notes: Fiscal data from lwai, Table 2, pr&mashita p. 73. Lower Yangzi grain price from
Wang Yeh-chien is used to deflate the nominal serie
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Figure4. Annual Inflows and Outflows of Silver Reservesat the Qing Board of Revenue (in
ten thousand taels)
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Sources: Shi zhihong pp. 272-281. Sales of ofesenue data from Luo Yudong, pp. 6-7.
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Figure5. Annual Average of Recorded Incidences of Warfare and Silver Reserves (in ten
thousand taels) in Qing (1644-1911)
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Source notes: China’s Military History Editorial @mittee (ed.),A Chronology of Warfare in
Dynastic ChingZhongguo Lidai Zhanzheng Nianb)a&ilver Reserves from Shi zhihong pp. 272-281.
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