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To explain why representative institutions emerge–an issue that touches upon both international relations and domestic political economy–we formulate a simple game theoretic model of the transition to parliamentary government and use it to give reasons why most of Europe shifted to parliamentary government in the nineteenth century, and not before.  We also use our model to shed light on political development in China, in the early United States, and in the current day European Economic Union.


How to create effective representative institutions is a burning issue in many dictatorships today.  It was also a major problem in the past, notably in nineteenth-century Europe, when many states made the transition from absolute monarchy to parliamentary government.  To account for such transitions (whether centuries ago or today) one can turn to two bodies of interdisciplinary literature.  The first is a subset of the vast literature on domestic political economy.  It points to the importance of warfare and of control over fiscal systems in explaining the emergence of representative institutions.  The other body of literature lies in international relations.  It has demonstrated that military defeats have dire consequences for leaders, which can obviously affect domestic politics.  It also suggests that at least certain regimes with representative institutions–namely, democratic ones–will be more selective about choosing which wars to enter and more effective at fighting if they do go to war.  One might therefore expect that regimes of this sort would come to dominate in a conflict ridden world.


Neither of these literatures, however, provides a satisfactory explanation for why representative government arises.   The relevant work in international relations really concerns democracies, not representative institutions.  Furthermore, it usually assumes that states are unitary actors or else takes their constitutional make up as a given.  It therefore cannot say under what conditions parliamentary government will triumph.  The literature in domestic political economy has similar failings.  Much of it touches upon the key issues of warfare, government spending, or representative institutions only obliquely.  And while it may argue that social or economic changes create groups who push for the creation of representative institutions, it does not spell out precise political conditions for the transition to parliamentary government.


To explain why representative institutions emerge, we formulate a simple game theoretic model of the transition to parliamentary government and use it to give reasons why most of Europe shifted to parliamentary government in the nineteenth century, and not before.  We also use our model to shed light on political development in China, in the early United States, and in the current day European Economic Union.


In doing so, we borrow both from the literature on international relations and from the literature on domestic political economy.  From international relations, we take two assumptions: first, that military defeat can topple state leaders; and second, that in a competitive world the resources available to a government are important.  But we also draw in domestic politics, because it will determine what resources (in particular, the financial resources) that the government has.  In our model, the key domestic political issue is fiscal conflict over the cost of warfare, and the nature of government will affect both the government’s budget constraint and who makes decisions about what to spend.


The essence of our argument concerns a powerful state leader who seeks additional tax revenue, which he can get by bargaining with the political elite of his country.   The leader might be a dictatorial ruler in a modern developing country or a king or emperor in the past, and the additional revenue would come from assets or portions of the economy under the elite’s control, such as rural property or enterprises they might own.  The leader can use the additional revenue for a variety of purposes, but the elite is leery of giving it to him because he will spend it in ways that do not benefit them.  In particular, he is likely to spend it on wars, since he reaps benefits from victories and does not bear the full costs of 

fighting or of defeat.  The elite will therefore balk at granting the leader tax increases unless he gives them control over both government expenditures and taxation, which they would exercise in a parliament or other representative body.  Normally, however, he will not be willing to surrender this sort of power over the purse.  He will therefore fail to get the tax increase and will have to subsist on the revenue he can draw from the parts of the economy he can tax at will.  The fiscal system will thus be divided, in the sense that tax rates will be high in portions of the economy under the leader’s control, while they will remain low where the elite is in charge.


For the leader, this course of action has the virtue of allowing him to retain total control over government expenditure.  Although he will have less tax revenue at his disposal, he will determine how it is spent, not the elite, and he can funnel it to the military and warfare, rather than to the sort of public goods that the elite might prefer.  The leader’s strategy will change, however, if the benefits he derives from higher tax revenue come to outweigh the advantages of having control over government spending.  In that case, he will surrender the power of the purse to the elite, who will determine both taxation and expenditure.  The fiscal system will no longer be divided, and with control over the purse, the elite’s parliament will mark the first step toward representative government.


We believe that just such a shift in the benefits from higher tax revenue took place in Europe circa 1800.  It resulted from a change in the unwritten rules of warfare, which increased the penalty for leaders who lost wars because they lacked sufficient funds.  It was at that point–and not earlier–that leaders began to face the consequences noted in the international relations literature: the risk of loss of power after military defeat.  Before 1800 defeat did not have such disastrous consequences, and the heavier penalty for military losses made representative institutions much more appealing to leaders.  We provide evidence for the heavier penalty for European leaders after 1800, and use it to account for the transition to parliamentary government in nineteenth-century Europe.  We also show that it can account for the nearly simultaneous unification of fiscal systems and for the decline of warfare in nineteenth century Europe. The same logic has implications for pre-nineteenth century China, for the early United States, and for the European Union today.


In what follows, the first section reviews the relevant literature in international relations and domestic political economy.  It then sketches what has to be contained in a satisfactory explanation of the transition to representative government.  Section 2 lays out our model of the transition, applies it to political development in Europe, and presents the evidence for a change in the payoffs for leaders circa 1800.  Section 3 then extends the model to account for the frequency of warfare  and spending on public goods.  Section 4 uses the model to account for political developments in pre-nineteenth-century China, in the early United States, and in contemporary Europe.

1.  The Literature on Warfare and the Development of Representative Institutions


There is a burgeoning literature in international relations on the relationship between foreign policy and domestic politics.  There is a much larger interdisciplinary literature on the political economy of state development.  The relevant works, though, focus on warfare and the growth of representative institutions, and they are not so numerous.  On the one hand, in international relations, the link between foreign policy and domestic politics often remains vague.
  Furthermore, the scholarship often assumes that states are unitary actors or takes domestic political institutions as givens.  It hence cannot speak to the issue of how parliamentary government emerges.  And if it does consider variations in domestic political institutions, the concern is democracy, not representative institutions.  Similarly, much of the vast literature on the political economy of state building treats warfare, government spending, or parliamentary government only obliquely.  And if it does address these topics, it fails to spell out the conditions for a transition to parliamentary government.


The pertinent international relations literature does point to some of the ingredients essential in any explanation for the rise of representative institutions.  First of all, empirical studies using data on warfare from 1816 to the late twentieth century have shown that leaders are likely to lose office after military defeat, and theoretical models have been formulated to explain why this is so (Bueno de Mesquita, Siverson, and Woller  [1992]; Downs and Rocke [1994]; Bueno de Mesquita and Siverson [1995]).  In particular, leaders of democracies are more likely to be thrown out after defeat than heads of authoritarian governments. Democratic leaders should therefore be more selective when choosing whether to go to war and they should consequently stand a greater chance of winning the wars they initiate.  Empirical research (again with data from 1816 on) supports this conclusion, and it suggests that democracies have a greater probability of victory even even when they do not initiate the war, in all likelihood because they have more support from society and can hence fight more effectively (Reiter and Stam [1998ab] ).  Related work also explains why democracies are unlikely to fight one another (Fearon [1994], Reiter and Stam [1998a]).


This literature focuses on democracies, but similar arguments (though they have not been tested) might well apply to parliamentary regimes.  There too leaders would presumably stand a greater chance of losing office after military defeat, and their foreign policy would presumably be more cautious as well.  Like democracies, parliamentary regimes might also be able to fight more effectively because they have more support from society.  The support here would not necessarily take the form of initiative and leadership in armies, which give democracies their military effectiveness (Reiter and Stam [1998ab]).  Rather, it could derive from the financial resources that parliamentary regimes place at the disposal of the military, which also increase the odds of victory.


Financial resources lie at the heart of the relevant literature on domestic politics, particularly the financial resources needed to fight war.  This literature is potentially enormous, ranging from Marxism (Moore [1966]; Anderson [1974]) and Weberian sociology to neoclassical economics (Acemoglu and Robinson [2000, forthcoming]) 
  But even the best of it devotes little time to the specific issue of interest to us: representative institutions and the role that warfare plays in their emergence.  Acemoglu and Robinson [2000], for example, provide a convincing model for the extension of the franchise in late nineteenth century Europe, but their real concern is democracy, not the initial creation of representative institutions. Furthermore, their account of domestic politics leaves out warfare altogether.  More recently [Acemoglu and Robinson, 2001], they have formulated a model showing how domestic politics can block  economic or political reform.  But once again international conflict plays no role in their model, even though they acknowledge the importance of war.


Similarly, Tilly [1990] gives an excellent account of the interplay between warfare and fiscal resources in the development of European states, but his interest is broad issue of state building, not the creation of representative institutions.  He consequently gives relatively little attention to them in his argument.
  Tilly does argue that rulers will bargain with elites in order to get the resources needed to fight wars and that bargaining of this sort will lead to representative government. But he does not explain why Europe made this transition in the nineteenth century, nor does he lay out general conditions that would allow us to predict when parliamentary government would triumph.


The work that comes closest to answering our question is North and Weingast [1989].  They emphasize one aspect of the transition: the rise of limited government with multiple players having vetos over government policy.  They focus on government borrowing, though, and leave out the  issues of government taxation and spending, crucial ones in the world that they model, seventeenth-century England. There was in fact considerable conflict over taxation in seventeenth-century England, and over government spending too, particularly expenditures on war.  Moreover, England was hardly unique among European countries in this respect.   Any complete account of the emergence of representative institutions has to take into account taxation and government spending, for borrowing was not the only dimension of conflict.


What ingredients are therefore needed to explain the transition to parliamentary government?  From the international relations and domestic politics literature, it is clear that military defeat can topple rulers, certainly in democracies and probably in parliamentary regimes too.  It is also clear that resources matter in military competition and that representative institutions arose in the midst of conflict over taxation and government spending.  At the very least then, a satisfactory explanation of the transition must involve warfare and the risks it poses for leaders.  It must also factor in the resources needed for fighting and the conflicts over taxation and government spending.


What parliamentary government did, at least in Europe, was to increase the resources available to rulers.  It did so by unifying fiscal systems so that taxation was roughly uniform across the economy.  In the regimes that preceded parliamentary government, the rulers were absolute monarchs, but contrary to what one might think, they could not tax the entire economy at will, for there were always some elite groups (nobles, for instance, or the clergy, or residents of towns or regions) who enjoyed exemption from taxation or the right to consent to various taxes in assemblies.  These assemblies (examples would include German estates, the Castilian Cortes, and French sovereign law courts) typically brought together representatives of particular provinces and social groups.  They were not national representative institutions, but they did limit taxation in certain sectors of the economy: taxes in particular regions, for example, or those imposed on particular assets or social groups.  The absolute monarch could then levy high taxes in the portion of the economy under his control, but the assemblies would typically keeping taxation low elsewhere, for fear that the king (who typically had authority over government spending) would waste it all on warfare.  The fiscal system would therefore be divided, and total government revenu would be limited.  And if the monarch tried to raise additional funds by pushing tax rates even higher in his sector of the economy, he risked driving resources out of it and into the hands of the elite.  Parliamentary government, by contrast, typically unified the fiscal system under the control not of some local assembly, but of a national representative body.  These national parliaments were able to raise much more money than the absolutist kings, and ultimately, it was this increased revenue (rather than the moral superiority of parliamentary government itself) that did away with absolute monarchy (Hoffman and Norberg [1994], Hoffman and Rosenthal [1997], Rosenthal [1998], Levi [1988]).


A satisfactory model of the transition to parliamentary government has to involve conflicts of this sort over the issues of taxation and spending, particularly spending on warfare.  It must take into account the benefits that higher military spending brings leaders–in particular, the reduced risk of military defeat and hence of losing domestic political power.  It must also take into account the increased financial resources that parliamentary rule and unified fiscal systems provide.  Finally, it must allow for a change in the international environment so that the leader (or conceivably the elite too) will make constitutional concessions and yield control over one sector of the economy in return for increased tax revenu.  In Europe, as we shall see, the international environment underwent just such a change circa 1800.

2.  A Simple Model for the Transition to Parliamentary Government


Our model begins with two players, a leader and the elite, whom we will treat as a unitary actor.  Again, the leader might be European king or a contemporary dictator in a developing country.  While he can tax a portion of the economy at will, we assume that the elite can limit taxation in the rest of the economy.  Such an assumption, as we pointed out above, is what actually happened in European absolute monarchies; it also corresponds to reality in many developing countries.


The question facing the leader and the elite is determining who will have control over government spending and whether the fiscal system will be unified or whether it will remain divided, with both leader and elite controlling taxation in their respective sectors of the economy.  Unification means that one of the players will gain control of the entire fiscal system and government spending too, and it will also boost the tax revenus that the government has spend, just as was the case historically in Europe.  But unification carries the risk that the player in charge of government spending will waste the additional revenu on expenditures that the other player opposes.  In particular, the leader may use the money for warfare, since he may be able to reap benefits from victories and yet not bear the full costs of fighting or of defeat.  Before 1800, for example, European kings considered warfare a glorious undertaking, and they suffered little if they lost battles or even if they were taken prisoner.
  Similarly, dictators today are less likely to be deposed after military defeat (Bueno de Mesquita and Siverson [1995]; Downs and Rocke [1994]).


We assume that the leader moves first, choosing whether to keep control of his portion of the fiscal system or whether to surrender it to the elite.  If he surrenders it, then the fiscal system will be unified under the authority of the elite.   They will then meet in a national political assembly, which will take charge of government spending too.  The government will be what we will call parliamentary, for the national political assembly will have the last say over spending and taxation.  Furthermore, since the fiscal system will be unified, tax revenues will be high, and the elite will have the funds to spend on those public goods that they prefer.  Because we assume that the elite is happy with this outcome, we allow them no move if the leader chooses to yield control of his portion of the fiscal system to them.


If, on the other hand, the leader prefers to keep control of his portion of the fiscal system, then the elite will face a choice.  They will have to decide whether to give in to the leader or whether to hold on to their portion of the fiscal system.  If they give in, then the leader will take control of the entire fiscal system.  He will control taxation and government spending too.   The result will be what we will call autocracy, for the leader will hold all the purse strings, and with a unified fiscal system, he will have large tax revenues to spend, which will permit him to pursue the policies he prefers, such as waging war.


Finally, if the elite balk and refuse to yield to the leader, then the fiscal system will be divided and tax revenues will consequently remain low.  In that case, we assume that the leader will have authority over government spending, as was the case in the divided fiscal systems of Europe.  The same story will hold for many  leaders of contemporary developing countries.  Like the leaders in the European past, they will be unable to tax a large fraction of private domestic, and they will consequently have to rely on levies on natural resources and international trade or on printing money  (the inflation tax) to raise money. Their inability to tax is not simply the result of poverty, for  at comparable levels of per capita income European countries  had quite sophisticated fiscal system.  Rather, it stems from having a divided fiscal system.


With low tax revenues, the leader will have less money to spend.  His actions will therefore be constrained and he will not be able to fight as many wars as he wants.  As for the elite, they may have some sort of assembly, but it will not have any voice over expenditure and only partial say over taxation.  The result will be what we will call absolutism, since it fits the monarchical governments of Europe before 1800.  It will also be a good description of  the political regimes of developing economies–indeed, a better description than Europe’s early efforts at representative government (Bates 2001). 


Table 1 summarizes the actions and outcomes of our model, and figure 1 displays the game tree.  The equilibrium in this simple game will be determined by the ranking of the payoffs for the leader (A, B, or C) and for the elite (A, B, C), which we have not yet specified.  Whatever they happen to be, it is clear that the leader will prefer payoff B (what he gets under autocracy) to both payoff A (what he gets under parliamentary government) and payoff C (what he gets with absolutism).  The reason is that as an autocrat the leader controls government expenditure and he has enough tax revenue to take all the actions that are affordable under either absolutism or parliamentary government.
   Similarly, the elite will prefer payoff A (parliamentary government) to either B(autocracy) or C (absolutism).  The game equilibria will thus depend on how the leader ranks A and C and how the elite rank B and C.

[Table 1 and Figure 1 about here]


For the sake of simplicity, let us confine our attention to pure strategy equilibria.  If B > C so that the elite strictly prefer autocracy to absolutism, then the game’s unique subgame perfect Nash equilibrium will be autocracy, regardless of how the leader ranks A and C.  Alternatively, if C B (so that the elite prefer absolutism to autocracy), then the equilibrium will depend on how the leader ranks A and C.  When he ranks A above C (ie. A  C), parliamentary government will be a subgame perfect Nash equilibrium, and it will be the unique equilibrium if  A  C and C  B. By contrast, when the leader ranks C strictly above A (ie A < C), absolutism will be a subgame perfect equilibrium, and it will be unique provided C  B.


In other words, the equilibria will shift depending on the payoffs.  If, for example, we assume that the elite always favor absolutism over autocracy, then the outcome of the game will depend on whether the leader prefers absolutist or parliamentary regimes.  If the payoffs for the leader are higher with absolutism, then absolutism will be the outcome.  But if they shift in favor of parliamentary government, then the equilibrium will shift too, toward representative institutions.


The key is therefore deciding what the payoffs for the leader and the elite are and what can cause them to vary.  The elite’s payoffs include their private income (net of the fiscal burden of taxation), any benefits they derive from government spending on public goods, and their gains or losses from war.  The leader’s consist of his benefits from public goods, the opportunity of using public resources for his private consumption, and of course whatever he gains (or loses) from waging war.


If the leader’s gains and losses from war change, that alone can tip his preferences in favor of representative institutions and change the equilibrium of our game.  Assume once again that the elite always favor absolutism over autocracy (ie C  B).  Imagine that initially the leader strongly prefers absolutism to a parliamentary regime (A < C).  Absolutism will then be the unique subgame perfect Nash equilibrium.  Absolutism will, however, force the leader to wage war with low tax revenues, and the low tax revenus will increase the chances of military defeat.  The leader will not mind so long as he does not bear these costs, but if they suddenly fall on him, he may well prefer to have the higher tax revenus and more generous military budgets that a parliamentary regime allows.   In other words, the payoff A will have risen to be larger than C, leaving parliamentary government the outcome.


Leaders in Europe suddenly confronted just such an increase in military costs after 1800.  Before then, the leaders (most of whom were kings or other sovereigns) bore practically none of the costs of war.  They did not pay for the armies, and to judge from the experience of the major European sovereigns, they did not risk losing their thrones if they waged an unpopular war, even if they ended up being defeated (Table 2).  All of that changed with the Revolutionary and Napoleonic Wars.  Napoleon replaced monarchs who had lost on the battlefield, and his enemies treated him the same after they beat his army.  Furthermore, if the victors did not throw out a defeated leader, his own citizens might do the job, as the French emperor Napoleon III learned1870. Not every defeat meant loss of power, but the risk leaders faced was high, particularly in countries such as France and Germany, where loss carried better than a 50 percent chance of being deposed (Table 2).

[Table 2 about here]


Specialists in international relations have not noticed the increased risks for European leaders after 1800 because their data does not reach back before 1816 (Bueno de Mesquita, Siverson, and Woller  [1992]; Bueno de Mesquita and Siverson [1995]).  They could thus confirm that military loss in the period after 1816 often meant loss of power, but they did not realize that the unfortunate consequences for defeated leaders were a novelty, which did not reach back before 1800, at least in Europe.


As far as Europe is concerned, this shift could reverse a leader’s preferences in our model, by raising A until exceeded C.  The reason is that a European leader now bore much heavy costs in case of defeat.  He would thus have fewer grounds to initiate wars and every reason to make sure he had the resources needed to fight effectively if he did engage in battle.  To obtain these resources, he would be willing to allow parliamentary government in return for unification of the fiscal system and the higher tax revenues it would bring: from his point of view that would be preferable to the low tax revenues of absolutism.


The result would be the emergence of parliamentary government with a unified fiscal system, provided that the European elites continued to prefer absolutism to autocracy (ie provided that C remained greater than or equal to  B).  The historical evidence suggests that their payoffs did  not change greatly after 1800, and certainly not in favor of autocracy.  Warfare might now topple sovereigns, but the elites could usually adapt to a new ruler, so they had little reason to seek protection from an autocracy, which (like a parliamentary government) could mobilize large tax revenues for defense.  One might worry about increased financial losses from property confiscations, the depredations of armies, and the taxes imposed to pay occupying troops and reparations, all of which might push elites into the arms of autocratic dictators, but there is no evidence that these costs of war grew much worse after 1800 for European elites.  Nor does it seem that they stood a greater chance of dying when nineteenth-century armies fought, in part because they often enjoyed exemption from the conscription that was now used to fill military ranks.
  The elite would thus have no reason to rank autocracy above absolutism, so the game equilbrium would shift to parliamentary government.


Historical evidence suggests that there was such a change in equilibrium in Europe after 1800, for most absolutist states created representative institutions and unified their fiscal systems.  The process (particularly that of creating national representative institutions with power over the purse) was halting and complicated by factors such as political ideas and international alliances, which are not captured in our game.  But it did occur.  The evidence for a move toward unified fiscal systems is particularly strong, with much of the push for unification coming during or immediately after the Revolutionary and Napoleonic Wars–in other words, at the same time that the penalties for defeated leaders were rising.


Warfare seems to have been a driving force behind the new equilibrium in Europe, but it need not be the only reason for such a change.  The military is not the only thing the government can spend its money on, and there may be other types of government expenditure that bring rising benefits to leaders, such as public goods or redistribution to forestall violent social change (Acemoglu and Robinson, 2000).   If so, leaders will find parliamentary government increasingly attractive, and domestic politics alone can then account for the emergence of parliamentary government.  Nonetheless, although that is certainly a possible outcome with our simple model, it does not seem to have been what happened in our examples from early nineteenth-century Europe.

3.  Extensions


Although our simple game does not explicitly model the decision to go to war, it has implications for the frequency of warfare and for non-military spending–in particular, spending on public goods.  To see these implications, we need only keep in mind that the model  explores two different political forces: first, the leader’s considerable autonomy in spending; and second, the uneven distribution of  the costs and benefits of war.  These two forces were at work because of a dilemma early modern era elites faced. On the one hand, they were tempted by  inefficient transportation and poor informational infrastructure to delegate most government activities to the leader.  On the other, they hesitated  to provide him with significant funding for fear that he would use  the money in an opportunistic fashion.  In particular, they  worried that their leader would squander government funds on military adventures.  Not that  the elites are  pacifists–far from it.  Rather,  there are many wars that  the leader wants to fight, because he does not bear  the associated costs. These wars–or many of them--the elite would prefer to avoid.  In other words, the elite pay the costs of war yet reap few benefits; for them, peaceful bargaining is almost always preferable to fighting (Fearon, 1995).   To prevent  their leader from wasting government money, the elite will opt for absolutism over autocracy.   Although the leader will still control expenditures and spend money on wars, the elite’s losses will be limited.


The elite might well prefer a different outcome: one in which taxes would be raised but the money would go for public goods.  Knowing this, their leader might seek to get them to raise taxes on their sector of the economy by promising to spend the increased revenues on the very sort of public goods they want.  The difficulty is that the elite cannot trust the leader to keep his promises: any commitment he gives them (that he will not spend increases tax revenues on warfare, for example) is simply not credible.  He might even agree to on the benefits of public goods in times of peace, but if the international situation changed, he would want to fight wars that the elite would oppose.  The resulting commitment problem is a constitutional one, and it is analogous to the one described by North and Weingast [1989], except that it concerns taxes, spending, and broad issues of foreign policy, rather than borrowing.  Ultimately, this commitment problem linked different constitutional regimes to the level of warfare.  Autocracies, for example, will be the the most bellicose, because autocrats alone decide how much to tax and whom to fight, and they bear few of the costs of  war.  Absolutist rulers  will be hampered by  a lack of resources, and   representative governments will be cautious because they do pay the full price of fighting.


Disagreements over warfare and foreign policy (disagreements rooted in a leader’s ability to reap benefits from war and yet avoid the costs) thus provoke strife over taxation.  These disagreements also lead to the appearance of conflict over spending on public goods, even when both the leader and the elite agree on the virtues of public goods spending in peace time.  A complete model of all these issues would have to incorporate other countries or the international environment, but even with the simple game sketched above, we can derive some implications about the frequency of warfare and about spending on public goods.


To begin with, the frequency of warfare should diminish as states make the transition to parliamentary government.  The reason is that the transition leaves control of expenditure in the hands of the elite, who can use the power of the purse to prevent spending on warfare.  Since (unlike the leader) they bear the full cost of fighting, they will have less reason to engage in warfare.  They will avoid military engagement and prefer negotiated settlements that do not waste resources  (Fearon [1995]).  As more states make the transition, warfare will diminish in frequency–exactly what happened in nineteenth century Europe (Table 3; Schroeder [1986]).  The prediction here also fits the findings of the literature on the democratic peace.

[Table 3 about here]


Once states made the transition to parliamentary government, tax revenues would rise, and expenditures would be in the hands of elites, who would opposed to spending on the military.    One might therefore expect budgets for public goods to increase.  Whether that actually happened, however, would depend on a number of other factors, including the international environment and the availability of alternative uses for government funds besides the military and public goods.  Even if we were to eliminate alternative uses for government funds, the international environment could force the parliamentary governments to expend resources on fighting.  Although neighboring states might all have parliamentary governments, they might not know one another’s militiary capability or willingness to fight. Alternatively, neighboring states might have incentives to renege on negotiated agreements to international disputes. In either case, war could then break out, even if all states would benefit from a negotiated settlement (Fearon [1995]), and with their higher tax revenues, the parliamentary governments could fight much more intensely.


That does not seem to have happened in nineteenth century Europe, where one measure of the intensity of war (battlefield deaths per capita and year of warfare) seems to have declined relative to the eighteenth century.
  Spending on public goods (or at least on non military goods and services) should therefore have increased. Testing this assertion turns out to be difficult, because it requires detailed government budgets both before and after the transition to parliamentary rule, which usually do not exist.  It also requires correcting for intervening changes in the international situation and in the economy, since higher incomes  can boost the demand for certain public goods.  There is data for one country (France), however, and it does point to an increase in the fraction of the government budget devoted to non military spending.


The transition to parliamentary government should therefore reduce the frequency of warfare by shifting control of the purse to elites who bear the costs of fighting.  It may not diminish the intensity of war, however, for if forced to fight the elites have the tax revenues to spend more on the military.  That did not happen in nineteenth-Europe, and although the evidence is limited, it seems that one result was increased spending on public goods.

4.  Beyond Europe


While our model certainly needs fleshing out, it may even–simple though it is–offer insights beyond the Europe of the years 1500-1919.  There are three such 'out of sample' examples that immediately come to mind: Imperial China, the early United States, and the European Union of today.  They all show how our simple model can shed light on other parts of the world and on periods of European history after the first World War.


At first glance, Imperial China may seem an implausible setting for thinking  about the interaction between war and fiscal constraints. War was relatively infrequent, and the emperor faced none of the obvious fiscal constraints that held back absolute monarchs in Europe.   Our model can shed light on this situation, if we assume that military expenditures would be the only issue dividing elites from leaders.  The reason is that China was an empire, with few strong neighboring enemies. The Chinese emporer therefore had little reason to funnel money to the military, even if he reaped benefits from fighting and bore none of the costs.  His situation contrasted sharply with that of Europe leaders, who all had to confront powerful and hostile neighbors.  As a result, Chinese elites did not have to fear the emporer’s wasting government tax revenue on the military.  They could be confident that increased tax revenues would go for public goods, and not for the army.  In the language of our model, the Chinese elite’s payoff under autocracy (B) would be greater than under absolutism (C), and knowing this, the emporer would never surrender.  The subgame perfect equilibrium would be autocracy, but it would be autocracy with heavy spending for public goods.



The assumption so far has been that there are only two types of expenditures–military and public goods–and that money spent on the military is the only issue dividing the emporer and the Chinese elite.  But we would still expect higher spending on public goods in China if we allowed the emporer to siphon off public funds for palaces and favorites–what we would today call “corruption.”  The emperor would then have to decide whether to use all his peacetime money for public goods or whether to lavish it on palaces and favorites.   In making his decision, he must keep in mind that if he devotes too little on public goods, the elite may be tempted to regain control of the fisc. It is thus not surprising that the Chinese emperor devoted more resources to public goods than was the case in Europe: water control, information diffusion, the support of internal colonization, granaries, as well as other programs of social insurance.  Nor is it surprising that he cultivated an ideology of proper rule that the emperors assiduously promoted.  Hence, Chinese political economy can be viewed as an equilibrium of benevolent autocracy in our model, provided we take the low risk of war as a given. 



What about the early United States?  Today, commentators frequently cite the restrictions on the early federal government’s power and invoke the early United States as a leading example of the sort of limited government that fosters economic growth.  The limits they have in mind include those stemming from the separation of powers and also the constraints imposed on the federal government by the constitution, which left the states in control of domestic policy.  Yet even at the outset, the federal government had considerable power, for it alone could decide when to admit new states and it alone was able to increase the size of the country by purchase and by conquest. It also had a unified fiscal structure, with no limits on its budget.  One might reasonably ask where these extraordinary powers came from.



To find the answer, we must remember the United States began as a confederation  with a feeble central government.  The central government had no fiscal autonomy and it depended for revenue on the unanimous consent of the individual states–a consent that was nearly impossible to achieve.  Its weakness was a problem that the federal constitution sought to remedy. But why did the problem have to be solved in 1786-88?  In part it had to do with fears about the possibility of foreign disputes or wars.  It also reflected the sentiment that only a central government could provide public goods.  Admittedly, the early federal government had little ability to tax.  But even this handicap eventually disappeared with the creation of the income tax, and once again warfare was the reason, as in our model.



As for the European Union (EU), from a fiscal perspective it is nearly the polar opposite of the modern United States.  In the first place, the EU budget accounts for a tiny fraction of total fiscal receipts in Europe, in contrast to the situation in the United States today, where the federal government dominates government spending.  Second, the EU has yet to achieve fiscal unification, chiefly because increases in EU taxation require the unanimous consent of each of the member states.  The EU does have an executive and a legislature, but neither body has the power to raise taxes.



Why did such an odd institution emerge in Europe? One of the reasons may well be that Europe is protected by the American military, and the lack of a foreign threat reduces the demand for a strong federal system in Europe.  It also furnishes relatively little in public goods, and its spending is often considered corrupt.  The situation is not exactly the same as in our model, but some of the issues are similar.



Until the EU gets a unified fiscal structure, it will evolve slowly and will continue to be plagued by all the inefficiencies that characterize executives with little revenue.  Two potential problems looming on the horizon may speed up the process toward fiscal unification.  First, the aging of Europe's population may create labor forces problems that may require centralized action. Second, regional economic integration and resulting cross border political problems may induce member states to devolve more power to the EU.  Yet for the moment, member states are quite willing to tolerate inefficiencies in order avoid the cost of empowering the central government.

Conclusion 



In the past two hundred years, developed economies have nearly all created unified tax regimes, in which a single authority has the power fund the executive.  Yet despite appearances, most underdeveloped countries have not followed their example. Fiscally, they remain stunted, and their fiscal weakness reduces the supply of public goods and hobbles their economic growth.  If the historical examples teach a lesson here, it is that the political consequences of fiscal unification are great: taxation increases, corruption declines, and the provision of public goods jumps.  The consequences for the economy are notable as well–typically, institutional change that cuts transactions costs and fosters the development of markets.



Yet this shift to unified fiscal systems is not easily captured in a model of political change.  It most often occurred in monarchies, well before the rise of popular democracy.  It also preceded the increase in the demand for public goods like transportation or education.  But it had the great virtue of heightening efficiency of public service.  Paradoxically, it was typically not the result of a bargain between a legislative and an executive branch. Rather, in most cases it derived from the fears of war and the menace of defeat, from international relations that forced fiscal unification upon resistant sovereigns and reluctant elites.  Ben Franklin was therefore right: "united we stand, divided we fall."

Table 1: Actions and Outcomes in the Model

	Player
	Actions

	Leader
	Surrender
	Keep
	Keep

	Elite
	
	Surrender
	Keep

	
	Payoffs

	Leader
	A
	B
	C

	Elite
	A
	B
	C

	
	Resulting Government Characteristics

	Type of Government
	Parliamentary Government
	Autocracy
	Absolutism

	Fiscal System
	Unified
	Unified
	Divided

	Tax Revenues
	High
	High
	Low

	Player in Control of Expenditure
	Elite
	Leader
	Leader


Note:  See text for a discussion and definitions of the terms and Figure 1 for the game tree.

Table 2  Probability That a Major European Sovereign Was Deposed After Losing a Foreign War
	
	Fraction Deposed Because of Defeat in Each Year of War or in Each Year of War Loss

	
	Conditional on:

	
	Being at War
	Losing War

	Period:
	1500-1799
	1800-1919
	1500-1799
	1800-1919

	Country
	
	
	
	

	
	
	
	
	

	Austrian Dominions
	0.00
	0.07
	0.00
	0.20

	France
	0.00
	0.06
	0.00
	0.67

	Great Britain
	0.00
	0.00
	0.00
	0.00

	Hohenzollern Dominions
	0.00
	0.06
	0.00
	0.50

	Spain
	0.00
	0.10
	0.00
	0.33


Source:  William L. Langer, An Encyclopedia of World History, 4th edition (Boston, 1968).

Note: The calculation of the conditional probabilities begins with a count of sovereigns who were deposed after losing a foreign war for the Austrian Dominions, France, Great Britain, the Hohenzollern lands, and Spain.  The count includes any assassinations provoked by loss in a foreign war, but it excludes assassination or removal from office during civil wars and internal revolutions, unless the cause was the loss of a foreign war.  In particular, the executions of king Charles I of England and Louis XVI of France are not counted, and the same holds for the removal of James II of England and the deposition of Ferdinand II in Bohemia in 1618.  The calculations also exclude the simple downfall of ministries. The number of deposed monarchs is then divided by the number of years the country was at war; that yields the probability of deposition after losing a foreign war conditional on being at war.  War here is defined as any class of armed conflict significant enough to be included in the Encyclopedia of World History; no formal declaration of war is necessary.  It includes colonial fighting, but it excludes civil wars unless foreign powers are involved.  The calculation of the probability of deposition conditional on losing a war is similar; the only difference is the number of deposed monarchs is divided by the number of years in which a war ended with a loss for the country concerned. Sovereigns included all monarchs, whether absolute or constitutional.  For republics, the sovereign was the parliament or legislative assemblies; if the legislative assemblies shared sovereignty with a president or other executive, then the sovereign was the executive and the legislative assemblies together.


The Austrian dominions exclude Habsburg territory in Iberian Peninsula, Italy, Low Countries, and Latin America.  Bohemia is excluded before Habsburgs assume the crown in 1526, and Hungary is not counted until it was fully integrated into the Habsburg holdings in 1699.  For France, the Convention is counted as a sovereign; Napoleon's abdication in 1814 is counted as a removal after a loss, but not his second abdication after Waterloo.  For Great Britain, the calculation concerns England and Ireland alone up until 1603; during the Protectorate, the Lord Protector is counted as sovereign. For Spain, depositions do not include loss of Portugal or of non-Iberian possessions. All the probabilities are ex-post, and they clearly make more sense for monarchies than for republics.

Table 3: Frequency of War in Europe
	Period
	Average Percentage of Time Principal European Powers Were at War

	1550-1600
	71

	1600-1650
	66

	1650-1700
	54

	1700-1750
	43

	1750-1800
	29

	1800-1850
	36

	1850-1900
	23


Source:  Wright [1942] 1: Tables 29, 45, 46.  Levy [1983] leads to similar results.

Note:  The principal European powers are defined as France, Austria, Great Britain, Russia, Prussia, Spain, Netherlands, Sweden, Denmark, Turkey, and Poland.

LEADER SURRENDERS OR KEEPS CONTROL
OF HIS PORTION OF FISCAL SYSTEM

OR SURRENDER IT TO ELITE

LEADER SURRENDERS TO ELITE

                LEADER KEEPS CONTROL

ELITE’S CHOICE CONCERNING THEIR PORTION OF FISCAL SYSTEM




    ELITE KEEP CONTROL

 ELITE KEEP CONTROL
      ELITE SURRENDER

OUTCOME

          UNIFIED FISCAL SYSTEM

        DIVIDED FISCAL SYSTEM
           UNIFIED FISCAL SYSTEM

          HIGH TAX REVENUES


LOW TAX REVENUES

HIGH TAX REVENUES

PARLIAMENTARY GOVERNMENT

   ABSOLUTISM


     AUTOCRACY

Figure 1.  Game in extensive form.  For further details and payoffs, see text and table 1.
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To explain why representative institutions emerge–an issue that touches upon both international relations and domestic political economy–we formulate a simple game theoretic model of the transition to parliamentary government and use it to give reasons why most of Europe shifted to parliamentary government in the nineteenth century, and not before.  We also use our model to shed light on political development in China, in the early United States, and in the current day European Economic Union.


How to create effective representative institutions is a burning issue in many dictatorships today.  It was also a major problem in the past, notably in nineteenth-century Europe, when many states made the transition from absolute monarchy to parliamentary government.  To account for such transitions (whether centuries ago or today) one can turn to two bodies of interdisciplinary literature.  The first is a subset of the vast literature on domestic political economy.  It points to the importance of warfare and of control over fiscal systems in explaining the emergence of representative institutions.  The other body of literature lies in international relations.  It has demonstrated that military defeats have dire consequences for leaders, which can obviously affect domestic politics.  It also suggests that at least certain regimes with representative institutions–namely, democratic ones–will be more selective about choosing which wars to enter and more effective at fighting if they do go to war.  One might therefore expect that regimes of this sort would come to dominate in a conflict ridden world.


Neither of these literatures, however, provides a satisfactory explanation for why representative government arises.   The relevant work in international relations really concerns democracies, not representative institutions.  Furthermore, it usually assumes that states are unitary actors or else takes their constitutional make up as a given.  It therefore cannot say under what conditions parliamentary government will triumph.  The literature in domestic political economy has similar failings.  Much of it touches upon the key issues of warfare, government spending, or representative institutions only obliquely.  And while it may argue that social or economic changes create groups who push for the creation of representative institutions, it does not spell out precise political conditions for the transition to parliamentary government.


To explain why representative institutions emerge, we formulate a simple game theoretic model of the transition to parliamentary government and use it to give reasons why most of Europe shifted to parliamentary government in the nineteenth century, and not before.  We also use our model to shed light on political development in China, in the early United States, and in the current day European Economic Union.


In doing so, we borrow both from the literature on international relations and from the literature on domestic political economy.  From international relations, we take two assumptions: first, that military defeat can topple state leaders; and second, that in a competitive world the resources available to a government are important.  But we also draw in domestic politics, because it will determine what resources (in particular, the financial resources) that the government has.  In our model, the key domestic political issue is fiscal conflict over the cost of warfare, and the nature of government will affect both the government’s budget constraint and who makes decisions about what to spend.


The essence of our argument concerns a powerful state leader who seeks additional tax revenue, which he can get by bargaining with the political elite of his country.   The leader might be a dictatorial ruler in a modern developing country or a king or emperor in the past, and the additional revenue would come from assets or portions of the economy under the elite’s control, such as rural property or enterprises they might own.  The leader can use the additional revenue for a variety of purposes, but the elite is leery of giving it to him because he will spend it in ways that do not benefit them.  In particular, he is likely to spend it on wars, since he reaps benefits from victories and does not bear the full costs of 

fighting or of defeat.  The elite will therefore balk at granting the leader tax increases unless he gives them control over both government expenditures and taxation, which they would exercise in a parliament or other representative body.  Normally, however, he will not be willing to surrender this sort of power over the purse.  He will therefore fail to get the tax increase and will have to subsist on the revenue he can draw from the parts of the economy he can tax at will.  The fiscal system will thus be divided, in the sense that tax rates will be high in portions of the economy under the leader’s control, while they will remain low where the elite is in charge.


For the leader, this course of action has the virtue of allowing him to retain total control over government expenditure.  Although he will have less tax revenue at his disposal, he will determine how it is spent, not the elite, and he can funnel it to the military and warfare, rather than to the sort of public goods that the elite might prefer.  The leader’s strategy will change, however, if the benefits he derives from higher tax revenue come to outweigh the advantages of having control over government spending.  In that case, he will surrender the power of the purse to the elite, who will determine both taxation and expenditure.  The fiscal system will no longer be divided, and with control over the purse, the elite’s parliament will mark the first step toward representative government.


We believe that just such a shift in the benefits from higher tax revenue took place in Europe circa 1800.  It resulted from a change in the unwritten rules of warfare, which increased the penalty for leaders who lost wars because they lacked sufficient funds.  It was at that point–and not earlier–that leaders began to face the consequences noted in the international relations literature: the risk of loss of power after military defeat.  Before 1800 defeat did not have such disastrous consequences, and the heavier penalty for military losses made representative institutions much more appealing to leaders.  We provide evidence for the heavier penalty for European leaders after 1800, and use it to account for the transition to parliamentary government in nineteenth-century Europe.  We also show that it can account for the nearly simultaneous unification of fiscal systems and for the decline of warfare in nineteenth century Europe. The same logic has implications for pre-nineteenth century China, for the early United States, and for the European Union today.


In what follows, the first section reviews the relevant literature in international relations and domestic political economy.  It then sketches what has to be contained in a satisfactory explanation of the transition to representative government.  Section 2 lays out our model of the transition, applies it to political development in Europe, and presents the evidence for a change in the payoffs for leaders circa 1800.  Section 3 then extends the model to account for the frequency of warfare  and spending on public goods.  Section 4 uses the model to account for political developments in pre-nineteenth-century China, in the early United States, and in contemporary Europe.

1.  The Literature on Warfare and the Development of Representative Institutions


There is a burgeoning literature in international relations on the relationship between foreign policy and domestic politics.  There is a much larger interdisciplinary literature on the political economy of state development.  The relevant works, though, focus on warfare and the growth of representative institutions, and they are not so numerous.  On the one hand, in international relations, the link between foreign policy and domestic politics often remains vague.
  Furthermore, the scholarship often assumes that states are unitary actors or takes domestic political institutions as givens.  It hence cannot speak to the issue of how parliamentary government emerges.  And if it does consider variations in domestic political institutions, the concern is democracy, not representative institutions.  Similarly, much of the vast literature on the political economy of state building treats warfare, government spending, or parliamentary government only obliquely.  And if it does address these topics, it fails to spell out the conditions for a transition to parliamentary government.


The pertinent international relations literature does point to some of the ingredients essential in any explanation for the rise of representative institutions.  First of all, empirical studies using data on warfare from 1816 to the late twentieth century have shown that leaders are likely to lose office after military defeat, and theoretical models have been formulated to explain why this is so (Bueno de Mesquita, Siverson, and Woller  [1992]; Downs and Rocke [1994]; Bueno de Mesquita and Siverson [1995]).  In particular, leaders of democracies are more likely to be thrown out after defeat than heads of authoritarian governments. Democratic leaders should therefore be more selective when choosing whether to go to war and they should consequently stand a greater chance of winning the wars they initiate.  Empirical research (again with data from 1816 on) supports this conclusion, and it suggests that democracies have a greater probability of victory even even when they do not initiate the war, in all likelihood because they have more support from society and can hence fight more effectively (Reiter and Stam [1998ab] ).  Related work also explains why democracies are unlikely to fight one another (Fearon [1994], Reiter and Stam [1998a]).


This literature focuses on democracies, but similar arguments (though they have not been tested) might well apply to parliamentary regimes.  There too leaders would presumably stand a greater chance of losing office after military defeat, and their foreign policy would presumably be more cautious as well.  Like democracies, parliamentary regimes might also be able to fight more effectively because they have more support from society.  The support here would not necessarily take the form of initiative and leadership in armies, which give democracies their military effectiveness (Reiter and Stam [1998ab]).  Rather, it could derive from the financial resources that parliamentary regimes place at the disposal of the military, which also increase the odds of victory.


Financial resources lie at the heart of the relevant literature on domestic politics, particularly the financial resources needed to fight war.  This literature is potentially enormous, ranging from Marxism (Moore [1966]; Anderson [1974]) and Weberian sociology to neoclassical economics (Acemoglu and Robinson [2000, forthcoming]) 
  But even the best of it devotes little time to the specific issue of interest to us: representative institutions and the role that warfare plays in their emergence.  Acemoglu and Robinson [2000], for example, provide a convincing model for the extension of the franchise in late nineteenth century Europe, but their real concern is democracy, not the initial creation of representative institutions. Furthermore, their account of domestic politics leaves out warfare altogether.  More recently [Acemoglu and Robinson, 2001], they have formulated a model showing how domestic politics can block  economic or political reform.  But once again international conflict plays no role in their model, even though they acknowledge the importance of war.


Similarly, Tilly [1990] gives an excellent account of the interplay between warfare and fiscal resources in the development of European states, but his interest is broad issue of state building, not the creation of representative institutions.  He consequently gives relatively little attention to them in his argument.
  Tilly does argue that rulers will bargain with elites in order to get the resources needed to fight wars and that bargaining of this sort will lead to representative government. But he does not explain why Europe made this transition in the nineteenth century, nor does he lay out general conditions that would allow us to predict when parliamentary government would triumph.


The work that comes closest to answering our question is North and Weingast [1989].  They emphasize one aspect of the transition: the rise of limited government with multiple players having vetos over government policy.  They focus on government borrowing, though, and leave out the  issues of government taxation and spending, crucial ones in the world that they model, seventeenth-century England. There was in fact considerable conflict over taxation in seventeenth-century England, and over government spending too, particularly expenditures on war.  Moreover, England was hardly unique among European countries in this respect.   Any complete account of the emergence of representative institutions has to take into account taxation and government spending, for borrowing was not the only dimension of conflict.


What ingredients are therefore needed to explain the transition to parliamentary government?  From the international relations and domestic politics literature, it is clear that military defeat can topple rulers, certainly in democracies and probably in parliamentary regimes too.  It is also clear that resources matter in military competition and that representative institutions arose in the midst of conflict over taxation and government spending.  At the very least then, a satisfactory explanation of the transition must involve warfare and the risks it poses for leaders.  It must also factor in the resources needed for fighting and the conflicts over taxation and government spending.


What parliamentary government did, at least in Europe, was to increase the resources available to rulers.  It did so by unifying fiscal systems so that taxation was roughly uniform across the economy.  In the regimes that preceded parliamentary government, the rulers were absolute monarchs, but contrary to what one might think, they could not tax the entire economy at will, for there were always some elite groups (nobles, for instance, or the clergy, or residents of towns or regions) who enjoyed exemption from taxation or the right to consent to various taxes in assemblies.  These assemblies (examples would include German estates, the Castilian Cortes, and French sovereign law courts) typically brought together representatives of particular provinces and social groups.  They were not national representative institutions, but they did limit taxation in certain sectors of the economy: taxes in particular regions, for example, or those imposed on particular assets or social groups.  The absolute monarch could then levy high taxes in the portion of the economy under his control, but the assemblies would typically keeping taxation low elsewhere, for fear that the king (who typically had authority over government spending) would waste it all on warfare.  The fiscal system would therefore be divided, and total government revenu would be limited.  And if the monarch tried to raise additional funds by pushing tax rates even higher in his sector of the economy, he risked driving resources out of it and into the hands of the elite.  Parliamentary government, by contrast, typically unified the fiscal system under the control not of some local assembly, but of a national representative body.  These national parliaments were able to raise much more money than the absolutist kings, and ultimately, it was this increased revenue (rather than the moral superiority of parliamentary government itself) that did away with absolute monarchy (Hoffman and Norberg [1994], Hoffman and Rosenthal [1997], Rosenthal [1998], Levi [1988]).


A satisfactory model of the transition to parliamentary government has to involve conflicts of this sort over the issues of taxation and spending, particularly spending on warfare.  It must take into account the benefits that higher military spending brings leaders–in particular, the reduced risk of military defeat and hence of losing domestic political power.  It must also take into account the increased financial resources that parliamentary rule and unified fiscal systems provide.  Finally, it must allow for a change in the international environment so that the leader (or conceivably the elite too) will make constitutional concessions and yield control over one sector of the economy in return for increased tax revenu.  In Europe, as we shall see, the international environment underwent just such a change circa 1800.

2.  A Simple Model for the Transition to Parliamentary Government


Our model begins with two players, a leader and the elite, whom we will treat as a unitary actor.  Again, the leader might be European king or a contemporary dictator in a developing country.  While he can tax a portion of the economy at will, we assume that the elite can limit taxation in the rest of the economy.  Such an assumption, as we pointed out above, is what actually happened in European absolute monarchies; it also corresponds to reality in many developing countries.


The question facing the leader and the elite is determining who will have control over government spending and whether the fiscal system will be unified or whether it will remain divided, with both leader and elite controlling taxation in their respective sectors of the economy.  Unification means that one of the players will gain control of the entire fiscal system and government spending too, and it will also boost the tax revenus that the government has spend, just as was the case historically in Europe.  But unification carries the risk that the player in charge of government spending will waste the additional revenu on expenditures that the other player opposes.  In particular, the leader may use the money for warfare, since he may be able to reap benefits from victories and yet not bear the full costs of fighting or of defeat.  Before 1800, for example, European kings considered warfare a glorious undertaking, and they suffered little if they lost battles or even if they were taken prisoner.
  Similarly, dictators today are less likely to be deposed after military defeat (Bueno de Mesquita and Siverson [1995]; Downs and Rocke [1994]).


We assume that the leader moves first, choosing whether to keep control of his portion of the fiscal system or whether to surrender it to the elite.  If he surrenders it, then the fiscal system will be unified under the authority of the elite.   They will then meet in a national political assembly, which will take charge of government spending too.  The government will be what we will call parliamentary, for the national political assembly will have the last say over spending and taxation.  Furthermore, since the fiscal system will be unified, tax revenues will be high, and the elite will have the funds to spend on those public goods that they prefer.  Because we assume that the elite is happy with this outcome, we allow them no move if the leader chooses to yield control of his portion of the fiscal system to them.


If, on the other hand, the leader prefers to keep control of his portion of the fiscal system, then the elite will face a choice.  They will have to decide whether to give in to the leader or whether to hold on to their portion of the fiscal system.  If they give in, then the leader will take control of the entire fiscal system.  He will control taxation and government spending too.   The result will be what we will call autocracy, for the leader will hold all the purse strings, and with a unified fiscal system, he will have large tax revenues to spend, which will permit him to pursue the policies he prefers, such as waging war.


Finally, if the elite balk and refuse to yield to the leader, then the fiscal system will be divided and tax revenues will consequently remain low.  In that case, we assume that the leader will have authority over government spending, as was the case in the divided fiscal systems of Europe.  The same story will hold for many  leaders of contemporary developing countries.  Like the leaders in the European past, they will be unable to tax a large fraction of private domestic, and they will consequently have to rely on levies on natural resources and international trade or on printing money  (the inflation tax) to raise money. Their inability to tax is not simply the result of poverty, for  at comparable levels of per capita income European countries  had quite sophisticated fiscal system.  Rather, it stems from having a divided fiscal system.


With low tax revenues, the leader will have less money to spend.  His actions will therefore be constrained and he will not be able to fight as many wars as he wants.  As for the elite, they may have some sort of assembly, but it will not have any voice over expenditure and only partial say over taxation.  The result will be what we will call absolutism, since it fits the monarchical governments of Europe before 1800.  It will also be a good description of  the political regimes of developing economies–indeed, a better description than Europe’s early efforts at representative government (Bates 2001). 


Table 1 summarizes the actions and outcomes of our model, and figure 1 displays the game tree.  The equilibrium in this simple game will be determined by the ranking of the payoffs for the leader (A, B, or C) and for the elite (A, B, C), which we have not yet specified.  Whatever they happen to be, it is clear that the leader will prefer payoff B (what he gets under autocracy) to both payoff A (what he gets under parliamentary government) and payoff C (what he gets with absolutism).  The reason is that as an autocrat the leader controls government expenditure and he has enough tax revenue to take all the actions that are affordable under either absolutism or parliamentary government.
   Similarly, the elite will prefer payoff A (parliamentary government) to either B(autocracy) or C (absolutism).  The game equilibria will thus depend on how the leader ranks A and C and how the elite rank B and C.

[Table 1 and Figure 1 about here]


For the sake of simplicity, let us confine our attention to pure strategy equilibria.  If B > C so that the elite strictly prefer autocracy to absolutism, then the game’s unique subgame perfect Nash equilibrium will be autocracy, regardless of how the leader ranks A and C.  Alternatively, if C B (so that the elite prefer absolutism to autocracy), then the equilibrium will depend on how the leader ranks A and C.  When he ranks A above C (ie. A  C), parliamentary government will be a subgame perfect Nash equilibrium, and it will be the unique equilibrium if  A  C and C  B. By contrast, when the leader ranks C strictly above A (ie A < C), absolutism will be a subgame perfect equilibrium, and it will be unique provided C  B.


In other words, the equilibria will shift depending on the payoffs.  If, for example, we assume that the elite always favor absolutism over autocracy, then the outcome of the game will depend on whether the leader prefers absolutist or parliamentary regimes.  If the payoffs for the leader are higher with absolutism, then absolutism will be the outcome.  But if they shift in favor of parliamentary government, then the equilibrium will shift too, toward representative institutions.


The key is therefore deciding what the payoffs for the leader and the elite are and what can cause them to vary.  The elite’s payoffs include their private income (net of the fiscal burden of taxation), any benefits they derive from government spending on public goods, and their gains or losses from war.  The leader’s consist of his benefits from public goods, the opportunity of using public resources for his private consumption, and of course whatever he gains (or loses) from waging war.


If the leader’s gains and losses from war change, that alone can tip his preferences in favor of representative institutions and change the equilibrium of our game.  Assume once again that the elite always favor absolutism over autocracy (ie C  B).  Imagine that initially the leader strongly prefers absolutism to a parliamentary regime (A < C).  Absolutism will then be the unique subgame perfect Nash equilibrium.  Absolutism will, however, force the leader to wage war with low tax revenues, and the low tax revenus will increase the chances of military defeat.  The leader will not mind so long as he does not bear these costs, but if they suddenly fall on him, he may well prefer to have the higher tax revenus and more generous military budgets that a parliamentary regime allows.   In other words, the payoff A will have risen to be larger than C, leaving parliamentary government the outcome.


Leaders in Europe suddenly confronted just such an increase in military costs after 1800.  Before then, the leaders (most of whom were kings or other sovereigns) bore practically none of the costs of war.  They did not pay for the armies, and to judge from the experience of the major European sovereigns, they did not risk losing their thrones if they waged an unpopular war, even if they ended up being defeated (Table 2).  All of that changed with the Revolutionary and Napoleonic Wars.  Napoleon replaced monarchs who had lost on the battlefield, and his enemies treated him the same after they beat his army.  Furthermore, if the victors did not throw out a defeated leader, his own citizens might do the job, as the French emperor Napoleon III learned1870. Not every defeat meant loss of power, but the risk leaders faced was high, particularly in countries such as France and Germany, where loss carried better than a 50 percent chance of being deposed (Table 2).

[Table 2 about here]


Specialists in international relations have not noticed the increased risks for European leaders after 1800 because their data does not reach back before 1816 (Bueno de Mesquita, Siverson, and Woller  [1992]; Bueno de Mesquita and Siverson [1995]).  They could thus confirm that military loss in the period after 1816 often meant loss of power, but they did not realize that the unfortunate consequences for defeated leaders were a novelty, which did not reach back before 1800, at least in Europe.


As far as Europe is concerned, this shift could reverse a leader’s preferences in our model, by raising A until exceeded C.  The reason is that a European leader now bore much heavy costs in case of defeat.  He would thus have fewer grounds to initiate wars and every reason to make sure he had the resources needed to fight effectively if he did engage in battle.  To obtain these resources, he would be willing to allow parliamentary government in return for unification of the fiscal system and the higher tax revenues it would bring: from his point of view that would be preferable to the low tax revenues of absolutism.


The result would be the emergence of parliamentary government with a unified fiscal system, provided that the European elites continued to prefer absolutism to autocracy (ie provided that C remained greater than or equal to  B).  The historical evidence suggests that their payoffs did  not change greatly after 1800, and certainly not in favor of autocracy.  Warfare might now topple sovereigns, but the elites could usually adapt to a new ruler, so they had little reason to seek protection from an autocracy, which (like a parliamentary government) could mobilize large tax revenues for defense.  One might worry about increased financial losses from property confiscations, the depredations of armies, and the taxes imposed to pay occupying troops and reparations, all of which might push elites into the arms of autocratic dictators, but there is no evidence that these costs of war grew much worse after 1800 for European elites.  Nor does it seem that they stood a greater chance of dying when nineteenth-century armies fought, in part because they often enjoyed exemption from the conscription that was now used to fill military ranks.
  The elite would thus have no reason to rank autocracy above absolutism, so the game equilbrium would shift to parliamentary government.


Historical evidence suggests that there was such a change in equilibrium in Europe after 1800, for most absolutist states created representative institutions and unified their fiscal systems.  The process (particularly that of creating national representative institutions with power over the purse) was halting and complicated by factors such as political ideas and international alliances, which are not captured in our game.  But it did occur.  The evidence for a move toward unified fiscal systems is particularly strong, with much of the push for unification coming during or immediately after the Revolutionary and Napoleonic Wars–in other words, at the same time that the penalties for defeated leaders were rising.


Warfare seems to have been a driving force behind the new equilibrium in Europe, but it need not be the only reason for such a change.  The military is not the only thing the government can spend its money on, and there may be other types of government expenditure that bring rising benefits to leaders, such as public goods or redistribution to forestall violent social change (Acemoglu and Robinson, 2000).   If so, leaders will find parliamentary government increasingly attractive, and domestic politics alone can then account for the emergence of parliamentary government.  Nonetheless, although that is certainly a possible outcome with our simple model, it does not seem to have been what happened in our examples from early nineteenth-century Europe.

3.  Extensions


Although our simple game does not explicitly model the decision to go to war, it has implications for the frequency of warfare and for non-military spending–in particular, spending on public goods.  To see these implications, we need only keep in mind that the model  explores two different political forces: first, the leader’s considerable autonomy in spending; and second, the uneven distribution of  the costs and benefits of war.  These two forces were at work because of a dilemma early modern era elites faced. On the one hand, they were tempted by  inefficient transportation and poor informational infrastructure to delegate most government activities to the leader.  On the other, they hesitated  to provide him with significant funding for fear that he would use  the money in an opportunistic fashion.  In particular, they  worried that their leader would squander government funds on military adventures.  Not that  the elites are  pacifists–far from it.  Rather,  there are many wars that  the leader wants to fight, because he does not bear  the associated costs. These wars–or many of them--the elite would prefer to avoid.  In other words, the elite pay the costs of war yet reap few benefits; for them, peaceful bargaining is almost always preferable to fighting (Fearon, 1995).   To prevent  their leader from wasting government money, the elite will opt for absolutism over autocracy.   Although the leader will still control expenditures and spend money on wars, the elite’s losses will be limited.


The elite might well prefer a different outcome: one in which taxes would be raised but the money would go for public goods.  Knowing this, their leader might seek to get them to raise taxes on their sector of the economy by promising to spend the increased revenues on the very sort of public goods they want.  The difficulty is that the elite cannot trust the leader to keep his promises: any commitment he gives them (that he will not spend increases tax revenues on warfare, for example) is simply not credible.  He might even agree to on the benefits of public goods in times of peace, but if the international situation changed, he would want to fight wars that the elite would oppose.  The resulting commitment problem is a constitutional one, and it is analogous to the one described by North and Weingast [1989], except that it concerns taxes, spending, and broad issues of foreign policy, rather than borrowing.  Ultimately, this commitment problem linked different constitutional regimes to the level of warfare.  Autocracies, for example, will be the the most bellicose, because autocrats alone decide how much to tax and whom to fight, and they bear few of the costs of  war.  Absolutist rulers  will be hampered by  a lack of resources, and   representative governments will be cautious because they do pay the full price of fighting.


Disagreements over warfare and foreign policy (disagreements rooted in a leader’s ability to reap benefits from war and yet avoid the costs) thus provoke strife over taxation.  These disagreements also lead to the appearance of conflict over spending on public goods, even when both the leader and the elite agree on the virtues of public goods spending in peace time.  A complete model of all these issues would have to incorporate other countries or the international environment, but even with the simple game sketched above, we can derive some implications about the frequency of warfare and about spending on public goods.


To begin with, the frequency of warfare should diminish as states make the transition to parliamentary government.  The reason is that the transition leaves control of expenditure in the hands of the elite, who can use the power of the purse to prevent spending on warfare.  Since (unlike the leader) they bear the full cost of fighting, they will have less reason to engage in warfare.  They will avoid military engagement and prefer negotiated settlements that do not waste resources  (Fearon [1995]).  As more states make the transition, warfare will diminish in frequency–exactly what happened in nineteenth century Europe (Table 3; Schroeder [1986]).  The prediction here also fits the findings of the literature on the democratic peace.

[Table 3 about here]


Once states made the transition to parliamentary government, tax revenues would rise, and expenditures would be in the hands of elites, who would opposed to spending on the military.    One might therefore expect budgets for public goods to increase.  Whether that actually happened, however, would depend on a number of other factors, including the international environment and the availability of alternative uses for government funds besides the military and public goods.  Even if we were to eliminate alternative uses for government funds, the international environment could force the parliamentary governments to expend resources on fighting.  Although neighboring states might all have parliamentary governments, they might not know one another’s militiary capability or willingness to fight. Alternatively, neighboring states might have incentives to renege on negotiated agreements to international disputes. In either case, war could then break out, even if all states would benefit from a negotiated settlement (Fearon [1995]), and with their higher tax revenues, the parliamentary governments could fight much more intensely.


That does not seem to have happened in nineteenth century Europe, where one measure of the intensity of war (battlefield deaths per capita and year of warfare) seems to have declined relative to the eighteenth century.
  Spending on public goods (or at least on non military goods and services) should therefore have increased. Testing this assertion turns out to be difficult, because it requires detailed government budgets both before and after the transition to parliamentary rule, which usually do not exist.  It also requires correcting for intervening changes in the international situation and in the economy, since higher incomes  can boost the demand for certain public goods.  There is data for one country (France), however, and it does point to an increase in the fraction of the government budget devoted to non military spending.


The transition to parliamentary government should therefore reduce the frequency of warfare by shifting control of the purse to elites who bear the costs of fighting.  It may not diminish the intensity of war, however, for if forced to fight the elites have the tax revenues to spend more on the military.  That did not happen in nineteenth-Europe, and although the evidence is limited, it seems that one result was increased spending on public goods.

4.  Beyond Europe


While our model certainly needs fleshing out, it may even–simple though it is–offer insights beyond the Europe of the years 1500-1919.  There are three such 'out of sample' examples that immediately come to mind: Imperial China, the early United States, and the European Union of today.  They all show how our simple model can shed light on other parts of the world and on periods of European history after the first World War.


At first glance, Imperial China may seem an implausible setting for thinking  about the interaction between war and fiscal constraints. War was relatively infrequent, and the emperor faced none of the obvious fiscal constraints that held back absolute monarchs in Europe.   Our model can shed light on this situation, if we assume that military expenditures would be the only issue dividing elites from leaders.  The reason is that China was an empire, with few strong neighboring enemies. The Chinese emporer therefore had little reason to funnel money to the military, even if he reaped benefits from fighting and bore none of the costs.  His situation contrasted sharply with that of Europe leaders, who all had to confront powerful and hostile neighbors.  As a result, Chinese elites did not have to fear the emporer’s wasting government tax revenue on the military.  They could be confident that increased tax revenues would go for public goods, and not for the army.  In the language of our model, the Chinese elite’s payoff under autocracy (B) would be greater than under absolutism (C), and knowing this, the emporer would never surrender.  The subgame perfect equilibrium would be autocracy, but it would be autocracy with heavy spending for public goods.



The assumption so far has been that there are only two types of expenditures–military and public goods–and that money spent on the military is the only issue dividing the emporer and the Chinese elite.  But we would still expect higher spending on public goods in China if we allowed the emporer to siphon off public funds for palaces and favorites–what we would today call “corruption.”  The emperor would then have to decide whether to use all his peacetime money for public goods or whether to lavish it on palaces and favorites.   In making his decision, he must keep in mind that if he devotes too little on public goods, the elite may be tempted to regain control of the fisc. It is thus not surprising that the Chinese emperor devoted more resources to public goods than was the case in Europe: water control, information diffusion, the support of internal colonization, granaries, as well as other programs of social insurance.  Nor is it surprising that he cultivated an ideology of proper rule that the emperors assiduously promoted.  Hence, Chinese political economy can be viewed as an equilibrium of benevolent autocracy in our model, provided we take the low risk of war as a given. 



What about the early United States?  Today, commentators frequently cite the restrictions on the early federal government’s power and invoke the early United States as a leading example of the sort of limited government that fosters economic growth.  The limits they have in mind include those stemming from the separation of powers and also the constraints imposed on the federal government by the constitution, which left the states in control of domestic policy.  Yet even at the outset, the federal government had considerable power, for it alone could decide when to admit new states and it alone was able to increase the size of the country by purchase and by conquest. It also had a unified fiscal structure, with no limits on its budget.  One might reasonably ask where these extraordinary powers came from.



To find the answer, we must remember the United States began as a confederation  with a feeble central government.  The central government had no fiscal autonomy and it depended for revenue on the unanimous consent of the individual states–a consent that was nearly impossible to achieve.  Its weakness was a problem that the federal constitution sought to remedy. But why did the problem have to be solved in 1786-88?  In part it had to do with fears about the possibility of foreign disputes or wars.  It also reflected the sentiment that only a central government could provide public goods.  Admittedly, the early federal government had little ability to tax.  But even this handicap eventually disappeared with the creation of the income tax, and once again warfare was the reason, as in our model.



As for the European Union (EU), from a fiscal perspective it is nearly the polar opposite of the modern United States.  In the first place, the EU budget accounts for a tiny fraction of total fiscal receipts in Europe, in contrast to the situation in the United States today, where the federal government dominates government spending.  Second, the EU has yet to achieve fiscal unification, chiefly because increases in EU taxation require the unanimous consent of each of the member states.  The EU does have an executive and a legislature, but neither body has the power to raise taxes.



Why did such an odd institution emerge in Europe? One of the reasons may well be that Europe is protected by the American military, and the lack of a foreign threat reduces the demand for a strong federal system in Europe.  It also furnishes relatively little in public goods, and its spending is often considered corrupt.  The situation is not exactly the same as in our model, but some of the issues are similar.



Until the EU gets a unified fiscal structure, it will evolve slowly and will continue to be plagued by all the inefficiencies that characterize executives with little revenue.  Two potential problems looming on the horizon may speed up the process toward fiscal unification.  First, the aging of Europe's population may create labor forces problems that may require centralized action. Second, regional economic integration and resulting cross border political problems may induce member states to devolve more power to the EU.  Yet for the moment, member states are quite willing to tolerate inefficiencies in order avoid the cost of empowering the central government.

Conclusion 



In the past two hundred years, developed economies have nearly all created unified tax regimes, in which a single authority has the power fund the executive.  Yet despite appearances, most underdeveloped countries have not followed their example. Fiscally, they remain stunted, and their fiscal weakness reduces the supply of public goods and hobbles their economic growth.  If the historical examples teach a lesson here, it is that the political consequences of fiscal unification are great: taxation increases, corruption declines, and the provision of public goods jumps.  The consequences for the economy are notable as well–typically, institutional change that cuts transactions costs and fosters the development of markets.



Yet this shift to unified fiscal systems is not easily captured in a model of political change.  It most often occurred in monarchies, well before the rise of popular democracy.  It also preceded the increase in the demand for public goods like transportation or education.  But it had the great virtue of heightening efficiency of public service.  Paradoxically, it was typically not the result of a bargain between a legislative and an executive branch. Rather, in most cases it derived from the fears of war and the menace of defeat, from international relations that forced fiscal unification upon resistant sovereigns and reluctant elites.  Ben Franklin was therefore right: "united we stand, divided we fall."

Table 1: Actions and Outcomes in the Model

	Player
	Actions

	Leader
	Surrender
	Keep
	Keep

	Elite
	
	Surrender
	Keep

	
	Payoffs

	Leader
	A
	B
	C

	Elite
	A
	B
	C

	
	Resulting Government Characteristics

	Type of Government
	Parliamentary Government
	Autocracy
	Absolutism

	Fiscal System
	Unified
	Unified
	Divided

	Tax Revenues
	High
	High
	Low

	Player in Control of Expenditure
	Elite
	Leader
	Leader


Note:  See text for a discussion and definitions of the terms and Figure 1 for the game tree.

Table 2  Probability That a Major European Sovereign Was Deposed After Losing a Foreign War
	
	Fraction Deposed Because of Defeat in Each Year of War or in Each Year of War Loss

	
	Conditional on:

	
	Being at War
	Losing War

	Period:
	1500-1799
	1800-1919
	1500-1799
	1800-1919

	Country
	
	
	
	

	
	
	
	
	

	Austrian Dominions
	0.00
	0.07
	0.00
	0.20

	France
	0.00
	0.06
	0.00
	0.67

	Great Britain
	0.00
	0.00
	0.00
	0.00

	Hohenzollern Dominions
	0.00
	0.06
	0.00
	0.50

	Spain
	0.00
	0.10
	0.00
	0.33


Source:  William L. Langer, An Encyclopedia of World History, 4th edition (Boston, 1968).

Note: The calculation of the conditional probabilities begins with a count of sovereigns who were deposed after losing a foreign war for the Austrian Dominions, France, Great Britain, the Hohenzollern lands, and Spain.  The count includes any assassinations provoked by loss in a foreign war, but it excludes assassination or removal from office during civil wars and internal revolutions, unless the cause was the loss of a foreign war.  In particular, the executions of king Charles I of England and Louis XVI of France are not counted, and the same holds for the removal of James II of England and the deposition of Ferdinand II in Bohemia in 1618.  The calculations also exclude the simple downfall of ministries. The number of deposed monarchs is then divided by the number of years the country was at war; that yields the probability of deposition after losing a foreign war conditional on being at war.  War here is defined as any class of armed conflict significant enough to be included in the Encyclopedia of World History; no formal declaration of war is necessary.  It includes colonial fighting, but it excludes civil wars unless foreign powers are involved.  The calculation of the probability of deposition conditional on losing a war is similar; the only difference is the number of deposed monarchs is divided by the number of years in which a war ended with a loss for the country concerned. Sovereigns included all monarchs, whether absolute or constitutional.  For republics, the sovereign was the parliament or legislative assemblies; if the legislative assemblies shared sovereignty with a president or other executive, then the sovereign was the executive and the legislative assemblies together.


The Austrian dominions exclude Habsburg territory in Iberian Peninsula, Italy, Low Countries, and Latin America.  Bohemia is excluded before Habsburgs assume the crown in 1526, and Hungary is not counted until it was fully integrated into the Habsburg holdings in 1699.  For France, the Convention is counted as a sovereign; Napoleon's abdication in 1814 is counted as a removal after a loss, but not his second abdication after Waterloo.  For Great Britain, the calculation concerns England and Ireland alone up until 1603; during the Protectorate, the Lord Protector is counted as sovereign. For Spain, depositions do not include loss of Portugal or of non-Iberian possessions. All the probabilities are ex-post, and they clearly make more sense for monarchies than for republics.

Table 3: Frequency of War in Europe
	Period
	Average Percentage of Time Principal European Powers Were at War

	1550-1600
	71

	1600-1650
	66

	1650-1700
	54

	1700-1750
	43

	1750-1800
	29

	1800-1850
	36

	1850-1900
	23


Source:  Wright [1942] 1: Tables 29, 45, 46.  Levy [1983] leads to similar results.

Note:  The principal European powers are defined as France, Austria, Great Britain, Russia, Prussia, Spain, Netherlands, Sweden, Denmark, Turkey, and Poland.

LEADER SURRENDERS OR KEEPS CONTROL
OF HIS PORTION OF FISCAL SYSTEM

OR SURRENDER IT TO ELITE

LEADER SURRENDERS TO ELITE

                LEADER KEEPS CONTROL

ELITE’S CHOICE CONCERNING THEIR PORTION OF FISCAL SYSTEM




    ELITE KEEP CONTROL

 ELITE KEEP CONTROL
      ELITE SURRENDER

OUTCOME

          UNIFIED FISCAL SYSTEM

        DIVIDED FISCAL SYSTEM
           UNIFIED FISCAL SYSTEM

          HIGH TAX REVENUES


LOW TAX REVENUES

HIGH TAX REVENUES

PARLIAMENTARY GOVERNMENT

   ABSOLUTISM


     AUTOCRACY

Figure 1.  Game in extensive form.  For further details and payoffs, see text and table 1.
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�	See, for example, the review articles by Russett [1995] and Kapstein [1995], and the earlier judgment of Putman [1988].


�	For the interdisciplinary literature on the democratic peace, see Russett [1993], Weart [1998].


�	Following Kugler and Domke (1986), Reiter and Stam (1998a) stress that democracies are not necessarily “more effective at extracting economic resources from society during wartime.”  Instead, they argue that the strength of democracies reflects the initiative and leadership of democratic armies. Leadership may play an important role, but as they also point out, states with more resources (in particular, more military spending) have a greater chance of winning too.  Our claim is that parliamentary government meant higher tax revenues in peacetime and wartime, easier borrowing in emergencies, and thus more money for the military when needed. 


�	For a critical review of much of this literature, see Tilly [1990].


�	See Tilly [2000], pp. 29, 64, 102, 188; and also the predecessor volume, Tilly [1975].


�	For other dimensions of conflict, see David Stasavage [forthcoming].  The main concern in North and Weingast is the difficulty the king has in committing to repay government debts.  Giving Parliament control over government debt provides a solution, but North and Weingast do not provide a complete explanation for why Parliament itself does not renege on its debts.  


�	France’s King Francis I, for instance, suffered a major defeat in 1525, when he was taken prisoner.  After negotiations, however, he was eventually ransomed by his subjects.


�	The implicit assumption both here and in Table 1 is that tax revenue is the same under autocracy and parliamentary government because both types of government have unified fiscal systems.  That need not be the case, however.  In particular, parliamentary governments, by encouraging taxpayer compliance (Levi [1988]), can lift net tax revenues even higher than with autocracy and thereby make themselves more attractive to leaders.  The game equilibrium will still depend on the relative ranking of the payoffs, though, which will involve not just on tax revenues but on all the factors that affect the leader’s and the elite’s preferences.


�	There are multiple pure strategy Nash equilibria when C = A or C= B.


�	For Europe, reliable casualty figures are not available before the late nineteenth century, but the numbers that do exist do not point to a sharp increase in the number of deaths per year of military combat after 1800 (Wright, 1942, 1: tables 46, 50-54).  As for figures on elite financial losses caused by European warfare, they are simply not available, but we might expect them to be proportional to the size of armies or the number of battles per war.  Neither of these proxies increased sharply after 1800 in Europe (Wright, 1942, 1: tables 29, 45, 46).
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