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Executive Summary

If monopoly brings higher prices and lower quality, and competition brings lower
prices and higher quality, what, really, should we expect from our current system of what
is essentially a multiplicity of monopolies in government? Economists have been looking
at the problem of good government as essentially a problem of internal organization. But
what if we can recast it as a problem of external organization, which market economists
know how to handle very well? In other words, why cannot we subject government itself

to market pressures?

" Thanks to Professors Bart Trescott and Kevin Sylwester of Southern Illinois University
Carbondale, who gave me much valuable advice and feedback. My only regret is that I did not have the
time or skill to take full advantage of their suggestions. Also, a note on references: If “see” or “compare”
appears before a citation, I encourage the reader to investigate that source for enhanced understanding of

the subject matter. I have included URLs in the bibliography for as many references as possible.



Put it another way. Current governments are, almost universally, ridiculously
inefficient. This opens the door for a leaner competitor to come in and gain market share.
However, there is no incentive to do so if there is no profit motive. So what is needed is a
model of government which will allow its managers to profit from gaining market share.
Governments are, ultimately, protectors of land. What would market share mean in such
an environment? If the fundamental function of government is protection of land, then it
would seem clear that a government’s main salable product is the service of protection of
land. Payment—property taxes—would be provided for the service of protecting land
from aggressors, whether internal or external. In a competitive environment, prices for
protection (property taxes) would be pushed down to their minimum level—that is,
whatever the cost is to defend that land and to provide any other essential governmental
services. Until near-perfect competition is reached, however, owners of governments
should reap large profits, encouraging entry.

The fundamental question is, would it work? There are many possible objections.
First, since moving from one place to another is required for one government-business to
profit at the expense of another, it is to be presumed that change and improvement, even
with several competitors, will be quite slow, requiring a period of decades for things to
shake out. Also, there is the ultimate, crucial difference between governments and any
other kind of business: Governments are allowed to use force. Will the forces of
competition alone provide sufficient disincentives for government-businesses to restrain
from plundering their populace and conquering new territory to plunder? Or will the
absence of any ethical rules for governmental behavior result in worse tyrannies than

have yet been seen?



Introduction: Can capitalism survive?

Joseph Schumpeter, in his classic Capitalism, Socialism and Democracy,
lamented that capitalism carried with it the seeds of its own destruction, not because of
economic failure, but because “its very success undermines the social institutions which
protect it, and ‘inevitably’ creates conditions in which it will not be able to live and
strongly point to socialism as the heir apparent” (1962: 61).

If one presumes that economic liberty—that is, private property and a free
market—is both necessary for and central to human freedom, then even the most market-
friendly government system in existence today, namely American-style constitutional
republicanism, has been sadly lacking in its ability to defend against encroachments on
freedom. As Thomas Jefferson said, “The natural progress of things is for liberty to yield
and government to gain ground” (2004a: 413). In other words, Schumpeter was right: If
the goal of good government is to protect human freedom, then our current systems of
government are woefully inadequate.

Is there anything to be done about this dilemma? Is there any system of
government, or way of improving our existing systems, that will prevent this continual
degradation of our rights and freedoms, and perhaps even encourage a continuing
increase in liberty?

I believe that there is. In fact, I believe that the answer is capitalism itself, in the
form of privately-owned, competing governments run as for-profit businesses; that is,
capitalism as a system of government. In the following sections, I will propose and

attempt to justify such a system.



Critical assumptions

For the purpose of this argument, I presume that capitalism works; that not only
does laissez-faire, free-market capitalism tend to provide the best possible economic
outcomes for the participants, but that the forces of competition, if left to operate freely,
will generally drive quality up, and prices down. This is not meant to imply that things
such as market failures or externality problems do not exist; indeed, ways will have to be
found to cope with such difficulties if the system I propose is to be viable.

Personally, I believe that maximum social utility comes from minimum
government intervention (or as Thoreau said, “That government is best which governs
least” (1993: 1)).? In other words, I believe that the classical liberal or ‘nightwatchman’
vision of the role of the state is the best one, in both economic and social terms.

However, it is not necessary to agree with these points to understand or agree with
the conclusions of this paper. The underlying question this paper attempts to answer is,
“What political system is most compatible with a capitalist economy?” This is a question

that can be answered without regard to political ideology.

* This is somewhat question-begging, for what constitutes minimum government intervention?
Why, the minimum intervention necessary to ensure maximum social utility. Therefore, this really
represents a sentiment—that less government is generally better, until we reach those governmental

functions that are truly indispensable.



Philosophical Framework
Government

The first question that must be asked when we challenge our existing political
systems is: Why do we need government at all? Why have people banded together in one
way or another to form governments in nearly every time and place in recorded history?
The answer is simple: Without some sort of government, mankind reverts to a Hobbesian
primitivism where no one has any rights, or as Hobbes put it, where everyone has a right
to everything (1991: 39; also see Olson 1993: 567). Without any form of government
whatsoever, it is each man for himself, and to paraphrase Hobbes again, even the
strongest man has to sleep sometimes. That is, if men do not band together to protect their
property, no one’s, not even the strongest man’s, property is secure.” In a primitive, non-
agricultural environment, this may not actually be a serious problem, because there are no
non-movable assets to expropriate. Individuals or small families may have the ability to
defend their personal property (indeed, some primitive tribespeople own no more than
they can carry on their persons (Sahlins 1972: 10-11)). However, in an agricultural
setting, there are important non-movable assets, notably land. The indispensability and

value of these immovable assets are what make the Hobbesian nightmare real.*

? Note that property includes persons here, in the Lockean sense (“every man has a property in his
own person” (Locke 2003: 111)).

* This is far from an abstract, hypothetical possibility; in some ways, Hobbes’ predictions are
playing out in front of our eyes, in places such as Somalia (Winter 2004), Darfur (“Hobbes in Sudan”

2006) and Iraq (Dodge 2007). Note, however, that as bad as things in Somalia are, there are strong



Very few people will kill for the sheer joy of killing, especially with the inherent
risk that the proposed victim will become the killer. But once a person accumulates
property to himself—that is, objects (to include land or other resources) of value to him
and presumably to others—that property, and he himself if he chooses to try to defend it,
becomes a target for people who see it as easier to take what he has than to accumulate
equivalent property for themselves. In a Hobbesian jungle, there is no wrong in this; there
are no established property rights, “every man has a right to every thing” (which is the
same thing as saying no one has any rights), and so the taker has no less right to possess
the thing than the previous possessor.

I am not stipulating that such a state ever existed; it is not necessary to do so. All
we have to do is imagine a situation where there is no human cooperation in using force
against other human beings, and see what would happen from there. The problems such a
people would face would be the same problems that the human race has faced throughout
its existence, in microcosm.

As hinted above, a society with (initially) no cooperation in violence does not
really have a problem until some sort of valuable property is accumulated (actually,
anything considered to be “property” is by definition valuable, at least to its owner). Once
that happens, it is easier, especially if no resistance is given, to steal that property from
the person who possesses it than to find or make it yourself. This is also part of the

definition of property. Air is (usually) not property, because there’s plenty to go around.

indications that things are better than they were when it had a government (Powell et al. 2006; Leeson

2006); and the situation in Darfur, of course, is caused or at least countenanced by Sudan’s government.



Only scarce items can be considered property, and even then only if owning it (having it
to hand, or, primarily, restricting others’ use of it) provides some benefit. A particularly
handsome tree does not need to be property if there’s no danger of someone harming it,
and not enough people visiting it to degrade the visitor’s experience. The fundamental
feature of property is that its use is denied to others without the owner’s permission. Once
property accumulation—that is, accumulation of valuable items that would be less
valuable to you if others had free access to them—occurs, theft becomes an obvious
option. After all, if an item is considered property, it is precisely because others would
also like to have the use of it, denying or degrading its use to the owner.

Once robbery enters the equation, the game changes. A single person alone would
have great difficulty defending more than a meager allotment of property; he could
adequately protect no more than he could carry on his person. If he left it alone, it would
likely be stolen. And even if he could carry it all, if it was valuable enough, two or more
people could easily group together to deprive him of it regardless of how fiercely he
fought. Luckily, most men have households, a kind of built-in mechanism of group
defense. With a household, a man can have some hope of defending his personal property
against attackers. His real property, however, is another matter. All wealth ultimately
comes from the land, so who controls the land holds the power. Land is thus inherently
more valuable than any other property. It is also much harder to defend. Land is not
portable. It can be “locked away” only at great difficulty and expense, and the only
benefit that that gains one is that it now hopefully takes fewer men to defend. Enough
land to hold more than a meager house and a garden plot takes up a considerable amount

of space. One might own a sizable horde of gold or other valuable commodity and have a



hope of defending it with a protected position and a good rifle. Not so with more than a
few acres of land; when your back is turned protecting one edge of it, invaders can come
in the other end and occupy it, forcing you to turn invader to force them off. You cannot
lock it in a box, hide it away or bury it underground. And it is immensely valuable.

It is crucial to understand the central importance of real property (here we’re
speaking of real property in general, not necessarily any specific piece of it). Air is free to
all; water (in most places, at least) falls from the sky. Ascetics can live without material
possessions; Diogenes even threw away his bowl. But everyone needs somewhere to live,
even if it is only a place to lay your head. Everyone also needs food, and while it is
possible to obtain food from others through trade or charity, all food ultimately originates
from the land.

But the situation is far worse than this. For in a hunter-gatherer or herder society,
no more than the above is required. Yes, you need land to live, but you don’t need any
particular piece of it. The place you lay your head tonight need not be the same place as
last night. The grass your animals graze, the prey you hunt, need not be found in the same
area as last month, or last week. And this is evidenced by the lack of any strong
conception of real property among hunter-gatherer or herder societies. But agricultural
societies are different—vastly different. A farmer is inextricably bound to his fields. He
cannot move on a whim. Farmland must be laboriously cleared and prepared. Foodstuffs
must also be stored for meals between harvests. In other words, an extensive and quite
valuable capital structure must be built up on and in property that is immovable, un-
hidable, and un-abandonable. The farmer (and by extension, the entire community that

lives on what the farmer grows) is on the horns of a perilous dilemma: He is in



possession of something immensely valuable that is at the same time fairly easy to take
from him. All that’s required is for a slightly stronger force to come and kill or enslave
the farmer and his household, and take what he’s put so much effort into and cannot
afford to abandon. By the same token, the farmer’s capital is doubly attractive to bandits:
The farmer’s land and food storage are valuable enough to be worth risking life and limb
for, and it is unlikely that the farmer is as good a defender as the bandits are attackers: in
the first place, if the farmer spends all his time defending the borders of his land, he has
no time for farming. In the second, a farmer tilling his fields is not training in
warfighting; he is likely to be an inferior fighter. All in all, an excellent prospect for the
bandit, with the worst downside being the ease that another bandit could take the land
from him in turn; but this is assuaged by the farmers’ stored foodstuffs that it is easy
enough to steal and run off with.

Obviously, this is a situation that is thoroughly intolerable for the farmer. In order
to go to the trouble of farming (and providing the population-increasing benefits that
follow from it), he needs some assurance that the crop he sows will be his to harvest. He
has several possible options. He can attempt to keep his holdings small enough to easily
defend. However, this is a recipe for defeat, for (presuming those around him do the
same) a relatively small force of bandits could defeat the isolated farmsteads one-by-one.
He can keep a large household in hopes that his many sons and retainers will be sufficient
to repel attack. This is an approach with some promise, although a careful balance would
have to be maintained between having enough land to support your large household and
having a large enough household to both cultivate and defend your many holdings. This

is likely not a losing game (as in, you always need more land to support your current



defenders, but now you need more defenders to defend your new land, and even more
land to support your new defenders, ad infinitum), or it would seem impossible to defend
farmland at all, which history shows to be far from the truth. In fact, it shows enough
promise that I would expect the historical record to show this arrangement existing at
some point. However, it still has some problems. First, presumably your sons will want
land of their own at some point, splintering both your defenders and possibly your
holdings, which would tend to defeat the purpose. And even if a way (through
primogeniture, for instance) were found around this difficulty, you are still faced with the
problem of the smallholder, on a larger scale. That is, presuming other farmers around
you are doing the same thing, a large enough force (not much larger than the average
household size) could wipe out each household one-by-one and take all the land for
themselves with a far lesser force than the combined strength of all the regional
households.

Of course, this idea leads naturally to the next possible solution: combining the
forces of neighboring households. When any holding is under attack, the allied
householders leap to their defense. With sufficient warning systems and a decent
modicum of preparation, training, and tactics, this should be a more-or-less optimal
system. No system that deliberately pits the abilities of one group of humans against
another can ever be foolproof, but this ought to be a fairly stable and successful system.
The actual householders could even be replaced by paid, full-time soldiers as agricultural
productivity and societal efficiency increased, as often happens in agricultural societies

over time.
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However, there are still problems with this approach. The most significant of
these is the free-rider problem. The free-rider problem has significance in many areas of
economics, but it has particular force here, and it takes a couple of forms. First is the
enclosed-freeloader problem. This occurs when a landowner is surrounded by landowners
who are all allied together. Warfare is inherently geographical. This point cannot be
stressed enough, and in fact I believe it has been understressed by anarchist philosophers
such as Murray Rothbard and Walter Block. Until a matter-teleporter is invented, warfare
is and must continue to be fundamentally geographical in nature. Yes, you can (today)
use missiles and aircraft to destroy capital in your enemies’ backfield. But it absolutely
requires troops on the ground to take and hold territory. In fact, to hold territory generally
requires lines of communication with your supply bases. I am unaware of any airborne
operation which has successfully held enemy territory while isolated from their lines of
supply (note “held,” not “taken.” Airborne can take territory; they just can’t hold it for
long). The upshot of this is that contiguousness, or the lack thereof, has a massive impact
on the defensibility of an area. Borders are crucial, something the anarcho-capitalists
seem to forget. On the one hand, land becomes easier to defend as its contiguous area
gets larger, presuming a constant population density (and a constant ratio of defenders to
population), because perimeter increases as the square root of area. So if you only have to
defend your borders, the larger the area (and, therefore, the larger number of defenders)
you have, the more defenders-per-mile of border you will get, meaning, ceteris paribus,’

an increase in the defensibility of your land. On the other hand, if the geographical region

> A Latin term often used in economics, meaning “all things being equal.”
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to defend is splintered, not only does the border-to-area (and, therefore, presumably, -
defender) ratio increase, it requires moving troops across potentially hostile territory to
reinforce beleaguered areas, and it increases the ease with which your enemy can encircle
you, a deadly arrangement. In short, having contiguous territory to defend vastly
increases the ease and efficiency of defending it. This can easily turn into a make-or-
break scenario, and so the importance of geography to defense cannot be overstated.
This sets the stage for the free-rider problem mentioned earlier. As stated, the first
type is the enclosed-freeloader problem, where a landowner is surrounded by landowners
who are all allied together. This person has no inherent reason to contribute (whether
through manpower or money) to the common defense. Since the allied landholders are
protecting the borders, it is extremely difficult for a potential enemy to attack the
freeloader without first attacking the allies. Nor is it really feasible for the allies to allow
bandit warriors to pass through their lands in order to attack the freeloader, for now they
have allowed the bandits on their land, past their border defenses, and the bandits may
well decide to double-cross the allies and attack from their new, enhanced position inside
the allied lands. What’s more, even if the bandits adhere to their agreement and only
attack the freeloader, the allies now have potential bandits on two fronts (we’re
presuming the original freeloaders were not hostile), internal and external, substantially
weakening their position. So there’s no clear way to refuse to protect an internal
freeloader. However, the problem isn’t as simple as having to bear the annoyance of
defending someone who is not assisting in that defense. As an allied region (let’s call it a
“nation,” as distinct from a “state”) grows larger, more and more of its territory becomes

internal compared to the proportion of border-lands (because of the inverse-square law
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mentioned earlier). This means that more and more people can get away with not
participating in their own defense, and allowing the border-lands to defend them for free.
Eventually, even if the border-landowners are willing to protect the internal landowners
gratis, there will be too little defense of the borders in relation to the value of what is
being defended, and it will be worth the while of potential invaders to gather a force
sufficient to break through the defenses. Even if some interior landowners are willing to
contribute to the common defense, there will still be an incentive for others to enjoy the
free ride. This is not even considering the very real factor of the anger of the
borderlanders, who will quite justly feel that they are being taken unfair advantage of,
especially as the very existence of the interior lands makes the nation as a whole a more
attractive target, and therefore, drives up the borderlanders’ costs of defense substantially
above what they would be if they were only defending their own lands. But the
borderlanders cannot afford to break the alliance, because then they will find themselves
subject to the same problems that caused them to form the alliance to begin with.

It would seem, then, that the only solution to this problem would be to ensure that
there were no nonpaying interior lands. This can be accomplished in two ways. First is to
ensure, when the allegiance is made, that every allied landholder holds a significant
amount (in relation to his total holdings) of border territory. But this turns out to be
problematic, because it assumes that the holdings are unchanging. This may not be the
case. A landholder might, for instance, divide his land among his sons at his death, and
now we have the same old problem of internal landholders again. So this does not seem
to be a viable option, unless measures are taken to enforce compliance to the terms of the

allegiance, indefinitely and binding to all buyers and inheritors. But this is little different,



in substance, from the second option: Forcing internal territories to contribute their fair
share to the general defense. The mechanisms to do so are already in place: The allies
already have mutual defense terms figured out, and they already have something
resembling a military which can be used just as easily to subdue nonpaying internal lands
as to defend from external invaders. Either way, we now have an institution that satisfies
my definition of a government: An organization with a monopoly of military force over a
given geographic area for the purpose of protecting real property (“military” force is of
the sort that can take and defend land).® The “given geographic area” and “protecting real
property” bits should now be clear. But what about monopoly of force? Well, surely there
cannot be competing militaries within this forced alliance. If there were a substantial
internal military not in the (at least nominal) service of the governmental organization, it
would represent a serious threat to the forced alliance. In particular, if such forces were
used internally (which is really what “force” here means), that could only be a direct
challenge to the sovereignty of the government, and an attempt to secede or take over. If
internal territories are allowed to secede from the alliance, all of the problems mentioned
above come into play. Thus “monopoly of force” over the defended geographic area.

I have presented the arguments above in a sort of roughly chronological fashion,
but they are not intended to be historical in nature. What I mean is, I do not imply that

something similar to this process actually happened in the evolution of governments

%1 don’t claim this definition to be original with me; Murray Rothbard has a very similar
definition, though mine is independent of his (1998: 172). Also note that “real property” does not
necessarily denote private property; the state may only be concerned with protecting its dominion over the

land from foreign invaders and internal revolt (see Olson 1993).
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(although it may have in some times). The point is that the /ogic is sound. To the extent
that people saw this logic, it would make unnecessary the actual unfolding of individual
events as described, and cause societies to move more-or-less straight toward
governments. I imagine the actual truth is somewhere in between (and finding out would
be a massive paper in its own right!).

The conclusion is clear: Governments, as institutions based on internal force and
external defense, are a seemingly inevitable consequence of post-agricultural society,
particularly large, wealthy, civilized society. As Ludwig von Mises said, government is

not a necessary evil; it is simply necessary, and therefore good.’

Capitalism
Free-market capitalism® has proven to be an unbridled success, both practically

and theoretically. Again and again, countries that have coupled strong private property

7 The actual quote appears in the section entitled “Proposal,” below.

¥ The term “free-market capitalism” may be confusing to some. Aren’t capitalism and free markets
synonymous? In everyday usage, yes, but not when speaking in formal economic terms. Capitalism,
formally speaking, only denotes private property rights—specifically, private ownership of the means of
production. This is in contrast to socialism, which denotes state ownership of the means of production.
Market economy, on the other hand, refers to private control of economic output through individual choice
and free exchange, as opposed to command economy, which is state control over economic output (i.e. the
state determines what is produced and in what quantities). Combining these factors gives us four
possibilities: Command socialism, commonly known as socialism or communism; market socialism, which

has rarely been attempted (many economists believe that this is an impossible system (Hall and Lieberman
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rights (i.e. capitalism) with limited government interference in the economy (i.e. laissez-
faire or free markets) have shown astonishing wealth creation and improvement in the
material standard of living of the populace, from Britain in the 18" century to Iceland
today (Gissurarson 2004). This occurs because free-market capitalism (henceforth
shortened to “capitalism” for convenience’), by encouraging competition and innovation
among businesses, promotes the creation of new, useful goods and services, encourages
improvement in quality of existing goods and services, and leads to lower prices for
consumers. ' In the words of Schumpeter, “the capitalist process, not by coincidence, but
by virtue of its mechanism, progressively raises the standards of life of the masses”

(Schumpeter 1962: 68).

2003: 39)); command capitalism, known as mercantilism or fascism; and market capitalism, known as
capitalism or free enterprise.

? “Capitalism” is actually something of a misnomer. It sounds like it means “the system that serves
the interests of capitalists,” and many people believe that what we normally call capitalism does precisely
that. But in fact, the system that protects the financial interests of the capitalist class is mercantilism.
Laissez-faire, free-market capitalism actually serves the interests of consumers, and according to one
philosopher, should really be called “consumerism” (Stikkers 2005).

' The general price increases that have been seen in the United States for most of the last century
have been the result of governmental inflation of the money supply. In real terms, adjusted for inflation,
most goods are less expensive and/or of higher quality than in the past, sometimes remarkably so. For
example, “[o]ver the past quarter century, consumers benefited from declines in the work-time cost of at
least 80 percent for kitchen stoves, 60 percent for dishwashers, 64 percent for clothes dryers, 56 percent for

vacuum cleaners, 40 percent for refrigerators, and 39 percent for lawn mowers” (Cox and Alm 1999: 42).
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Another significant aspect of capitalism is its catering to consumer choice.
Consumers are the true “bosses” in a capitalist system; it is their desires, their choices,
that determine what gets produced and what does not. As von Mises said,

The real bosses, in the capitalist system of market economy, are the consumers.

They, by their buying and by their abstention from buying, decide who should

own the capital and run the plants. They determine what should be produced and

in what quantity and quality. Their attitudes result either in profit or in loss for

the enterpriser. They make poor men rich and rich men poor. They are no easy

bosses. They are full of whims and fancies, changeable and unpredictable. They

do not care a whit for past merit. As soon as something is offered to them that

they like better or that is cheaper, they desert their old purveyors. (1996: 22)

Even more notably, the self-correcting and -improving aspects of capitalism stand
out as remarkable among all kinds of organizational systems. Given the proper
framework in which to operate, a capitalist economy will, as explained by Adam Smith
and refined by those who came after him, become more robust, more efficient and more

effective over time.
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Political philosophy vs. political economy"'

Irrespective of the massive amount of thought and work by philosophers, political
scientists and economists that has gone into the attempt to create an ideal—or, at least, in
the words of the U. S. Constitution, a “more perfect”—system of government, actual
progress in this arena has been surprisingly sparse. Monarchy has been rejected by most
as too autocratic; socialism and fascism have been shown by history to be unworkable,
often disastrously so; democracy was reviled by the American Founding Fathers as
inevitably leading to the tyranny of the majority, with the numerous poor confiscating the
productive wealth of the rich;'> and although various sorts of anarchy have been
proposed, none have shown themselves to be practically workable, nor do they seem
likely to.

In fact, the only political system that seems to have shown itself practically
feasible while respecting at least to some degree the rights of the populace would seem to
be the various types of republicanism. However, even these have their flaws, primarily
the “slippery slope” mentioned by Hayek (2001): republics, even strong ones like

England and her former colonies, seem to degrade over time, straying farther and farther

' “political economy” was the 18™ and 19‘h-century term for what we now call “Economics.” It is
sometimes used to denote the more theoretical aspects of economic science as opposed to empirical
measurement and quantitative analysis. It does not denote, as it may seem, the specific economics of
politics or political systems. That area of Economics is called “public choice economics.”

12 «[Plure...Democracies have ever been spectacles of turbulence and contention; have ever been

found incompatible with personal security, or the rights of property; and have in general been as short in

their lives as they have been violent in their deaths” (Madison 2004: 65).
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from the principles on which they were founded and treading more and more on the
rights, liberties and prosperity of their citizens.

On the other hand, it would seem that political economy has done quite a bit
better in developing workable, sustainable theoretical systems than political philosophy
has. The “system of perfect liberty” that Adam Smith proposed (1904) has been worked
out in such detail, and has been proven to be workable so thoroughly in practice, that its
broad outlines can—with the exception of a few important issues in macroeconomics'—
be treated as more-or-less settled theory; a theory of optimal economic outcomes.

Thus it seems to me that the sort of system that a constitutional republic must be
has an important point of inferiority to a system such as capitalism: it requires constant
vigilance in order to maintain it, whereas a capitalist system gets better if left alone.'* I
have taken to calling the former sort of system “peak enterprises,” and the latter “trough

enterprises.” These are perhaps not quite as they sound. We often associate “peak” with

" In simplistic terms, these can be largely boiled down to the Keynes/Hayek debate over whether
depressions and business cycles occur because of inherent flaws in market systems that governments must
correct by manipulating the money supply (Keynes), or because of governmental meddling in the economy
via manipulation of the money supply (Hayek).

' This is something of an oversimplification, in both directions. Republicanism has self-correcting
mechanisms of its own, such as campaign contributions by businesses and the wealthy to offset the one-
man, one-vote power of the poor. Also, capitalism of course requires constant vigilance as well, but that
vigilance is diffused across the entire economic system, and takes place in accordance with individual
interests (for example, consumers constantly monitoring price and quality of prospective purchases).
However, none of this challenges my central assertion: that capitalism tends to improve, and republicanism

tends to degrade, over time.
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“good,” and “trough” with “bad.” In this case it is quite the opposite. Imagine whatever
system is in question as a massive metaphorical ball. If this ball rests in a trough or
valley, it will tend to stay there, if left alone. Even when it is disturbed, it will have the
tendency to roll back downhill to its former position. Only a force (or combined set of
forces) massive and catastrophic enough to actually lift it out of its valley entirely will
permanently disrupt the position of the ball. These are the characteristics of a “trough
enterprise.” Now imagine the same ball at the apex of a pointy-topped hill. It will also
stay in place—but only if it is perfectly positioned, perfectly balanced...and completely
undisturbed. Even if the balance and positioning are perfect, the slightest breeze puts the
ball in jeopardy of falling off its perch, requiring great effort to lift it back up again. Only
by positioning supports all around it—imagine many people standing below the ball,
surrounding it, holding it up—can we have any assurance that it will stay in place. If
some of the people holding it up get overzealous and push too hard, it will tend to fall the
other way, jeopardizing its position. The people on that other side will have to push back
just as hard to keep it in place. What’s more, if they push a little too hard in return, the
opposite situation occurs, and you get a horrible see-sawing motion. It seems to me that
such a system is inherently unstable; eventually one side will overpower another, or a
momentary gap will appear on one side just as a bit of unusual force is applied to the
other—and all is lost; you have to start all over again, trying to push the thing back up to
the top of the hill. These are the characteristics of a “peak enterprise.” This is the way, it
seems to me, a properly functioning, checks-and-balances republic operates. Even when
it operates perfectly, it is precarious. And it seems to me that in the case of the United

States, the “ball” has already slid a substantial distance down the side of the hill, and it



would take very little for the last of the supports to crack and the ball to tumble and crash
to the depths. Note that I am not talking about the existence of the United States, either as
a nation or as a government; the metaphor refers to the U.S. as a free, constitutional
republic.

Contrariwise, it has long seemed to me that capitalism, the free market system, is
a trough enterprise. Remember, “up” is not necessarily meant to be good, nor “down”
bad; we’re just trying to figure out if a thing stays where you put it; that is, if it is in a
stable or unstable state. One of the most remarkable features of a free-market system
(which I will not attempt to explain here; see Road to Serfdom (Hayek 2001) for a
treatment of what I’m talking about) is its self-correcting nature. Problems certainly do
develop—but they tend to get fixed. The very imbalance caused by the problem is the
impetus to provide the countervailing force that makes it better.”” In fact, the “ball” of

capitalism could even be said to be digging; it tends to get more stable, more well-

' A real-world illustration of this can be found in the world situation of oil vs. that of water. Oil is
predominantly bought and sold in an open marketplace. Thus, its price reflects its actual quantity, both
drilled and still underground. If more oil is discovered, the resulting speculation will drive the price of oil
downward. If demand for oil is projected to increase, buyers will bid the price up. Because of this ongoing,
self-correcting process, oil shortages are essentially unheard of (the temporary shortages of the 1970°s were
caused by a combination of oil producing countries restricting output and price controls imposed by the
U.S. government, not actual supply shortages). Water, on the other hand, is primarily provided by
governments directly to their citizens, with few or no market transactions involved. As a result, water
shortages are a real and growing problem in many places in the world. Compare the capitalist approach
described in “We Will Never Run Out of Oil” (Moffatt 2007) with the shortage problems of water

described in Tapped Out (Simon 1998).
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adjusted, with better coping and correcting mechanisms, as time goes on. So the “ball”
gets lower and lower and more firmly entrenched in the trough over time. As each
previously-unthought-of catastrophe comes along, the market develops correction

mechanisms to make it less likely or less severe next time.

Historical review
U.S. Constitution

But perhaps I exaggerate. Is republicanism truly unstable? Is it in fact necessary to
go shopping around to find superior systems, of a sort that does not tend to degrade over
time? Let’s attempt to answer that by a review of what many would consider the best
system currently existing: the American constitutional republic.

The writers of the United States Constitution envisioned a nation that organized
itself largely around Smithian laissez-faire economic activity, which intervened into both
economic and personal life as little as possible, while still providing for necessary
functions. Let’s examine how they attempted this, and how well their efforts have stood
the test of time.

The authors of the Constitution employed several methods to attempt to ensure
that government in America remained both strictly limited and friendly to personal and
economic liberty. The first of these is simply the existence of the Constitution itself. A
nation does not need a written constitution to exist or to function; Britain does not have
one even today. But a written constitution inherently limits the functions of government.

By listing what the government can do, it excludes by implication everything not listed.
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The second limiting factor on government power existed as an established fact
well before the Constitution was written: the division of America into several sovereign
States. Notwithstanding the tight league into which the Constitution drew them, the
existence of a diversity of powerful governments served several purposes: An inherent
check on the power of the central government; a check on their own powers, though
competitive forces; and a distributed testing ground for ideas. A potentially risky new
idea need not jeopardize the entire nation; it can be tried out by one or more of the several
States. If it is successful, it can be adopted by other States, or if appropriate, by the
central government. If it is not, it will be easier to see that it is harmful—by comparing its
results with States that did not adopt the measure—and also harms only a relatively small
proportion of the entire populace.

Third, the Founders included several sorts of checks within the structure of the
Federal government itself: the division of the central government into Judicial,
Legislative, and Executive branches, with distinct and non-overlapping powers for each;
the division of the Legislative branch into two Houses, one representing the States, the
other representing the people directly; the diversity within each House based on State or
region; and the mandate of trial by jury, which provides the people with direct veto power
over bad laws.'® Each of these different checks were intended to act as a veto power on

the others; only laws that were at least somewhat satisfactory to every one (or in the case

' For details on this forgotten right of the people, see <http:/fija.org> and

<http://www.isil.org/resources/lit/history-jury-null.htmI>. Also note that the Constitution does not, as is

commonly claimed, specify a “right” to trial by jury; rights can be waived. Instead, it specifically says all

(Federal) crimes shall be tried by juries (US Const., art. 3, sec. 2).



of the divisions within the Houses, a majority) of these different groups could actually be
enacted and enforced. Also, there were several specific prohibitions on government
action in the Constitution, giving exceptions to even the limited powers enumerated.

Fourth, the Founders believed that there were several uncodified attitudes and
traditions among Americans that would serve as safeguards against government tyranny.
Among these were the restriction of voting rights to landholders; loyalty to individual
States rather than the central government; State militias; elected county sheriffs; martial
spirit and widespread firearm ownership; and a fierce popular belief in independence and
self-government.

Given this near myriad of different counterbalancing forces within the structure of
the Federal government, it would appear that it ought to be quite difficult for the
government to slip out of its designated track and seriously encroach on the rights and
freedoms of the American people. However, such an appearance would be greatly
misleading. Hans Hermann Hoppe, summarizing Austrian-school economist Murray
Rothbard’s views in the introduction to Rothbard’s Ethics of Liberty, states that (as with
all monopolies, particularly enforced monopolies) with a governmental monopoly of
protection, taxation and justice,

the price of justice and protection will continually rise and the quality of justice

and protection will continually fall. A tax-funded protection agency...will, if

permitted, lead to increasingly more taxes and ever less protection. Likewise, the

existence of a judicial monopoly will lead to a steady deterioration of justice. For

if no one can appeal for justice except to the state and its courts and judges,

justice will be constantly perverted in favor of the state until the idea of
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immutable laws of human conduct ultimately disappears and is replaced with the
idea of law as positive state-made legislation.

Based on this analysis, Rothbard considered the classical-liberal solution
to the fundamental human problem of protection—of a minimal or night-
watchman state, or an otherwise “constitutionally limited” government—as a
hopelessly confused and naive idea. Every minimal state has the inherent
tendency to become a maximal state, for once an agency is permitted to collect
any taxes, however small and for whatever purpose, it will naturally tend to
employ its current tax revenue for the collection of ever more future taxes for the
same and/or other purposes. Similarly, once an agency possesses any judiciary
monopoly, it will naturally tend to employ this privileged position for the further
expansion of its range of jurisdiction. Constitutions, after all, are state-
constitutions, and whatever limitations they may contain—what is or is not

constitutional—is determined by state courts and judges. (1998: xxi)

In other words, regardless of how many checks and counterbalances are imposed
on government, it is in the interest of the members of government to expand its powers. If
government is placed in charge of the enforcement of its own rules limiting its own
powers, it is inevitable that, again regardless of internal checks, those rules will
eventually be abrogated, unless prevented by external forces.

To put it still another way, using economics terminology, governmental structure
is to be considered as internal organization. Regardless of what that structure is, it
appears to consumers (citizens) as a monolithic entity. Only external forces have any

chance of reliably affecting its behavior.
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Unfortunately, those external forces have proven to be far weaker than the
architects of the American system of government foresaw. For governments not only
have immense physical, legal and financial power which they may use to sway public
opinion, but governments the world over, and particularly in Puritan-influenced America,
have traditionally been seen as guardians of morality. Cumulatively, this gives any
government action a prima facie veneer of justification, which must be overcome before
the action is questioned by the populace. This is a far cry from the Founders’ vision of a
continuously vigilant, mistrustful, jealous-of-rights population. And this does not even
take into account the effect of mandatory government education of the young, the
socializing effect of which is nearly incalculable.

Thomas Jefferson advocated abolishing and creating anew the existing systems of
government every twenty years, saying that each generation must choose for itself what
forms of government it wishes (2004b; 2004c: 616-17). Perhaps if his advice had been
followed, the American government would never have exceeded its intended bounds. But
regardless of his wishes, Jefferson knew well that people “are more disposed to suffer,
while evils are sufferable, than to right themselves by abolishing the forms to which they
are accustomed.” Thus the American Experiment has slowly deteriorated over time, until
little more than the shell of the original Republic remains (see Paul 2003 for an extended
treatment of this notion).

The first blow to the vision of the Republic held by the writers of the Constitution
occurred almost immediately after its full implementation: The rise of political parties.
Parties had not been foreseen by the Founders, and their emergence threw a serious

monkey wrench into the checks-and-balances model constructed in the Constitution.
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Instead of division along geographical lines, between the States and the populace, and
between the President and the Congress, parties created ideological divides which often
transcended geography, House, and branch, throwing the incentives model envisioned by
the Constitution’s authors into disarray (Ackerman 2005: 27-28). Not that parties are
inherently bad (although several Founders had unkind words for them),'” but since they
were not envisioned, they were not accounted for, weakening the structure of checks and
balances.

Next, an increasingly urban, industrial society weakened three of the enshrined
American traditions: widespread gun ownership, widespread militia membership, and
voting rights vested in landowners. With more and more people living in cities, fewer
people needed guns for hunting or protection from beasts or Indians, and so fewer owned
or were trained with firearms, or were needed for (or had time for) militia duty. Also, city
dwellers, even better-off ones, were less likely to own their own property, but could see
no reason why they were not allowed to vote. Around the time of Andrew Jackson’s
term, property requirements for voting were largely dropped (Keyssar 2000: 29). In
consequence, a significant segment of the electorate now had no direct financial stake in

the operations of government (see Adams 1776).

' For example, from George Washington’s Farewell Address: “[Parties] are likely, in the course
of time and things, to become potent engines, by which cunning, ambitious, and unprincipled men will be
enabled to subvert the power of the people and to usurp for themselves the reins of government, destroying

afterwards the very engines which have lifted them to unjust dominion” (1796).
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Then, of course, the Civil War destroyed the notion of State sovereignty, leaving
the so-called “United States” as merely a conglomeration of semi-autonomous provinces
under a single, sovereign National government.'®

The details of the gradual but continuous devolution of the American Republic is
a story best told elsewhere. Suffice it to say that, as has so often been shown to be true,
Jefferson’s words were prescient:

I consider the foundation of the Constitution as laid on this ground: That “all

powers not delegated to the United States, by the Constitution, nor prohibited by

it to the States, are reserved to the States or to the people.” To take a single step

beyond the boundaries thus specially drawn around the powers of Congress, is to

take possession of a boundless field of power, no longer susceptible of any

definition. (1791)

Congress has indeed taken possession of a boundless field of power, not yet
absolute, yet without well-defined limits, the practical boundaries of which are stretched
further every year. The Constitution is no longer even seen as a limiter of government
power, where it is presumed that powers not explicitly granted to the National
government are denied to it. On the contrary, it is presumed that Congress and the
President are only denied powers explicitly forbidden to them by the Constitution, to the
degree that recently our own Attorney General seemed to claim that the oldest, most

sacred and best-established right of Englishmen and Americans, habeas corpus, was not

'8 See The Real Lincoln (DiLorenzo 2003), among others, for extensive details on the destruction

of American federalism by the Civil War.



actually a right held by every individual in the United States, because “there is no express
grant of habeas in the Constitution” (qtd. in Egelko 2007).

It seems, then, that the Founders’ vision of a perpetually constrained and limited
government, bound by “the chains of the Constitution” (Jefferson 1798) has failed.
America is still one of the most free (but not, according to some measures, the most free
(“Rankings” 2006)) countries in the world; there is still some remnant of republican
federalism (and some measure of effective checks, as evidenced by things like the early
repeal of the 2002 steel tariff and growing opposition to the onerous Sarbanes-Oxley

corporate reporting requirements) left; but she is sliding toward tyranny and despotism. "

Proposal
Overview
Given, then, that government is, in the words of von Mises,

a necessary institution, the means to make the social system of cooperation work
smoothly without being disturbed by violent acts on the part of gangsters whether

of domestic or of foreign origin. Government is not, as some people like to say, a

' See The Federalist No. 10 (2004) for Madison’s view of how multiplication of interests was
intended to keep government power in check. Also note that although I paint a pessimistic picture here, the
fact is that many of these checks are still in operation, if perhaps not at the full force they were originally
intended to be. Things are getting worse for freedom in America, it is true, and have been since, perhaps,
the ink was dry on the Constitution. Nonetheless, the progression toward tyranny and oppression has been
remarkable for its stately pace, even if punctuated by occasional leaps forward. In other words, even if
imperfect and deteriorating, this much can be said for American republicanism: it has provided many

effective mechanisms for slowing the descent into darkness.
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necessary evil; it is not an evil, but a means, the only means available to make
peaceful human coexistence possible...If we take into account that, as human
nature is, there can be neither civilization nor peace without the functioning of
the government apparatus of violent action, we may call government the most

beneficial social institution, (1958)

then what kind of government is most beneficial? Plato believed that wise and good
philosopher-kings would make the best rulers, and a wise and just monarchy the best kind
of government. Perhaps he was right, but as many (classical) liberals have pointed out, no
one has yet discovered a means of ensuring that only wise and good men attain the
throne. Republicanism seems unable to keep from devolving into dictatorship (Rome) or
unrestricted democracy (Modern Western countries), which Hans Hermann Hoppe has
claimed is inferior even to monarchy insofar as economic freedom and development go,
because a monarch has an incentive to leave an intact, wealthy and well-functioning
kingdom to his heirs, while the temporary elected rulers of a representative democracy
have an incentive to plunder as much of the wealth of the nation as possible for
themselves and their interests while in power (2005) (but see Olson 1993: 570-71, who
reaches the opposite conclusion with similar reasoning).

So, again, what is the answer? Is there any possible way out of this mess? Is there
any governmental system that will not tend to devolve into one of the twin dangers of
fascism or socialism—hegemony of the rich or of the poor?

The major problem for liberty, which people of every political stripe seem to
agree on, is concentration of power. When too much power becomes concentrated in the

hands of too few, problems arise. Whether the situation is large corporations behaving in



monopolistic fashion, or powerful governments acting in harmful and unilateral ways, the
characteristic these and other undesirable social institutions seem to share is
overconcentration of power. A free-market economist (although possibly not a socialist)
might regard this as a problem of monopoly or oligopoly, whether in business, politics, or
government. Well, if monopoly is the problem, what is the solution? Naturally (to the
free-market economist), competition! If the problem is a too-large and too-powerful
government, then, the solution seems to be to redistribute the power to decentralized
entities.

This has been tried before, of course. A large part of the purpose for the United
States (as opposed to a single American nation-state) was to distribute National power to
the several States for the most part, to avoid the concentration of power in the National
government. My idea is of a different sort.

The earlier analysis on the inevitability of government makes clear the
relationship between government and land: government arises out of the necessity to
protect and defend real property. I will go further: real property owes its very existence to
government. Of course, I am not claiming that the land itself would cease to exist without
government. But it would not be property. The earlier analysis shows that government is
required for real property to be in any means secure from theft (see Olson 1993: 572). If
governments did not exist, if a valuable, owned area ceased to be protected by
government, one of two things would happen: Either that area would be taken from its
current owners by force, or another government would take the first one’s place, whether
by the initiative of the landowners, or by the imposition of government upon them by

others (and if the landowners resist this, they will either succeed, thus (if they maintain
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their defense infrastructure) becoming a government themselves, or fail, and be taken
away from their land by force). The land might not be invaded immediately; there may be
no bandits nearby with sufficient resources. But rest assured, unless the land in question
is utterly inaccessible, if it is valuable, it will be attacked sooner or later. There are
always barbarians at the gates; there are always people who would prefer to steal, if it is
worth the effort, rather than work for themselves.

Taxes are the very foundation of government. If property cannot exist without
government, so government cannot exist without funding: taxes. In more primitive
societies, these “taxes” may not be monetary; a citizen’s or landholder’s obligation may
be met by providing manpower for defense of the realm. Regardless, some sort of
taxation is required for government to function. Still—if the purpose of government is to
protect real property, and real property would not exist without government protection—
is not a property tax merely payment for services rendered, at least in principle?
Government provides a valuable service: The establishment and protection of private real
property. People make their livings from this property. Why can’t the service of the
establishment and protection of real property be provided on the free market? It would
seem to be just: property owners pay property taxes for the service of the protection of
that property. It would seem to be within the normally accepted boundaries of the free
market: If you agree to live in someone else’s house, you can expect to pay rent, or be
evicted. If you eat someone else’s food, you can expect to pay for that. Why not pay for
defense services?

What, exactly, is envisioned here? Not the anarcho-capitalist dream of private

defense companies protecting private individuals scattered over disparate geographic



areas. Instead, the vision is of the state itself run as a for-profit enterprise, based on
property-tax revenues. An obvious question at this point is: How is this different from
monarchy? In both cases, the country is “owned” by its ruler(s), and run, presumably, for
the private benefit of the owner(s). The difference is this: The capitalist government
(which is what I shall call it from here on) is run for pecuniary profit, not political
aggrandizement. The benefits of a capitalist system of government will be delineated
below, but briefly, a monarch has incentive to expand his tribute-paying lands by force,
marriage, and war, and to exact as high a tribute as his subjects can bear to pay. The
capitalist government-owner has incentive to increase his taxpaying lands by purchase,
and to make his lands as attractive as possible to potential residents so more will move
there, and be willing to pay a higher tax rate. The reasons for these differences will
become clear below.

To be honest, however, if only one or a very few capitalist (in the governmental
sense) nations existed, the result could well be as bad as monarchy, or even worse. In
fact, it could be fully as bad as anyone with a leftist bent, confronted with this notion,
might imagine: an effective fascist state of rampant and undisguised corruption, giving
favors to wealthy corporations in exchange for money, without even the pretence of
justice.

What would prevent this from happening (at least in general) is the same thing
that prevents corrupt and anti-consumer practices in any sector of the market:
competition. If there were several (and only a detailed economic analysis could tell us in
advance how many “several” must be) capitalist states, especially in close geographic

proximity, and also especially of similar cultural makeup, a state that performed such
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anti-consumer acts as granting state-enforced monopolies, refusing to convict wealthy
contributors for heinous crimes, etc. would result in that state losing many of its
taxpaying residents, especially the wealthier ones who would find it easier to move, to
other, more just and desirable neighboring states. In this way, the wealthy could serve as
a buffer or protector of the poor: when things get bad, the wealthier will be the first to
move, leaving the poor to their fate, it’s true; but the wealthy are the precise people that
the capitalist does not want to move, so their flight or threatened flight creates a powerful
incentive for the capitalist to stay in line, benefiting the poor as well, who have no such
power.”” What’s more, the serious student of economics will realize that, over any sort of
long run, a fully free-market state will economically outperform a fascist state, thus

generating greater profits for the governmental entrepreneur.

Current examples

In fact, this sort of competition already occurs today. In a very real way, we can
see existing governments as businesses, providing defense services for a fee. True, they
are grossly inefficient, charging far more for their services than is necessary, and
providing many services better provided by separate companies, if they should be
provided at all. Nonetheless, from the consumer’s (resident’s) point of view, these

governments are only just that: entities providing services they need for a fee—taxes.

*% This is something of an oversimplification, because as American history shows, there are always
substantial numbers of poor people willing (or forced) to abandon their homes in search of a better life
elsewhere. This fact does not affect the argument, except to show that the poor would not be quite as

dependent on the rich as my reasoning might imply.



Thus we see capital flight from areas that have enacted anti-business regulation, while on
the other hand we see migration to locales that have taken the effort to ensure a
hospitable climate—Dubai is a current example, though of course the United States itself
was the paragon of this idea for many decades, and is still seen as the land of opportunity
for many peoples.

For though the incentive structure for existing governments and governmental
forms to entice immigration and capital inflow may be weak compared to what we would
expect in governments run purely for profit, it is not nonexistent. It is certainly seen as a
failure of policy for a governmental region (country, state, city, etc.) to experience a
serious decrease in population, or a loss of jobs due to capital outflow. So although
existing governmental managers have other priorities as well (which we can imagine they
would not have in a capitalist system), nonetheless, one of their priorities is to please
their populace sufficiently to ensure that they don’t leave en masse, and perhaps to attract
new population and business (Salmon 2005).

This operates in real, practical ways, as can be seen in several real-world
examples. For instance, Dubai, as hinted above, is going to great lengths to attract
population, particularly wealthy population. The government is going so far as to
construct massive, exquisitely elaborate artificial resort islands off their coast, in exotic
shapes such as palm trees and the planet Earth (Karabell 2007). The result has been that
the percentage of their GDP derived from tourism is greater than that from oil in a major
oil-producing region (Rahman 2003), and that expatriates now number 80% of residents
(Karabell 2007). Some Caribbean islands, notably the Caymans, are marketing

themselves with great success as tax and finance havens, while at the same time raising
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the ire of larger, more restrictive governments (Gaftney 1998). Closer to home, we can
see that regulatory competition between states has a noticeable impact. Those states with
right-to-work laws, for example, have seen greater economic and population growth than
those that allow “union shops” (“Right to Work” 2003).>' In particular, in the ten-year
period prior to 2003, all new automobile manufacturing plants in the U.S. were built in
right-to-work states (qtd. in Cooper 2004: 21). This implies that both capital and
population movement are affected by the relative tax and regulatory structure of various
states, as attested to by many scholarly articles (e.g. Blankart 2002; Burstein and Rolnick
1994).

In another vein, there has been a thriving market, within existing governmental
regions, for private production of services normally provided by government, such as
police and defense. Homeowners’ associations and gated communities are outstanding
examples of this, sometimes acting as de facto private, contractual local governments,
providing police, roads, zoning, and other functions normally provided by municipal
government (Ellickson 1982). Various municipalities (including Oro Valley, Arizona and
Reminderville, Ohio) have at one time or another contracted out their police services to
private companies, with excellent results (Fixler and Poole 1988; Ruwart 1993: ch. 16).”

Lastly, there have been other, contemporary efforts to establish free governments,

many in reaction to the perceived failure of the American experiment. Sadly, many have

* Right-to-work laws are state laws, allowed by the Federal Taft-Hartley Act of 1947, which
prohibit membership in a union from being a condition of employment.

22 Excellent, that is, until shut down by legal action (Ibid).
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been abortive, or even dishonest. Laissez-Faire City, for example, while a legitimate
project to establish an Ayn Rand-inspired free-enterprise city in South America, closed
its doors in 2002 (“Laissez Faire City” 2002). New Utopia is a somewhat similar project,
with the aim of creating a sovereign, libertarian principality on an artificial island in the
Caribbean. In the late 1990’s, this project looked quite viable (this author seriously
considered investing in New Utopia in 1997-98), but construction of the island never
began, and it seems likely now that it never will (“New Utopia” 2002). One movement
that seems to still have some chance of success is the Free State Project, which seeks to
inspire 20,000 liberty-minded political activists to move to New Hampshire, in order to
strongly influence the political process there in a libertarian direction. The Project has
met with some limited successes, and has even inspired a European Freestate Project
(“European Freestate Project” 2004; Thornburgh 2006).

One of the best current proofs-of-concept for the idea of a for-profit state is the
Emirate of Dubai. While its revenues are not derived from property taxes (instead, they
seem to derive principally from ownership of oil reserves, business and property
holdings, and foreign investments), Dubai is a superb case study of the consequences of a
low-tax, enterprise-friendly state. The capital development that has been occurring in
Dubai is nothing short of phenomenal. Capital inflow to Dubai has been massive, with
companies such as Halliburton establishing headquarters there to take advantage of its
welcoming business climate (Halliburton 2007). Immigration has also been strong:
People from 150 nations have moved to Dubai to live and work (Molavi 2007). Dubai’s
GDP has been increasing in recent years by an astonishing 16% (Molavi 2007) (compare

this to the 7.8% growth rate of the U.A.E.—which includes Dubai (“Index of Economic
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Freedom” 2007)). In short, Dubai’s example shows that it is likely that the first states to
adopt a capitalist system of government would become Meccas of wealth, immigration,
capital and development, causing their owners to become phenomenally wealthy to a
degree uncommon for those not bearing such titles as “king” or “emir.”

How much money are we actually talking about? What kind of profits can a
governmental entrepreneur expect to receive? There’s really no way to know prior to
actually seeing such a market in operation, due to the many unknown variables. But a
seat-of-the-pants guess can be constructed. Using three governments that are operating in
a method broadly similar to that which I am proposing, we can take a stab at the sort of
revenues that a capitalist government might see. These three governments—Singapore,
Hong Kong and Dubai—are similar to how I presume a capitalist government will look in
the following ways: they are geographically small;>* they have noninvasive business
regulations; they have strong and effective private property laws; and they have low tax
rates (“Index of Economic Freedom” 2007). What’s more, Singapore and Hong Kong
have no natural resources, making their results even more compelling.

The total tax rate (as a percentage of GDP) for Singapore for 2006 was 13%. For
Hong Kong, it was 11.7% (“Index of Economic Freedom” 2007).** In the U.S. before the
advent of the New Deal, total taxation ranged, roughly, from 7 to 14% of GDP

(calculated from “Government Revenues” 2002). It seems reasonable to presume, then,

3 Although size is not key; there is no way of knowing for certain how big capitalist states will be.
See “Weaknesses,” below.

% Tax data for Dubai, being a sub-state of the UAE, was not available from this source.



that (given that a for-profit government is likely to work harder to keep costs down) the
cost of all necessary government services might be in the range of 5-15% of GDP. Let us
presume that, especially during the period when this would be an emerging market,
capitalist governments could charge a minimum of an additional 5% of GDP over cost, as
profit. Thus, if costs equal 5% of GDP, the tax rate would be 10%; if costs took up 10%
of GDP, the total tax rate would be 15%, etc (compare this to the 2001 total tax rate for
the United States: an astounding 30% of GDP (calculated from “Government Revenues”
2002)). Presuming that a capitalist state could achieve GDP levels comparable to
Singapore or Hong Kong with similar (10-15%) levels of taxation, the potential profit is
staggering: 5% of Singapore’s $119.1 billion GDP is $5.96 billion per year, increasing
nearly every year. For Hong Kong’s $121.1 billion GDP, the profit level could be $6.05
billion a year (“Index of Economic Freedom” 2007). Singapore and Hong Kong, of
course, are older, established economies. Dubai is an emerging example of a wealthy,
small state, perhaps more representative of what a capitalist country might look like after
a decade or two. Dubai’s 2005 GDP was around $37 billion (“Dubai’s GDP” 2006); 5%
of that is $1.85 billion. These numbers compare very favorably with the world’s most
profitable corporations, with only 69 public companies worldwide having more than $6
billion in profits in 2006. A public corporation making profits of $1.85 billion would be
within the top 300 most profitable worldwide (“The Global 2000” 2007). What’s more,
this is a certain growth industry. True, competition should eventually trim profit margins,
but not only will people always need land, but GDP should continue to grow indefinitely,

meaning ever-greater potential profits for governmental entrepreneurs for as long as tax
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rates are tied to property values. In short, the profit opportunities in this industry are vast

and potentially unlimited.

Details and consequences

At the heart of this system is the property tax. We have seen, above, why a
(reasonable) property tax is a just tax, possibly the only just tax. But why would
entrepreneurs choose to base their revenue solely on a tax on land? Because, I believe,
people will be willing to pay it, and will continue to be willing to pay it (for the reasons
stated above) after competition has stripped all other taxes, fees and tariffs away.> Also,
at least at first (and “at first” may last for a very long time), the tax rate the governmental
entrepreneur can charge will be linked to how well he’s doing; to how desirable his
country is to live in. People will be willing to pay more to live in a place where they are
free to make their living how they please, where whatever it is they desire can be found.
Not until competition has “commoditized” governmental capitalism (a process which
could take many decades) to the point where everyone is providing essentially the same
services would the price (tax rate) drop to a level consistent with the cost of providing
essential governmental services, modified by the specific military situation (political,
geographic, tactical) for each country, and by the demands of any niche market it might
serve.

Until that point, we can expect owners of well-run capitalist governments to make

a massive profit, drawing in more and more entrepreneurs to this industry. Nor do the

** Competition for trade was well on the way to doing precisely this to the tariffs imposed by the

American States under the Articles of Confederation (see Trask 2003).

40



means for this have to be violent. Certainly, hostile military takeover of the desired
sovereign lands is one way to become a governmental capitalist. Yet it would seem that
this is the least cost-effective way to go about it. War is expensive. Even excepting the
costs of men, equipment, ammunition and supplies, the devastation war is likely to wreak
on the very lands the capitalist wishes to turn into capital development is a disincentive to
choose this route. What’s more, he might well alienate the very people he wishes to rule,
causing them to resent his rule, or to leave. He could, of course, try to prevent them from
leaving. He could use any of the horrible tricks governments have used over the centuries
to coerce what they wanted from their people. But he is, at that point, just another bloody
exploitative dictator, and not really a capitalist entrepreneur after all. Nothing besides
enlightened self-interest and the profit motive would stop “capitalist” government leaders
from behaving in the exact same deplorable ways governments have behaved in the
past.”® But it is unlikely that they could behave any worse. Can you think of any profit-
related reason, for example, for killing 40 million (Rummel 1993) of your own people? I
cannot.

There is some measure of checks in this system against even such horrible things.
All things being equal, a capitalist government will prefer a higher population to a lower

one. As population density increases, property values go up. If property taxes are linked

*% See The Passions and the Interests (Hirschman 1997) for a fascinating treatment—quite
relevant to this entire discussion—of the Enlightenment notion that desire for wealth can overcome lust for

power, resulting in a more peaceful, prosperous society.
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to property values (as I presume they would be until long-run, competitive equilibrium®’
is reached), the governmental entrepreneur will profit from a higher population. So there
is an incentive for a “good” capitalist country to assist people in escaping from “bad”
countries. True, this applies most strongly to those people who bring a lot of capital with
them, whether physical or personal, but every capitalist (in the economic sense) society
needs laborers, too. For instance, some sort of indentured servitude arrangement might be
made in exchange for helping oppressed peoples out of their despotic countries. In
extreme cases, a “good” capitalist country might even go to war against a “bad” country,
on the presumption that the people there will be happy to have different and better rulers,
and might even assist in the takeover (although this sort of logic has not always worked
well in the past, so it would be a gamble for the entrepreneur).

Regardless, how will entrepreneurs obtain the land they intend to run? There are
several ways, of which hostile military takeover seems the least attractive. There might
be a revolution or coup against an existing government, and the revolutionary junta might
decide that capitalism is for them. Existing dictators might decide to convert their
dictatorship to a governmental business. Wealthy entrepreneurs might make a deal with
the ruler of a struggling country to purchase it and run it for profit. A private,
entrepreneur-owned army might step in during a chaotic period in a region and begin to
run things with a minimum of fuss. Or, the simplest and most likely option of all: A
country in need of cash might sell off portions of itself to a wealthy investor or

corporation looking for a startup government to rule.

27 . . . . .. .
That is, a situation where firms are price-takers, receiving zero economic profit.



Although “rule” might be a mislabel. What might these capitalist states look like?
First, remember that we are presuming enough competition to strongly influence the
choices of the government owners. Yes, competition would work weakly; it takes a lot of
suffering to prompt someone to move. But remember from above that it will be precisely
those entities that capitalist states most want to keep that will be the first to move:
Wealthy businesses and individuals, taking their capital with them. What’s more, even if
competition works weakly—or to be more accurate, slowly—it still works. And if things
only get better slowly, over a period of years and decades, that is still superior to most
places now, where they are only getting worse.

One thing we can be sure of is that for-profit governments will do their best to
keep costs as low as possible, in order to maximize profits. Therefore, no unnecessary or
undemanded services are likely to be provided. No services that can be provided more
cheaply or efficiently by separate, “private” (although the State itself is truly private
under this model, selling defense services over a given geographic area) businesses will
be provided. In the long run, except for those states making money as niche providers, no
services that are not both absolutely necessary and only providable by government will
be offered, because such a state will, ceteris paribus, have the cheapest property tax rates.
Which services will these be? A military, certainly (although what form it will take is not
certain. Perhaps a paid militia will be sufficient, supplemented by mercenary forces in
time of war. This will vary somewhat, even under equilibrium, due to differences in
geography, politics, and tactical situation). Some sort of internal sheriff system, to catalog
registrations of claims of land (deeds), collect taxes, and enforce these claims on land (the

property taxes presumably pay for protection against both external and internal brigands
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who would steal one’s land) will almost certainly be necessary. A system of laws and
courts? Most probably. What else? It’s hard to say. Perhaps it will be, in time, discovered
(by trial and error) that a fiat money system issued by a central bank is essential to the
economic health of a nation. Perhaps not. Public education? Roads? Public parks? Patents
and copyrights? Possibly. Protectionist tariffs? Social Security? Welfare payments?
Almost certainly not. To sum up, once the kinks got worked out (which could, of course,
take decades), what we would end up with is a libertarian/classical liberal paradise,
which, if libertarians and classical liberals are right, is a paradise for everyone, or as near
as it’s possible to come to it on this Earth. Governments would have the incentive to
spend as little as possible while delivering the most bang for the buck—quite a difference
from the current situation.

Does this mean that everywhere will be like Las Vegas, but even worse, where
everything that is consensual must be tolerated? No. There will almost certainly be places
like that, but if people are willing to pay a little more to live in a state or a subdivision of
a state like a county or city where the decency laws are to their liking, there will be plenty
of places willing to take their money and provide them with what they wish. In fact, one
of the principal possible benefits of this system is heterogeneity. Instead of the one-size-
fits-all governments that, for the most part, currently exist, various niche states would be
likely to pop up, each catering to a particular clientele. Members of insular religious sects
who wish to have little physical contact with non-members may have the opportunity to
live in a place with laws and infrastructure, and perhaps even citizen requirements, that
are in accordance with their beliefs, for the price of a premium on their taxes.

Racial/cultural groups may have the opportunity to live in a state with practices that are
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in accordance with their historical traditions. In short, as in any market institution,
consumers will be able to exercise and meet their personal preferences to a far greater
degree than in a non-market situation. This may well result in such a diversity of policy
measures, services provided and methods of governance that social scientists will actually
get to see, in practice, which of their theories work and which do not, while at the same
time providing consumers with the ability to truly choose what sort of place they wish to
live in.

One obvious objection that might be raised is, if this system would be so great,
both for the rulers and the populace, why doesn’t it already exist? Mancur Olson™®
describes monarchical governments as “stationary bandits,” whose purpose is to fleece
the populace for as much as possible. He even mentions an “invisible hand” that causes
autocrats to benefit their populations while enriching themselves. Why, then, did
competition not naturally arise between the historical monarchies and dictatorships,
resulting in the very system I propose? There are several reasons. The first is that during
the time when monarchy was in full swing, mercantilist economic theory still held sway.
Autocratic nations, not understanding the benefits of free trade, heavily regulated their
markets, eliminating the possibility of the sort of economic boom (and subsequent tax
revenue increase) that could have come from /laissez-faire policies. Second, if | may be
permitted the immodesty, is that no one had thought of this idea: namely, of using land-
value-based property taxes and hands-off economic policies to woo capital from other

countries in the exact way that Olson claims that democracies attract capital from

% All references in this paragraph are to Olson 1993, all of which has great bearing on this paper.



dictatorships. Third, as Olson points out, autocracies are often transient, sometimes
lasting no longer than the lifetime of the autocrat. There may be little incentive for truly
long-term thinking, harming economic development and driving away capital. But many
private companies, such as Lloyd’s of London and Faber-Castell, have existed for many
generations, building and enhancing a reputation for stability and reliability. This model
of stable companies jealously guarding their reputation could be the one of the
innovations that make governmental capitalism workable.

Lastly: War. Won'’t this system provide a strong incentive for capitalist nations to
go to war with each other, in order to expand their tax base, similar to kings of old? There
is some truth to this. Surely, some people will be willing to try this route. But let’s look at
what would likely happen. First, remember, warfare is expensive. Kings (and Presidents)
go to war for many reasons, one of them for personal glory and aggrandizement. That is
unlikely to be a reason for capitalists to go to war; at least not capitalists that stay in
business for long. Wars for resources are also somewhat (although not entirely) unlikely,
as comparative advantage® says that most times, simply trading with those who have the
resources will be more efficient. Wars financed by plunder are simply not capitalist in
nature; if you plunder, you’re a brigand, not a businessman. What’s more, the people who
live in the plundered area are unlikely to cheerfully sign property tax checks come tax

time. They’re more likely to meet the taxman with a gun. Which brings us back to a

%% See Grigg 2004 for a good explanation of David Ricardo’s theory of comparative advantage.
Also note that comparative advantage points to another way that capitalist governments in general will
outperform traditional governments: with no subsidies or trade restrictions, each nation will tend to produce

those goods in which it has a comparative advantage, thus enriching all nations involved.
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probable similarity between monarchical wars and capitalist wars. In the monarchical
period, wars were common, true; but they were very largely /imited wars. They did not
involve the entire populace; they rarely resulted in cities being razed—in fact these wars
often resembled polite chess matches between kings, with the only things being really
harmed being the kings’ treasuries, the soldiers, the lands the soldiers marched through
and foraged from, and whatever poor peasant’s field got chosen as the battleground. This
is a feature of monarchy that would be shared by capitalist nations. Wars between
capitalisms would be distinguished by their remarkable politeness. Not necessarily to the
respective governments (though that might result as well; often such wars would be land
grabs, with no intention of overthrowing your competitor), but to the populaces in the
debated territory. Highly unlikely would be any bombing of cities, industries, or capital
infrastructure—far from it! These are precisely the things the invader wants to capture for
himself and the defender wants to keep! In fact, the invader would do everything possible
to endear himself to the populace of the state he is invading, because he wants them to be
willing taxpayers later. So, while this system might not entirely eliminate war, it ought to
make it much more tolerable to the populaces in question. What’s more, it will be
difficult to raise money for aggressive warfare; your existing populace will likely be
resistant to paying more money for nothing more than the opportunity to further line your
pockets. Therefore, you will have to pay for the war yourself, or get the money from the
financial markets, from people who believe you will profit from it.

As for war with non-capitalist countries—that is likely to be just as bloody as
today’s wars are. However, even here the capitalist countries should have an advantage;

armies of private countries are likely to be more efficient and effective than those of more



coercive, monopolistic governments, giving them a potential advantage, at least dollar for
dollar. In fact, the biggest obstacle to getting this sort of system implemented might come
from traditional nations and leagues of nations; private militaries of any kind are strongly
looked down upon by established governmental organizations, which will go to great
lengths to ensure their elimination.”® Their current power, as well as their aversion to
competition (common to all monopolists), is great enough that it might be quite difficult

to get a capitalist government off the ground.

Weaknesses

As best as I can determine, governmental capitalism is a new idea. It is certain to
be an extremely controversial one. As such, many objections will be raised against both
its desirability and its feasibility. I will not here attempt to answer every potential
criticism of my proposal, but I do think it wise to lay out some of the possible flaws in
this concept.

The most crucial one, to my mind, is the danger of mercantilism, possibly
progressing even unto fascism. This danger, I believe, will be at its most pronounced

during the birth throes of this governmental type. This system absolutely requires

%% A fascinating example of this, as well as a demonstration of the effectiveness of private
militaries, is found in the story of Angola and a mercenary company known as Executive Outcomes.
Reportedly, Angola hired Executive Outcomes to cope with a local rebellion. The mercenaries
accomplished their mission in short order, using some 300 soldiers. The United Nations, not liking the idea
of private militaries, pressured Angola to replace the mercenaries with U.N. troops. Unfortunately, the U.N.
forces were unable to control the rebellion that reemerged after Executive Outcomes left, even with several

thousand troops (Soldiers for Hire 2004).
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competition in order to work reliably. If there are only a very few capitalist countries,
there may be no purely economic disincentive for activities such as granting enforced
monopolies to corporations, enacting protective tariffs, or even bending the laws in
favor of the rich. Since there will be no democratic controls on the government, the only
recourses residents may have against tyrannical governments are moving to another
country or participating in armed revolt.’' What’s more (although this is a trait shared
by most dictatorships today), a governmental capitalist will not even have the traditions
and niceties that were associated with monarchs of old to inhibit his will.

Oligopoly is a risk. Governmental capitalism is an industry with high entry
costs. This leaves a possible door open for capitalist states to band together in protective
associations that conspire to keep prices high and discourage competition, by force if
necessary.

My conception of this system depends on the property tax as the basis for
government revenue. If I am wrong that this is the tax that will remain after competition
has eliminated all others, it may not invalidate the system, but it could result in
consequences | have not foreseen.

Another unknown is optimal state size. The modern-day examples I have given

are all of small city-states, but there is no reason to think that that is the optimal size for

*! The threat of armed resistance may prove a greater control on government power than might be
expected. A just and equitable capitalist state would have no need for gun control legislation, leading to
widespread firearm ownership among the populace. In fact, [ would view gun control as a litmus test for
honest government; if a state begins to restrict private ownership of firearms, you know it’s time to leave

(see Innocents Betrayed 2003 for a depiction of the horrors inflicted on gun-deprived populaces).



a capitalist state. I do not know what that size is. I believe that there are likely to be
decreasing-returns-to-scale limits on state size under competition (von Mises thought
s0; in Nation, State and Economy, he listed several reasons why small states are more
efficient, prosperous and pleasant than large ones (discussed in Rockwell 2006)), but
there are advantages to size as well. As discussed previously, because area increases by
the square of perimeter, as a state grows larger, the ratio of the area of the interior lands
to the length of the border will increase. This means that, other things being equal, a
larger state is cheaper to defend, square mile for square mile, than a smaller one.

Competition in this system is based on the willingness and ability of residents
and capital to move from country to country, seeking the best place to live. The higher
the perceived cost of moving, the less efficiently competition will operate, and the more
slowly change will take place (but note that there are always some, such as graduating
college students and businesses looking to expand, that are currently looking to relocate.
Also, studies seem to show that mobility costs are negligible in the long run’?).

It is possible that, even in a properly functioning, competitive environment,
there will be some government services that would increase social utility that would not
be profitable, and therefore would not be provided. Patents and copyrights immediately

come to mind, and other people would surely name their own favorite governmental

3% “Mobility costs are likely to be large only in the short and medium term. In the long run, thanks
to depreciation, obsolescence or the renewal of generations, real capital, whether tangible or intangible,

moves much more easily across jurisdictional boundaries” (Salmon 2005: 8).
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project as necessary, but not profitable, and therefore not likely to be provided by a for-
profit government.

Lastly, there is the possibility that this system is simply not needed in the first
place. According to some measures (“Rankings” 2006; Gwartney et al. 2006), both
worldwide and American economic liberty have been creeping upwards since 1970.
However, if history is any guide, this is a trend that could reverse itself at any time.
Nonetheless, if this trend becomes permanent and extends to personal freedom as well,
it would largely obviate the need for this system.

The temptation to continue indefinitely with the process of objection and
counterargument is severe, but [ will stop here. Suffice it to say that I do not believe that
any of the arguments listed above are fatal to this idea; the forces of competition, both
among capitalist states and between capitalist and non-capitalist states, should solve

most of the problems that may arise.

Conclusion: Capitalism can survive

The key notion in this debate is that of incentives. Current government actors
have the incentive to increase the power of the state in order to aggrandize their own
power and influence. Politicians routinely advocate programs, such as the minimum
wage, that are in fact harmful to those they appeal to, then ask for more power to solve
the problems, such as unemployment, created by the very programs they advocated. This
is the epitome of the principal-agent problem discussed in much economics literature. On
the other hand, in a capitalist state, the government owners would have the incentive to

provide a desirable place to live and do business at an attractive price. Hopefully, these



incentives will provide the solution to Joseph Schumpeter’s dilemma, and allow

capitalism, and the freedom and prosperity which it brings, to survive after all.
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