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ABSTRACT

I present a model of a proprietary regime with opportunities for direct production
(e.g., plantation cultivation, mining extraction). The premise is that direct production is
a superior method of appropriation than taxation. The tax and spending policy of the
regime distorts the resource allocation in favor of direct production and at a loss of private
production; the welfare of the population suffers while the regime benefits. I examine the
relevance of the model to the policies of actual proprietary regimes.
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1. Introduction

In this paper, I study the policy of a proprietary regime when it has opportunities for
its own production. Good examples are the Trujillo regime in the Dominican Republic that
operated sugar plantations, and the Mobutu regime in Zaire that had access to mineral
resources. Both regimes practiced policies that favored their own production over private
production, and the welfare of the population at large suffered as a result. I present a
model that formalizes a rationale for allocating resources to such an effect, focusing on
taxing and spending as the policy instruments. Then I examine the policies of actual
proprietary regimes in light of the model.

The starting point is to distinguish two types of appropriation: one is to appropriate
the output leaving the production to private producers, the other to appropriate the pro-
duction process itself. The former has the standard trade-off of the tax rate and the tax
base. Absent the trade-off, the latter is a superior means of extracting surplus from pro-
duction. However, it is not applicable to all production: mining and plantation agriculture
are conducive to standardized methods and production by hired workers whereas com-
merce and peasant agriculture are not.! If a proprietary regime directly produces in some
sectors, tax and spending policies not only generate tax revenue but also shift resources
across the private and the regime-controlled sectors. Significantly, a lost tax base such as
discharged labor in the private sectors can be recaptured in the regime-controlled sectors.
In other words, lost tax revenue can be recovered as production surplus. Consequently,
the tax and spending policies are more oppressive on private production than without the
regime-controlled sectors, and the population suffers from diminished after-tax surplus.

Section 2 presents a model economy that formalizes the above intuition. As mentioned,

the model most readily applies to proprietary regimes that have significant opportunities

! Underlying the difference are agency issues such as the degree to which production can be monitored:
the more easily production can be monitored, the greater share of surplus can be extracted without

violating the incentive constraints of the agents.



for their own production. Section 3 discusses as examples the regimes of Trujillo and
Mobutu, and the regimes of the Mughal and the Ottoman empires in the more distant
past. These regimes exhibit the features of the model, illustrating its relevance. Certainly,
the model does not provide a comprehensive account of the policies of these regimes. For
one thing, no regime is entirely proprietary: one can find an element of benevolence in
each example. Perhaps more significantly, the model abstracts from dynamic issues, in
particular the (expected) tenure of the regime. Even a proprietary regime would moderate
its policy if it expects to gain from the expanded tax base in the long run, but not if it
expects a short period of rule (McGuire and Olson 1996).? Conversely, a regime may be
able to prolong its tenure by implementing a moderate policy (Grossman and Noh 1994).3
The model, being a static one, would seem relevant to long-lasting regimes, and so they
are the chosen examples. Still, the concern for survival may have been an important factor

in their policy making.

2. The Model Economy

Consider the following economy. There is an autocrat and a subject. The autocrat
personifies a proprietary regime. Having a single subject is a short cut to modeling multiple
heterogeneous subjects.® There are two sectors, denoted by ¢ = 1,2. The production

functions are:

Y, = A L& 27 (1)

where A; is the productivity parameter, L; is the labor input, and Z; is the government

input or spending. Assume that «; +7; < 1 for ¢ = 1,2. For economic intuition, imagine

2 Buchanan and Lee (1982) makes this point in the context of policy-making by an elected government.

3 Or, for that matter, by implementing policies that would reduce the capacity for rebellion (Robinson
1997).

4 That is, the results are robust to assuming a continuum of ordered subjects whose private-sector

labor productivities are equal to the marginal productivities of the private-sector production function in

(1).



that there is a fixed input such as land, which lowers the marginal product of the other
inputs as output increases. Technically, this assumption insures that the sectoral allocation
of resources is continuous in model parameters. The autocrat taxes the output of Sector
1 while he directly produces the output of Sector 2 using hired workers. The operational
significance in the distinction is that direct production entitles the autocrat to the entire
surplus from production whereas taxation allows him to take away only a portion of the
surplus due to the deadweight loss. As discussed, imagine that production in Sector 1 is
hardly manageable for the autocrat while production in Sector 2 is readily manageable.®
To be descriptive, I'll call Sector 1 the private sector, and Sector 2 the autocrat’s sector.

The autocrat’s utility is:
Ua:TY1—Z1+Y2—wL2—Z2, (2)

where 7 denotes the tax rate and w the wage rate. The subject is endowed with 1 unit of

labor. His utility is:
Us=Y1(1—-7)+wLy+ B(1 — Ly — La), (3)

where B denotes the value of leisure or the productivity of (untaxable) home production.
Assume that A; > A = B~ /(a?(1=7)4]*). This insures that in equilibrium the marginal
return to labor is at least as high as the reservation level B, so all labor is allocated in the
two sectors.® The subject chooses Ly and Lo to maximize Uy, taking as given 7, w, Z1,

and Zs. The autocrat chooses 7, w, Z1, and Z5 to maximize U,, knowing their effects on

5 A further implicit assumption is that all output is taxable. See an elaboration on relaxing this
assumption in footnote 14.

6 If some labor is idle, the connection between the private and the autocrat’s sectors is lost in the model.
An extension would model the three-way labor flows among the private sector, the autocrat’s sector, and the
idle state, through which the policy on the private sector affects the surplus in the autocrat’s production.
See footnote 12 for an elaboration regarding the informal sector, which can be viewed as the idle state to

some extent.



Ly and L,.” The equilibrium is 7, w, Z1, and Zs that solve the autocrat’s problem, and

L1 and L, that solve the subject’s problem, given 7, w, Z1, and Zs.

2.1 The Policy Bias
The policy bias for the autocrat’s production and against the private production can
be seen in terms of the sectoral allocation of resources in equilibrium. Observe in (3) that

the subject will choose L; so that the marginal return is equal to the opportunity cost:

oYy B

L 17 (4)

It is implicit in (4) that in equilibrium w < B and 7 is large enough so that L; < 1.
Otherwise, the autocrat can gain by reducing w and/or raising 7. If w < B, on the other
hand, the autocrat will not be able to attract any labor to his production, i.e., Lo = 0.
Given the parameter restriction on A; and conditional on Ly = 0, I can show that the
autocrat’s tax and spending policy is set so as to have all labor allocated in the private
sector, i.e., L1 = 1. In other words, the tax and spending policy is operating on the
downward slope of the Laffer curve at all levels of L. The autocrat can improve on this
situation by raising the tax rate, lowering private-sector spending, and offering wage at
the reservation level B, thereby shifting labor from private to his own production, until
the marginal loss of tax revenue net of spending (i.e., 7Y7 — Z1) is exactly compensated by

the marginal gain in production surplus (i.e., Yo — wLy — Z3). Therefore, in equilibrium

w=2DB (5)

and

Ly +Ly=1. (6)

" Note that the autocrat chooses a policy once and for all before the subject chooses the labor supply.
Thus the model abstracts from the issue of time consistency. As mentioned, the model can be interpreted
as that of a long-run policy made by a long-lasting regime.

I could add the rationing of employment in Sector 2 as an option for the autocrat, but the autocrat has

no incentive to ration given the parameter restriction on A;. See Section 2.1 for an intuitive explanation.
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Now from (2), I can derive:

oY, 0Y1 B(l—a)

6L2 - 6L1 B a1 ’ (7)

which leads to the following proposition.

Proposition 1. The marginal labor productivity is higher in the private sector than in the

autocrat’s sector.

For an intuitive understanding, imagine that the marginal productivity is equal across
the two sectors. By raising the tax rate, the autocrat gains additional revenue while the
sectoral labor reallocation has no consequences on the autocrat’s utility: the lost revenue
in the private sector is recaptured as surplus in the autocrat’s sector. Thus, the equilibrium
tax rate is set above the allocatively efficient rate and, at the margin, labor is allocated to
the autocrat’s sector despite its lower productivity. In other words, the autocrat’s policy
promotes his production at the expense of private production. Given (7), I can further

derive:
oYy  0Ys

Thus, given the sectoral labor allocation, the government input is efficiently allocated. In
comparison to the jointly efficient allocation, however, the government input is excessively

provided in the autocrat’s sector while it is inadequately provided in the private sector.

2.2 The Subject’s Welfare
A further implication of the policy bias can be seen in terms of how the equilibrium
changes as the productivity of the autocrat’s production As increases, fixing all other

parameters. From (4) and (7), I have:




where A; = (AiB%_lag_%”yi%)#i—W and p; = (1 —v;)/(1 — a1 — 71) for i = 1,2. From
(6) and (9), observe that the tax rate 7 will increase, shifting labor from the private to the
autocrat’s sector. From (1) and (8), observe that the output and the government spending
will decrease in the private sector while they will increase in the autocrat’s sector. The
autocrat’s utility will increase since it will do so even without any changes in the tax rate
and the government input. The autocrat’s production surplus (i.e., Yo — wLy — Z5) will
increase with the inflow of workers, while the tax revenue net of spending (i.e., 7Y; — Z1)
will decrease since otherwise the tax hike and the spending cut in the private sector would
have raised the autocrat’s utility even without an increase in productivity. It follows that
the gross tax revenue 7Y; will decrease too. Thus the role of the private sector as a tax
base diminishes while the role of the autocrat’s sector as a source of production surplus
increases. In order to see the change in the subject’s utility, rewrite (3) using (4):

US:B(1+¥). (10)

The subject’s utility is increasing in the share of labor allocated to private production.
Private production is advantageous to the subject since he retains some of the surplus after
taxation. Thus the labor shift will reduce the subject’s utility. The following proposition

summarizes the results.

Proposition 2. A higher productivity in the autocrat’s production raises the tax rate and
lowers the government spending in the private sector while raising the government spend-
ing in the autocrat’s sector. The private-sector output and labor input shrink while the
autocrat’s output and his labor input expand. The tax revenue declines while the autocrat’s

production surplus rises. The subject’s utility falls while the autocrat’s utility rises.

Therefore, greater opportunities for the autocrat’s production intensify the promotion of

his production at the expense of the private production. The subject suffers while the



autocrat benefits from it. It is worth noting not only the widening of the welfare disparity

between them, but also the absolute decline of the subject’s welfare.

2.3 The Aggregate Welfare

The implication of the policy bias on aggregate welfare is ambiguous: a higher pro-
ductivity in the autocrat’s production may or may not lead to a greater aggregate utility
(i.e., Uy 4+ Us or, equivalently, Y7 + Y5 — Z1 — Z3). On the one hand, the higher productivity
directly raises the autocrat’s output. On the other hand, the labor shift from the higher
marginal-product to the lower marginal-product sector worsens the allocative efficiency. 1

have:

AU, +U,) Yy dLs (ay1 aYQ)

dAy,  0Ay  dAy \OL, 9L,

11
Cppgg (1oo (L (1L} Jlme T "
272 1—7 p1L1 a1 ’

where 0 = as(1 — a1) /(a1 (1 —az —¥2)). The expression in the big bracket is increasing in

As and, as Ay — 0, converges to 1 — a/([l}/pl — (1= a1)/aq), which is negative depending

on the parameter values. The following proposition follows from these properties.

Proposition 8. If Y = (1 — a1)(1 —v2) /(1 — az — 7)) 37 > 1 and Ay < A1, there is
Ay such that aggregate utility falls as the productivity in the autocrat’s production rises up
to Ag, and rises as the productivity rises beyond As. Otherwise, aggregate utility rises for

the whole range of the productivity.

Similarly, the changes in the aggregate output (i.e., Y7 + Y2) depend on the parameter

values. I have:

dY1+Yz) d(U, +Us) + d(Z1 + Z3)

dA2 dA2 dAQ

L9272 1 L l—ar\ ! (12)
T2 %2 [ H g 1+P2 2\ 1 ’
1—")/2 1—71 1—71 p1L1 a1




where p = as(y1 — 72)/((1 — 71)(1 — ag — v2)). The expression in the big bracket, while
non-positive, is increasing in A, and, as Ay — 0, converges to 1 — (,u[l}/pl + a)/(fﬂ/pl —

(1 —a1)/a1). The following proposition follows from these properties.

Proposition 4. If 1 —as —v <0 orif € = (1 —a1)(1 —71)/(1 —ag —y))=7) > 1
and Ay < A€, there is Ay such that the aggregate output falls as the productivity in
the autocrat’s production rises up to As, and rises as the productivity rises beyond As.

Otherwise, the aggregate output rises for the whole range of the productivity.

Again, the worsening allocative efficiency may outweigh the direct impact of the produc-
tivity improvement, leading to a lower aggregate output. That greater opportunities of
production can lead to lower levels of output and welfare highlights the perverse impact

of the constraints that the autocrat faces in appropriating output.

3. Examples

The model is helpful in understanding the policies of Trujillo’s regime in the Dominican
Republic (1930-1961). Trujillo enriched himself and others around him by directly engaging
in various production, in particular that of sugar, an excellent example of a large scale
plantation crop (see, for example, Wiarda 1968). By forcing peasants off their land he was
able to seize a large portion of land and increase sugar production.® Many of the evicted
peasants had no choice but to work as waged labor for sugar production. Trujillo also
owned most of sugar mills. The government investment was concentrated on improving
the production of sugar and other products that benefited Trujillo; it did little to improve
peasant farming. Consequently, peasant farming remained much less modernized and much

less productive than most of the other Latin American countries. Turits (2003) makes the

8 In the model, forceful land grab is not an instrument for labor movement. If it were, it would be
redundant: taxation can be used to achieve the same outcome. In this sense, taxation can be interpreted

more broadly than as the exaction of the produce.



point that the above sugar-peasant-farming policy occurred in the later years of Trujillo’s
regime, and generally paints a much brighter picture of the regime in the early years than
the previous works. The timing of the policy change is still notable: the rise in sugar price
coincided with both the expansion of sugar production and the general neglect of peasant
farming.

A similar episode of agrarian appropriation can be found in the 17th century Mughal
Empire. Habib (1969) notes two types of appropriation, “a demand from outside imposed
on the producer” and “a gain accruing as a result of the appropriator’s undertaking or
organizing the productive process himself” (Page 36). They correspond closely to taxation
and the autocrat’s own production in the model of this paper. The first type of appropri-
ation steadily intensified causing a crisis in peasant agriculture. The peasant’s flight from
the land was a common phenomenon and there may have been a net decline in cultivation
during the century. At the same time, the land subject to the second type of appropriation
expanded. In particular, the ruling class was engaged in the khud-kasht mode of produc-
tion, a large-scale cultivation of cash crops using hired labor. The labor was supplied by the
class of landless labor whose numbers were added by peasants who, unable to pay the tax,
abandoned cultivation on their own fields. Thus khud-kasht production encroached upon
peasant production through both the conversion of peasant-cultivated lands to khud-kasht
lands and the conversion of peasants to laborers, although its expansion was constrained
by the limits of supervision and of applicability for non-cash crops. In short, the increasing
oppression of peasants helped the ruling class extract the surplus from their khud-kasht

production.®

9 There seem to be multiple possible causes of the changes in appropriation. Habib (1969) and Richards
(1995) note the development of the market as a cause of the expansion of commodity production by the
ruling class. This fits the logic of increasing oppression in the model. While acknowledging the impact
of oppression on commodity production, Habib (1969, 1999) views increasing oppression as a natural

consequence of the administrative system, in particular the frequent rotation of local officials.



Mobutu’s regime in Zaire (1965-1997) provides another example of proprietary eco-
nomic policy (see, for example, Young and Turner 1985).'° The most enduring source of
appropriation for the regime was the mining and processing of copper, diamonds, and other
minerals. Notably, when Mobutu came to power, he turned the giant mining firm UMHK
into the parastatal Gecamines, whose profits were subsequently diverted to the regime.
The regime also appropriated much of the commercial sector in later years, but largely
failed to generate profits due to the difficulty of directly managing the production. Gov-
ernment investment was concentrated in mining and the other regime-controlled sectors;
almost none went into the agricultural sector. In fact, the policy toward the agricultural
sector was oppressive by all accounts. Considering government price-fixing, export duties,
arbitrary fines, etc., the effective tax rate on agricultural produce was as high as 50%. As
a consequence, there was a massive exodus from the agricultural sector. Although I do
not have direct evidence, some of the immigrants would have ended up working in the
regime-controlled sectors.!!

The last and the most speculative example is Ottoman slavery in the 15th and 16th
centuries. The empire depended on the massive enslavement of peasant populations drawn
from the fringes of its territory (see Coles 1968, for example).'> Among other things, the
slaves provided much of the soldiery and worked for the households of the ruling class.

The nature of the slavery was peculiar: a slave career offered opportunities to become

10" This book provides a good overview of the regime, including economic policy. See Schatzberg (1991)
for a political interpretation of the regime. These and other authoritative works were written before the
regime’s demise. For a journalistic account of the regime, especially of the later years, see Harden (1993)
and Wrong (2001).

= Surely, many ended up in the informal sector, which ballooned under Mobutu’s regime. The connec-
tion between the rural oppression and the direct-production-based appropriation is weakened to the extent
that the informal sector was the immigrants’ destination, and that the informal sector is disjointed from
the regime-controlled sectors. One can imagine overlaps between the informal and the regime-controlled
sectors, and also the role of the former as a pool of easily accessible workers for the latter.

12 1t’s not clear how massive the enslavement was. The most institutionalized form of enslavement
seems to have been the child tributes taken from the Balkans. Sugar (1983) puts the number of ‘officially’
taken children at 200,000 over a 200 year period, which by itself is not overwhelming.

10



commanders, governors, and other positions of power and wealth while peasant life in the
outlying regions of the empire was subject to monotony, privations, and misery. Thus the
depravation of these regions helped the sultan recruit and retain manpower.!®* The sultan
may have used these regions as a source of manpower rather than as a tax base for the
following reason: As one moves away from the center, taxation becomes more difficult

t!'* while it becomes easier to

due to decreasing security and increasing transportation cos
sever a slave’s ties to his home village. Consistent with this reasoning, the sultan used
taxation as the main form of appropriation in the central regions and further, peasants in

the central regions were comparatively lightly burdened.

4. Conclusion

The model is built on the premise that direct production is a superior method of ap-
propriation than taxation. The main results follow intuitively. The policy of a proprietary
regime, under opportunities for direct production, distorts the resource allocation in favor
of direct production and at a loss of private production. The welfare of the population
suffers while the regime benefits from direct production. The model, to some extent, seems
to fit the proprietary regimes discussed. Surely, the model does not explain the policies of
the regimes comprehensively. For instance, the policy of Trujillo’s regime may have pre-
cipitated its downfall, which suggests the need to explain the policy in conjunction with

the tenure of the regime. Also, the labor market channel emphasized in this paper is only

13 This is not to entirely deny the coercive aspect of slavery. In the model, coercion can be incorporated
as a means of employing workers while paying a wage below the reservation level. Mechanically, this is
equivalent to lowering the value of parameter B, with no qualitative impact on the autocrat’s policy or
policy rationale.

14 The model needs to be adapted to a dynamic setting to capture this line of reasoning, but some
intuition can be gained by a comparative-statics analysis. Assume that in the model X\ fraction of tax
revenue is lost during collection. I can show that, holding the other parameters, a rise in the value of A
leads to a rise in the tax rate and/or a fall in the private-sector spending, and thereby to a fall in the
subject’s after-tax surplus in the private sector and a labor flow from the private to the autocrat’s sector.

In other words, the policy toward the private sector becomes more oppressive.
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one of several through which a proprietary policy could affect the resource allocation and
welfare. Another channel may be the product market: a proprietary regime could increase
the surplus from its own production by reducing competition from private producers. I

leave these issues to future research.
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