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Overview

• Three things to cover
I. Motivation for the agenda
II. Core theoretical ideas
III. Empirical findings
• This will be sketchy

• There is now a vast literature and we will only scratch the surface
• I will go for breadth over depth
• Focusing on the main ideas and strands of work



What is state capacity?

• Three dimensions:
1. Fiscal Capacity -- breadth of tax system (e.g. importance of 

income taxes)
2. Legal capacity -- establishing the rule of law (e.g. enforcement 

of contracts and property rights)
3. Collective capacity -- social provision (e.g. universal health and 

education)



What is political violence?

• The use of violence to acquire or secure political power
• Two main manifestations:
1. Civil war: open use of violence to acquire political power
2. Repression: covert use of violence to entrench power



Why state capacity matters?

• The role of the state is central in economic development
• Supporting markets
• Raising taxes
• Providing vital public goods

• Transformations in the operation of the state are key to 
understanding economic development

• Understanding these is inescapably linked to political economy
• We need to study how states make decisions.
• Including how do states respond to/orchestrate violence



Why political violence matters?

• Intrinsic reasons
• A huge cause of human suffering

• Instrumental reasons
• Is both a symptom and a cause of state disfunction

• Often leads to state fragility
• Has direct consequences for incentives to invest in physical and human 

capital



Five main messages

• Need for an historical perspective:
• States do more to affect their citizens’ lives than at any point in human history
• This changed dramatically in the 20th century

• The question is why?

• The capacities of states to act are not static
• Changes in the economy/technology etc affect what states can do and how they do it

• Political violence is endogenous
• And linked to state development

• Culture, norms and values matter and are part of the dynamics
• Our understanding of these needs integrating with out understanding of how institutions 

work
• Political Economy is key! 

• Understanding state intervention means studying how governments behave



The Virtuous Circle of Development

"By development I mean the movement upward of the entire social 
system, and I believe this is the only logically tenable definition. 
This social system encloses, besides the so-called economic 
factors, ... the distribution of power in society; and more generally 
economic, social, and political stratification; broadly speaking, 
institutions and attitudes .... The dynamics of the system are 
determined by the fact that among all the endogenous conditions 
there is circular causation, implying that if one changes, others will 
change in response, and those secondary changes in their turn 
cause new changes all around, and so forth." (Gunnar Myrdal, 
"What is Development?", Journal of Economic Issues, pp. 729-30, 
1974.)



The interplay of state capacity, peace and 
development
• Ties together a range of themes in different research programs

• establishing cohesive polities
• investing in state effectiveness

• Studying the role of institutions, norms and culture

• The importance of clustering
• We see this clustering between income levels, state capacities and 

violence?  ∙  
• Suggestive of multiway causation:
1. income is both a cause and a consequence of violence and state 

capacities,
2. violence and state capacity cause each other, and
3. positive correlations reflect common background variables.



Clustering



The Building Blocks of State Capacity

Common Interests Economic PolicyState Capacities

Democratic
Institutions Norms/values (culture)

Peace
 & Prosperity

Wellbeing



The historical dimension

• How did we get to where we are now?
• And how stable is the pattern that we see?

• The dynamics are important
• Both for motivation and for thinking about what a dynamic model would 

need to explain
• But historical measurement is challenging and sometimes sketchy

• But let’s start with a couple of illustrations ….



Structural Transformation of the State
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Share of income tax in revenue (right scale)

Evolution of tax revenue and income tax for a sample of 18 Countries

The countries in this sample are Argentina, 
Australia, Brazil, Canada, Chile, Colombia, 
Denmark, Finland, Ireland, Japan, Mexico, 
Netherlands, New Zealand, Norway, Sweden, 
Switzerland, United Kingdom, and the United 
States.

From https://journals.sagepub.com/doi/10.1177/0010414019843432

https://journals.sagepub.com/doi/10.1177/0010414019843432


Repression and Conflict

• We can measure these in standard data sources
• But rarely linked to development of the state



The Building Blocks of State Capacity

• Political institutions
• A key role for constraints on executive power

• Creating states where rulers are subject to oversight by
• Legislatures
• Free Media
• Judicial Review

• Enables openness of access to power with limited short-termism
• Gives strong incentives to build common interests

• Values and norms
• Creating an environment in which citizens 

• recognize mutual obligations
• respect democratic norms



The Building Blocks of Political Violence

• Political institutions
• Can reduce potential for political violence
• Also a key role for constraints on executive power

• Creating states where rulers are subject to oversight by
• Legislatures
• Free Media
• Judicial Review

• Limits use of state for to promote sectional interests

• Values and norms
• Citizens accept peaceful transitions of power

• And are willing to set aside personal/narrow group interests to promote common 
interests



A Global Picture

• Many states have not created enabling environments for building state 
capacity
• Durable peace based on cohesion is hard to maintain

• State repression remains rife and arguably is on the increase
• Institutions can encourage short termism

• Is a particular issue when executive constraints are weak

• Historical legacies are important
• Patterns of conflict
• Polarizing cultural social identities
• Inequalities

• Difficult economics
• Some types of economy are more subject to “unhelpful” shocks



Geography of State Capacity, Peace and 
Income 2016



The basic story:

• Three types of state 
1. Common-interest states

• Peaceful
• Strong state capacities in all dimensions

2. Special Interest States
• Repressive
• Some state capacities

3. Weak States
• Conflictual
• Weak state capacities



What do the data say?

• We will show this for a sample of 64 countries for which we have 
reliable data

• Data dimensions:
• income tax as a share of total tax 
• legal-quality index
• collective-capacity index
• proportion of years since 1975 in repression
• proportion of years since 1975 in civil war
• GDP per capita

• Dimension 1: state capacity/income
• Dimension 2: political violence

• conflict and repression 



What do the data say?

• Use a machine learning approach based on a set of chosen 
country characteristics
• Suggests three groups

• But also an Anna Karenina principle

“All happy families are alike; 
each unhappy family is 
unhappy in its own way.”

• Clusters are extremely stable over time
• And common interest cluster stable across attributes



Link to subjective life satisfaction



Dynamics?



What institutions make a difference?

• Is it democracy?
• First requires us think how to conceptualize what democracy means

• Two distinct dimensions
• Openness of access to power
• Constraints on executive authority

• Both have increased over time
but the latter lags behind



Executive constraints or openness?



Two Approaches to Understanding State 
Capacity
• Approach 1

• Institutional approach: state capacity follows from getting institutions 
right

• This was the focus of my work with Torsten Persson

• Approach 2:
• Sociological approach: developing norms of reciprocity between the 

citizen and the state
• This was, for example, the focus of Margaret Levi’s book Of Rule and 

Revenue
• she referred to it as quasi-voluntary compliance

• This was the focus oy 2020 Econometrica paper



They parallel two views of social order

• View 1: Force Majeur (Leviathan)  
• the state is an institution which monopolizes the power to coerce
• the strength of the state rests on building coercive institutions

• force is the only solution to Hobbesian anarchy

•  View 2: Social Contract
• The state is about creating a sense of voluntary compliance through a 

shared sense of obligation
• the strength of the state rests on inculcating a form of civic-mindedness

• cooperative norms/socialization are the solution to Hobbesian anarchy
• emphasizes the power/importance of civic culture



Two Approaches to State Capacity

• Core proposition: 
The two approaches are complements not substitutes

• Why?
• They have common theoretical determinants

• Institutions are needed to support the emergence of supportive norms
• But not sure I (we) yet have the evidence to nail this claim
• However, it is still useful to articulate the ideas

• Will now sketch the modelling framework



State Capacities as Coercive Power

• The state invests in structures of compliance and control
• Regulatory authorities
• Courts
• Police and army
• Monitoring and compliance with taxation

• These features of state capacity tend to promote economic 
development
• Whether measured as growth or other dimensions of well-being



State Capacities as Coercive Power

• Paradox of power
• States have the strongest incentives to invest when they are more 

constrained in their use of power
• Biggest danger is “winner takes all” politics

• Thus the executive is more likely to focus on common interests 
when
• There is powerful oversight by legislative bodies
• There is the rule of law
• Media are free and active
• Civil society can mobilize

• Political instability is a luxury that constrained states can afford.



State Capacities as Coercive Power

• State capacity can be modelled as the accumulation of a special 
kind of infrastructure
• Failure to create state capacity is down to unfavourable investment 

incentives
• Such as

• Non-cohesive institutions
• Fracture societies
• Economic fundamentals

• Technocratic solutions are unlikely to work unless incentives are right
• Dovetails with debates about international assistance



An investment model

• Two kinds of investments:
• Hard investments: bricks and mortar
• Intangible investments: organizational structures and systems

• In either case, there is an Euler equation representation
• A government in power weighs up marginal costs and benefits
• Decision-making is forward-looking

• Will I be power to reap the benefits of any investments that I make?
• How would a future incumbent use state capacities?



Suggestive Correlations 



What drives compliance?

• Narrow view:
• the fear of punishment and sanction

• Broader view
• A trust-based relationship between the ruling elite and the citizens
• Built on reciprocal obligation

• Civic-culture is a norm of reciprocity which governs the 
relationship between state and society.
• It also underpins state capacities



What are norms?

• Many different approaches
• But two broad ideas in the economics literature

• Belief-based views
• For example coordinating on an equilibrium in repeated interaction
• Norms are a way of thinking about which equilibrium is played

• Value-based views
• Norms are based on internalized values
• They are socially acquired through vertical and horizontal processes

• They can be thought of as comprising a society’s culture



Reciprocity as a norm

• But could be triggered from latent biological instincts
• Trivers 

• Cultural learning
• Societies teach the power of reciprocity
• This becomes hard-wired in the way that we interact

• Reciprocity powerful in lab experiments
• Negative: people are punished for costly deviation from norms
• Positive: people are rewarded for compliance with norms



Transmission of norms/values

• Use an indirect evolutionary approach
• Based on cultural fitness

• Could be psychologically or materially based
• Can be derived from socialization “narratives”

• Core equation



Transmission of norms/values

• Key thing is to understand feedback loops between strategic 
design and socialization
• Practically depends on  how             is related to  



Reciprocity and State Capacity

• There are norms of good behaviour by those who manage the 
state

• We reward “good” behaviour with costly acts of compliance
• Obeying the law
• Paying our taxes
• Voting

• We punish bad behaviour with acts of non-compliance
• Cheating on our taxes
• Civil disobedience

• Compliance with the state is quasi-voluntary



Quasi-Voluntary Compliance

• Emphasised in historical accounts
• E.g. by Margaret Levi

•  WVS/EVS question     
• "Is it justifiable to cheat on your taxes if you have a chance?"   

• answered on 10 point scale (scale reversed)  
• asked in all six survey waves across 94 countries
• about 300,000 observations
•  around 63% of the population do not think that cheating is justifiable  ∙  

• Justifiable cheating 
• increasing in income
• decreasing in education and age
• more prevalent among men
• correlated with lack of confidence in government but not generalized trust



Quasi-Voluntary Compliance



Confidence in government and trust

•  Variable Definitions  ∙  
• Confidence in Government (use answer on government capital)

• I am going to name a number of organizations. 
• For each one, could you tell me how much confidence you have in them: is it

• a great deal of confidence, 
• quite a lot of confidence, 
• not very much confidence or none at all? 

• Coded 1 if answer is "Not very much" or "None at all".  ∙  
• Generalized Trust:   -  

• Generally speaking, would you say that most people can be trusted or that you can't 
be too careful in dealing with people? 

• Coded 1 if "You cannot be too careful" 



Quasi-Voluntary Compliance



Generational dependence

• If countries are evolving, we can look at intergenerational 
dynamics within countries
• We would expect persistence but scope for different paths

• Divide the data into three generations
• Those born 

• before 1950, 
• 1950 to 1970 
• and after 1970



Generational persistence
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Generational persistence
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Sketch of a theoretical approach

• Key features
• Political elites make spending decisions

• Common interest versus elite based policies
• Two kinds of citizens

• Materialist (like in economic models)
• Civic minded (reciprocators)

• Reciprocators comply voluntarily when state provides common interest policies but less 
compliance when state spends on transfers

• Key complementarity
• Civic minded generate a positive externality for each other
• More civic minded => more public goods => more positive reciprocity => higher payoffs 

for reciprocators relative to materialists
• Can explain how state capacity can grow even without increasing formal 

coercive power



The Role of Institutions

• Institutions that constrain power encourage the emergence of a 
civic culture
• Increase common interest spending
• Which increases the cultural fitness of reciprocators

• The same is true when elites face electoral incentives
• Assuming that this creates selection on elites that better reflect demands 

of the masses

• So model is consistent with a role for institutions
• But there is a “cultural multiplier” based on building civic values



Vicious Circle



Virtuous Circle



Crude cross-country patterns

• How do civic values line up with measures of state effectiveness
• Create a "civic values“ measures from World Values Survey

• confidence in government, 
• general trust in people, 
• not justifiable to cheat on taxes, 
• confidence in the justice system/courts, 
• not justifiable to accept bribes



Crude cross-country patterns



What do we know?

• We have lots of correlations but causal evidence is hard
• Need for granular historical work

• But should try to cast light on mechanisms

• Need for some experiment studies
• Evidence emerging from RCTs on tax compliance

• Theoretical frameworks are useful for projecting knowledge 
beyond specific contexts



How fragile is the fabric of the state?

• The past two centuries are exceptional in creating very different 
kinds of states
• More inclusive
• More accountability
• Better at promoting growth and well-being

• Some countries have depreciated their state capacity
• But broad trends are positive
• However, progress is uneven
• Norms and values are quite sticky

• But there are challenges e.g. the rise of right wing populism



Empirical and Theoretical Agendas

• Early phase literature was mainly theoretical
• Could try to explain some cross-country patterns
• But consistency with the data is not proof of causality

• Increasing use of field experiments in exploring state capacity
• Particularly true for tax compliance
• This has a long way to run

• Also use of AI-based research to understand cognition
• Why do people comply with the state?
• What leads them to trust the state?



Concluding Comments

• Have given a take on the political economy of state development 
based on understanding the dynamics of
• State Capacity
• Political Violence
• Norms and values

• We are making progress but this is a challenging agenda
• Multi-disciplinary
• Causal identification and empirics are hard

• But the prize is large!
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