
Chapter 2

Making Sense of the (Failed) State

The failed state is not a negation. Rather, it is a deviation from some presumably universal standard(s) of “stateness” encapsulated in the adjective “failed.” But things are not so simple. Social scientists still debate what the state is. Furthermore, there has been a proliferation of labels, beside failed, purporting to describe the same phenomenon. There are failing, collapsed, hollowed, predatory, kleptocratic, weak, unsettled, Low Income Countries Under Stress (LICUS) states, and the list goes on. The only word that elicits no disagreement in “the (failed) state” is the pronoun, and clearly that’s unacceptable. 

This chapter proposes a thorough examination of the remaining two words in the triad. It begins with an extensive discussion of the state, which then sets the stage for the failed state. The latter is explored in all of its intricacies, respectively: its nature, manifestations, origins and consequences on development. In the end, therefore, this chapter is a discourse on the state. A major argument that should be conceded right from the start is that (a) states are the most important factor in the development and underdevelopment of nations, and (b) they fail for internal and external reasons. Thus the chapter brings the state and imperialism, “back in.” Its approach is synthetic, drawing heavily from Max Weber, the New Institutionalism Economics, the imperialism theories of Hannah Arendt and Rosa Luxemburg, and the more recent works of David Abernethy and David Harvey. 

The Weberian model sees the state as an authority that maintains a monopoly in the ownership of the means of repression to (a) achieve exclusive control over a given territory and the people therein, and (b) act on their behalf in the international arena (e.g., make war or friends, borrow money, or simply speak before foreign audiences). In Weber’s, own words: the state (which he called political community) “…shall apply to a community whose social action is aimed at subordinating to orderly domination by the participants a ‘territory’ and the conduct of the persons within it, through readiness to resort to physical force, including normally force of arms.”
 

For Weber state making did not stop at the domestic water’s edge: “the state’s absolute end is to safeguard (or to change) the external and internal distribution of power…It is absolutely essential for every political association to appeal to the naked violence of coercive means in the face of outsiders as well as in the face of internal enemies.”
 In fact, much of Weber’s work may be seen as comparative, historical analyses of states, ancient and modern. There is at least tacit recognition of imperialism in the last quote, when Weber refers to the state “changing” the distribution of external power, since “Every political structure naturally prefers to have weak rather than strong neighbors. Furthermore, as every big political community is a potential aspirant to prestige, it is also a potential threat to all its neighbors; hence the big political community, simply because it is big and strong, is latently and constantly endangered.”
 

This is of course typical balance-of-power language, and Weber, writing in the early decades of the 20th century in Germany, could not be but attuned to the fact that states do not live in isolation. Elsewhere, he connects state and imperialism much more explicitly, although he denies, I believe correctly, that imperialism is always driven by economic, especially trade, interest.
 Prestige, “the glory of power over other communities,” Weber suggests, may be a basis for imperialism, although this may take the form of “the expansion of power, though not always by way of incorporation or subjection.”
 

The larger point from these passages, as well as from my definition (adopted from Weber), is that the state is intimately connected to violence, which it projects inward (toward the people and territory under its formal control) and outward (toward other states near and far, as well as non-state actors). Henceforth the broadcasting of violence throughout the domestic realm shall be subsumed under the label order maintenance and that aimed at an external audience shall be called war making (these terms are borrowed from Charles Tilly). I see a state’s ability to do both as the minimal conditions for effective statehood. 

Order maintenance and war making have not always been vested in the state. According to Weber, as recently as the late 19th century, internal order in some African societies was maintained by secret societies, and elsewhere war making was spread among various groups based on kinship, areas of residence and experience. Certain communities (Quakers) foreswear war entirely, thus obviating the need for a state as it is conceptualized here. It follows that the modern state, with its exclusive claims over order maintenance and war making, arises out of particular historical junctures. 

Weber links the modern state to the changes in technology (or mode of production) and social relations that inevitably ensue as an economy moves from subsistence to surplus. “Where economic conditions are undifferentiated, it is hardly possible to discern a special political community.”
 Such is likely to obtain with the emergence of a market economy in which key actors, e.g., merchants, capitalists and industrialists, in an effort to reduce transaction costs, achieve economies of scale and in return for protection, agree to the state’s monopoly in certain areas and pay taxes. 

There is echo of Hobbes, Marx and Engels here, but Weber does not emphasize the social contract as much as Hobbes, nor does he see the state as merely the political expression of bourgeois rule.  Indeed, quite in opposition to Marx and Engels, Weber stresses the autonomy of the state, that is to say, the separate sphere in which it operates to perform these tasks:  “the enactment of law (legislative function); the protection of personal safety and public order (police); the protection of vested rights (administration of justice); the cultivation of hygienic, educational, social-welfare, and other cultural interests (the various branches of administration); and, last but least, the organized armed protection against outside attack (military administration.”

The above-named tasks take us well past the two introduced at the beginning of the chapter, which I argue are at the core of what makes a state. We are now fully in the realm of the so-called welfare state, which governs with sword (coercion) and honey (social services). The expanded list underscores this most important point: even though the state, as Gianfranco Poggi points out, “is located within the sphere of political power,”
 it impinges seriously on other forms of power, such as economic, social and even spiritual power. There is probably no other secular institution in modern society that is as transcendent as the state, meaning whose power is as far reaching. What is the basis for this?

Any organization that has the power of life and death over individuals will be able to affect their behavior, for good or ill, and in spite of their objection. Furthermore, such an organization is also likely to have an easier time than most turning its coercive power into other forms of power. Thus the versatility of state power is rooted violence, whose application results in outcomes (i.e., pain and death) to which nearly everyone is averse. The more complete is state control in this area, the more readily it can “trade” for other forms of power.
 

Weber was right on cue on this point too, as in some many others: “Owing to the drastic nature of its means of control, the political association [the state] is particularly capable of arrogating to itself all the possible values toward which associational conduct might be oriented; there is probably nothing in the world which at one time or another has not been an object of social action on the part of some political association.”
 Provided that they have monopoly over the means of violence (authority); political will, financial and human resources (capacity); and popular support (legitimacy), and sometimes not even the latter, states may do almost anything they want. 

On thing that all states do, beside order maintenance and war making, is extract. In fact, nothing the state does is possible without extraction. This opens a whole new arena for discussion, because of its implications. Extraction (or taxation) necessarily implies that the state is in competition for societal resources it needs to carry its minimal duties, at the same time, it must have a monopoly in the delivery of those duties if it is to be effective. Thus the “market” for state activities is, simultaneously, competitive and monopolistic. 

It should be noted that the competition for resources faced by the state exists(ed) even in those political economies where private property was formally abolished. The willingness of private citizens to hold on to their resources seems to be inversely related to whether the political-economic system under which they live sanctions private property – hence perhaps the high savings rate in the former Soviet Union, accumulated, not without some irony, under the most “primitive” of conditions (in mattresses) and the abysmally low savings rate in the United States.

Another way of expressing the same idea is that it is erroneous to view the state merely as an expression of the dominant class (or classes) in society. The state is itself a dominant class with determinate interests, which may or may not coincide with those of other (dominant) classes. How closely, overtly and consistently state interests coincide with those of an economic ruling class, for example, depends on the political context in which state power is exercised, in other words, the prevailing regime. In a liberal democracy, where the populace has some influence over the composition of some branches of the state, state interests may deviate from economic elite interests, at least some of the time (usually around elections).
 

By the same token, as Skocpol points out, because “any state first and fundamentally extracts resources from society and deploy these to create and support coercive and administrative organizations,”
 state makers necessarily pay greater attention to those who own resources. The error among Marxists has been to assume that this attention is necessarily positive, even conspiratorial. Because of the primacy of private property in Marxian analysis, and the class relations engendered by it, Marxists cannot conceive of relations between the state and the bourgeoisie as but one of harmony and submission, disturbed only by exceptional circumstances. But historical evidence betrays this assertion. 

A hallmark of Western history has been the tension between state elites (e.g., absolute monarchs) bent on extraction for the purpose of war making and private owners of resources, such as landlords and capitalists. Struggles between these factions did not attenuate until the 19th century, with the defeat of absolute rulers in some countries that resulted in liberal democracy.
 Also, there has been a diffusion in the ownership of resources, such as that the masses do not live as wretchedly now as they used to do so at the start of the Industrial Revolution. Thanks to hard-fought political struggles, productivity gains (surplus value) do not accrue entirely to capitalists. Taxes need not necessarily be collected from the very rich on the ground that only they have extra resources to share with the state. Indeed, the tax burden in many Western societies is borne by middle-income earners, who, in spite of popular perception to the contrary, also enjoy the largest share of welfare benefits provided by the state.

As a general rule, whenever resources desired by the state are in private hands, it is reasonable to expect the state to be sensitive to the owners of such resources, incorporating their views in its extraction calculus or appropriating their wealth by force. How, and indeed whether, the state accommodates an economic elite determines the nature of state-society relations  (i.e., conflictual or relatively harmonious). In addition, to the extent that the personnel making up the state come from the rank of those who own productive assets, this will have consequences as well (i.e., it is safe to assume that rational state managers will not make public policy that is deleterious to their class interest). 

In summary, while it is simplistic to view the state as a mere instrument of the dominant class (i.e., the bourgeoisie in capitalist societies), as Marxists are wont to do, it is naïve to treat it as class neutral, as structural functionalists and pluralists expound.
 Which way state actions tilt ultimately depend on the pattern of resource ownership and the outcomes of political struggles (i.e., democracy or non-democracy). In a capitalist political economy it is a fair bet that state actions will tend to be biased toward capitalists, and, where the latter do not constitute a homogeneous lot, specific sectors of capital (i.e., finance versus industrial versus service capital). But the consistency with which this bias is exhibited depends on the political regime within which state power is exercised.

A state that is broadly accountable to popular will, in other words, a liberal-democratic state, has to pay attention (or pretend to do so) to public opinion, even if the political economy is capitalist, which will tend to constrain state action against capital.  One of the most important developments in political life in the past 150 years -- an achievement that is not unconnected to the diffusion of economic resources mentioned earlier -- has been the democratization of access to state power in the West. Thanks to the enfranchisement of previously excluded groups, such as non-property owners, workers, racial minorities and women, more people can influence the state than at any time in its history. This has resulted in an expansion of state actions to include mass, as well as elite, interests. In some cases state actions have become so entrenched in favor of the demos that capital, rather than continuing to fight, has preferred to “delocalize” (outsourcing in American parlance). 

At the same time, moneyed interests have been very good at manipulating the rules of liberal democracy to insure that state officials make decisions that benefit them rather than the public. Through formal lobbying and the quid pro quo of campaign donations, they shape policy to their liking and are sometimes quite brazen in broadcasting their power. The state thus becomes an arena, as well as a weapon, of class struggles. For it to effectively engage in the balancing act between democratic accountability and popular needs on one hand and private capital accumulation on the other, it has to maintain some autonomy vis-à-vis all classes, including the capitalist class in the case of a capitalist political economy, even if it is committed to the maintenance of capitalism as a system.
 

In summary, the modern state is a complex entity. It has its own interests, in addition to managing those of opposing classes. It lords above society at the same time that it is its servant. It competes for resources, while claiming monopoly in key areas. It is an instrument, as well as a locus, of class struggles. Its awesome power can be reduced by the way it is organized (i.e., through federalism) to the point of immobilization (a state may seem “weak” in terms of its legal ability to act but may in fact be quite strong in terms of its repressive capacity). Its efficacy ultimately is underwritten by violence, but violence alone has never been a sufficient condition for successful state making. Finally, in the age of globalization, the state has to compete not only with other states, but also with non-state actors (e.g., multi-national corporations).

It barely need be said that from whom, to whose benefit, and how much the state extracts depends not only on the political regime, but, more importantly, on the existence of a surplus. A society whose citizens live on the margins of subsistence cannot support a working state, unless resources that would normally be extracted internally to support state making can somehow be obtained from societies in which there is a surplus. In the past this took the form of outright asset stripping following military conquest, as, for example, when the much poorer Mongols invaded and occupied China and, thereafter, with an intrepidity and savagery hitherto unknown in history, rummaged through the Eurasian landmass all the way to Hungary. In recent time the lack of domestic resources has been substituted by foreign aid, in which case a state, in essence, shares the fruit of its extraction efforts with another. Remittances, where citizens from a state that cannot generate a surplus manage to do so in another state and share it (indirectly) with their state of origin, play a similar role. 

A surplus-generating economy is a sine qua non for a working state, which gives all states at least secondary interest in prosperity, for this facilitates extraction. An equally strong claim can be made the other way: no state, no economy, or this corollary: a failed state = an underdeveloped economy. The validity of this equation is easily verified by contemporary data, as well as historical ones. All of the states that are currently classified as failed states have underperforming economies – indeed most are wretchedly poor – and all of the economies that have performed well since the Industrial Revolution have had working states. 

To my knowledge, there has not been an economy beyond that of isolated hunter-gatherer societies that has prospered in the last 250 years under a dysfunctional state or without one.
 There is probably no stronger correlation between two variables in the social sciences. It matters not which development model countries have employed to achieve prosperity ​​– liberalism (market economy), statism (command economy), dirigisme (mixed economy) – the working state has been the common thread in all three, which is why the failed state is posited as the primary cause of underdevelopment in one country in this study.

But what exactly is the connection between the state and (under)development,  in other words, what makes the state so important to the prosperity or poverty of nations? The state influences economic performance in at least three ways. Firstly, it provides security, without which neither property nor person can exist for very long. Economic development will not occur – period – in an environment of insecurity. Hobbes was clear on this point: “where every man is Enemy to every man…In such condition, there is no place for Industry; because the fruit thereof is uncertain; and consequently no Culture of the Earth; no Navigation, nor use of the commodities that may be imported by Sea; no commodious Building…no Knowledge of the face of the Earth; no account of Time; no Arts; no Letters; no Society…”
  

Hobbes may be exaggerating somewhat, for, as he admits almost in the same breath, “there was never such a time, nor condition of warre as this; and I believe it was never generally so, over all the world:…”
 In truth, humans may have always lived inside some kind of hierarchy, be it religious or secular, formal or informal. But this reality, if it is one, strengthens, rather than weakens, Hobbes’ hyperbole: the undesirability –- indeed, impossibility – of living in a world without some established order with such awesome power as to dissuade neighbor from visiting violence upon neighbor.

The biblical story of the Philistines essentially makes the same point: as soon as the luckiest (or most talented) individuals in a community accumulate, they and their wealth are fair games for predators, even celestial ones. Unless an even stronger force steps in to provide protection, the fortunate will tend to consume their gain on the spot, thereby starving the economy of any surplus that can be shared with family members, the larger community, the state, or otherwise reinvested. Keeping up with the Jones’s here is downright dangerous, while staying behind, counterintuitive though it may be from the standpoint of modern economic man, makes sense. In the absence of a state that can provide security, economic activity will remain close to what is absolutely necessary to stay alive, because of strong disincentives to accumulation. At the most primal level then, the incentives to innovation, arguably the motor force of progress, come from the state via security. 

Secondly, the state sets the rules of the economic game; specifically, it crafts and enforces property rights in a market economy. But this role of the state as rule maker is even more pronounced in non-market (e.g., command) economy, where officials set production quotas for each firm in every industry, determine what factors inputs are to be used to produce outputs and decide how the latter are to be distributed. Whatever the economic system, development requires that the rules of exchange – of which there is great deal in a command economy, inasmuch as one producer’s outputs are another’s inputs – be transparent and consistently applied. Transparency reduces information asymmetry, and with it opportunism or what Oliver Williamson calls self-interest-seeking with guile;
consistency brings predictability to transactions, which makes long-term planning possible. It also reduces transaction costs, which makes for more efficient use of resources. 

An important aspect of rule making in a modern economy is regulation, by which the state can significantly influence the course of economic activity, even when it does not directly own productive assets. The moment human production moves beyond bare subsistence and trade becomes essential to the attainment of the “good life,” the moment that the phenomenon of externality, negative or positive, arises and must be addressed. Many transactions between two trading partners have harmful effects on unsuspecting third parties. Furthermore, the complexity of modern production, coupled with population growth, call for the rational use of resources and the proper disposal of “waste.” 

None of this makes state regulation as absolute a necessity as, say, security. Private alternatives may be effective in mitigating negative externalities. Polluters may acquire the right to pollute by compensating those their activities injure. But even then who decides on “just” compensation, what happens when private agreements are not respected, and what about injuries that become manifest well after the life-cycle of formal agreements? The point is, some state participation is often necessary, even when private parties choose to self-regulate. 

On the other hand, the positive externalities associated with the production of certain goods may be so diffuse and difficult to internalize that they are likely to be produced in sub-optimal quantities, if left entirely to non-state actors (i.e., market forces). In such cases, the state may choose to subsidize private producers, so as to move them, in economics jargon, toward the production possibility frontier, or provide the goods (or services) directly. Simply put, the necessity of the state stems from the tendency of markets to fail. 

Regulation by the state may be necessary even in cases where no externality is involved. The problem in some industries is the existence of information asymmetry, which may give rise to opportunism by the information-rich against the information-poor. This is especially true in the service sector, where quality cannot always be inferred from results. The intervention of the most competent of medical doctors may not be sufficient to save a dying patient. And service users may be unable to assess quality for themselves, for if they were, they might not purchase the service to begin with, preferring instead to self-deliver.
 Ceteris paribus, the more complex the division of labor within society, the more specialists there will be, and, consequently, the more acute are agency problems, which give rise, once again, to information-based opportunism.

In situations where the consumer is unable to protect herself, the state has to step in as a fiduciary. In banking, for example, depositors are generally unaware of how much cash banks have on hand to honor transactions immediately upon demand. To protect consumers, most central banks have reserve requirements for banks and may further mandate their periodic auditing during which they must share their books. These rules are aimed at insuring the integrity and security of deposits, thus, once again, protecting consumers from risky, and at times fraudulent, practices. Other institutions involved in the sales of securities are subject to similar requirements, which are intended to protect the integrity of investment holdings, insure consumer confidence in the securities market, provide for speedy sale and acquisition and reduce transaction costs. 

Central banks, or some other regulatory authority (e.g., the Securities and Exchange Commission in the United States), maintain full records of sellers of securities and there are rules spelling out what constitutes opportunistic behavior (e.g., insider trading) and the corresponding punishments (fines, jail, license revocation, etc.). Regulation here is, once again, of a fiduciary character with the state acting as a countervailing power on behalf of the public. It intervenes not necessarily to level the information playing field, but to make sure that agents do not use their privileged position to take advantage of principals and each other. In banking, the state’s regulatory power is part shield to the vulnerability of depositors and part counterweight to the temptation of malice by banks and other financial institutions.  

Regulation in the financial services sector plays another crucial role: that of confidence building. Because of various state-designed safety nets, including the actual insurance of certain deposits (savings are insured up to  $100,000 by the federal government in the United States), consumers do not panic and run to their bank at the first sign of trouble. Similarly, banks, because of reserve requirements and other regulatory features, do not take undue risks with other people’s money by making bad loans. Hence, thanks to state regulation, faith in the viability of the banking system is maintained, and since banks and other financial institutions have become the engines of modern capitalism, the capitalist system itself is maintained. 

It is no accident that two of the biggest crises of capitalist development in the 20th century (i.e., the Great Depression of 1928-1944 and the Asian Financial Crisis of the late 1990s) took place in the wake of regulatory brigandage, while the longest period of growth in the same century (e.g., 1944-1972) coincided with Keynesianism, which advocated state intervention to temper the excesses of the market system. It is scarcely an exaggeration to assert that effective state regulation is necessary for the survival of modern capitalism. But the importance of regulation by the state to economic performance and social welfare is transsystemic. 

Some of the world’s worse environmental problems were experienced in the former Soviet Union – which may well have been a factor in declining life expectancy there – and the decision by the Soviet elite to set property rights (i.e., allocate resources) on terms that largely benefited the state and punished society was no doubt a contributor to collapse. In summary, whether productive assets are in private hands or owned by the state, the rules governing their use, made as they are by the state in either case, are extremely important, for they have consequences on production levels, prices, wages, employment and, ultimately, living standards. 

Thirdly, and in exchange for the aforementioned services, the state extracts. Because taxes accrue to the state rather than economic actors, they represent a leakage out of the expenditure stream. In theory, therefore, the state can tax the economy until it reaches its nadir; as a major spender in many countries, the state can also be a promoter of economic activity. 

The state raises revenues in a variety of ways, each of which can affect allocative decisions by private actors and of course the distribution of income. The income tax may be the most efficient tax in some countries, because administrative costs are low, but beyond a certain point, it may exert downward pressure on wages and employment, which is why some low-income workers pay no income tax in the United States. A sales tax may be aimed at encouraging savings, but one person’s consumption is another’s production. Like the income tax, a sales tax can affect production levels, employment and wages. Raising revenue through the issuance of public debts (bonds) may be salutary in the short term, and allow politicians to avoid the ire of existing taxpayers, but it may also saddle future generations as well as mortgage long-term economic performance. 

Finally, and this is a common problem in developing countries, taxes on trade may be, where the state is concerned, easy to collect, but they also tend to be highly regressive, that is to say, borne mostly by those who are least to pay but are not well politically connected: peasant farmers. In some cases, farmers, whose cash crops represent the lion’s share of a country’s foreign exchange earnings, have responded by exiting the cash crop sector, thereby starving the state and stifling economic performance.
 The point is, any tax is likely to have redistributive effects, that is to say, it generally results in someone having less. The response of the actors so affected determines whether a tax also acts as a (dis)incentive to economic performance. 

In addition, it matters how tax revenues are used. Even the most optimal tax – i.e., one that raises maximum revenue without negatively affecting economic activity– may have detrimental effects, if the revenues so raised, rather than ploughed back into the economy in the form of, say, fixed capital, are used toward non-productive ends, e.g., profligate spending by a rapacious elite. By many indications, the fabulous riches brought to Spain from the New World, which in essence were taxes levied on Indians rather than Spaniards, and were of no direct redistributive consequence inside Spain, were squandered. They were used by the Bourbon Crown and members of the royal court to pay off creditors for past acts of adventurism, quench their thirst for art works and castles and project Spain as a pillar of Christendom – none of which, admittedly, had anything to do with economic growth. To sum up this section, through its taxation policy the state provides incentives to innovation or stagnation. Specifically, how taxes are raised, whether the tax burden is equitably shared and the uses to which taxes are put are major causes of poverty or prosperity in any society. 

As far as the state is concerned, the ideal situation, once again, is one where maximum revenue is raised without sacrificing economic development. But state makers will pursue prosperity as long as it does not endanger their survival. A state that has to choose between a working economy and its own power will not necessarily choose the former. Modern history is replete with rulers, who have consistently and knowingly traded the economic welfare of their citizens, often with another state, for their political survival. In general, this phenomenon exists in new states and wherever corruption is rampant. Much (though not all) poverty in the developing world can be attributed to state elites pursuing policies that are antithetical to prosperity but maintain their hold on society. We shall delve into this problem later in this chapter.

I mentioned earlier that a working state has been a constant in the history of successful economies. It has not mattered whether the model followed has been liberalism, statism or dirigisme – all have required a working state. I will now demonstrate how, in spite of differences in approaches, the state has been a key factor in economic development. I will use the economic history of three countries, each of which has employed, respectively, liberalism, statism and dirigisme to develop: the United States, the former Soviet Union and China.  In the case of the U.S., I will show how a country that prides itself in being liberal (in the classical sense) and capitalist has throughout its history used state power to pursue development goals. The original U.S. constitution, in effect, sanctions a developmental state far more than it does democracy. 

The Role of the State in U.S. Economic History

Americans like to think of the U.S. as a model of market economy, and, to a large extent, it is. The state in the U.S. is not as big a direct owner of productive assets as its counterparts in other industrialized countries; comparatively speaking, welfare benefits are not that generous; and state regulations of business are relatively friendly, and getting ever more so regardless of which of the two national parties is in power. 

Yet, to deny the role the state has played in U.S. economic history would be a gross misreading of events. The significance of a conductor to her orchestra does not lie in her mastery of every instrument; instead, her value is in her ability to coordinate the sounds of the performing players and avoid cacophony.  In the United States, it is true that the state has been less active as a direct owner of economic assets compared to states elsewhere; it is also true that industrial policy has been less explicit and systematic than in the countries that have adopted the command and dirigiste approaches to economic development. However, the state’s contribution to American development has been no less significant. Take the constitution, the legal perimeter for political governance in the U.S.

Many Founding Fathers thought the original constitution to be undemocratic and lobbied against its ratification. Their opposition led to the passing of a series of amendments, beginning in 1895, the first ten of which is collectively known as the Bill of Rights. A careful perusal of the constitution proper will leave the reader with one unmistakable impression: there is little in the document that has to do with democracy (until, once again, the Bill of Rights). On the other hand, the U.S. constitution has everything to do with state making, which, in turn, has favored the development of a liberal political economy, albeit at times under direct state guidance.  

The framers were more state makers than democrats, which is why Benjamin Franklin, one of the Pennsylvania delegates to the constitutional convention, when asked what sort of government had been created after it was all over, tellingly replied: “A republic if you can keep it.” The U.S. constitution is, simultaneously, a document that strengthens the power of the national (i.e., federal) government vis-à-vis the state governments – the very essence of state making – while regulating its use through mechanistic/legalistic, rather than democratic, means. Therein lies perhaps the most significant contribution the state has made to U.S. economic development. 

The supreme law of the country commits to the construction of a strong state first and democracy second, and, in fact, for over half of the population, much later.  It also facilitated a market economy. The supremacy of private property was enshrined in laws and other statutes very early in the history of the American Republic.  The Declaration of Independence equated liberty and “the pursuit of happiness” with private property ownership.  This elevation of property rights to the stratosphere of so-called natural rights was not unrelated to the fact that the quasi-totality of the American Founding Fathers were themselves property owners. 

The constitution contains a series of clauses, especially in Section 8, which spells out the powers of Congress and greatly aided the development of a market economy. To prove the point, they shall be quoted verbatim extensively, and commented upon thereafter, although not in the order in which they appear in the constitution.  

“The Congress shall have power to lay and collect taxes, duties, imposts and excises, to pay the debts and provide for the common defence and general welfare of the United States; but all duties, imposts and excises shall be uniform throughout the United States;”

This clause proposes to do at least three things that favor a market economy and capital accumulation. It frees property owners from directly providing for the defense of their property. It does not obligate them to provide public goods (general welfare). Finally, by making taxes on trade and consumption uniform throughout the U.S., it greatly simplifies transaction costs. A South Carolinian rice “exporter” to the Empire State did not have to worry about paying levies to different states as his ship ploughed the waves from Charleston to New York City. 

“No preference shall be given by any regulation of commerce of revenue to the ports of one state over those of another; nor shall vessels bound to, or from, one state obliged to enter, clear, or pay duties to another.”

The link between this clause, free trade and the development of a market economy is almost self-evident. It facilitated the integration of the economies of the original 13 states into one. In so doing, it created a larger market, which made possible the realization of economies of scale – i.e., as more goods are produced, their cost per unit drops, as do, ostensibly, prices, but higher profit is, none the less, realized because of increase in volume. Mass production is, in fact, the secret to the success of modern capitalism, especially U.S. capitalism (Fordism). 

“To coin money, regulate the value thereof, and of foreign coin, and fix the standard of weights and measures;”

A market economy is inconceivable without money. Simply put, no money, no market economy beyond the most basic of barter economy. Likewise, as Douglas North simply, but brilliantly, demonstrates, the value of commodities is usually assessed by the proxies of weights and measures. Without uniform standards in these areas, agreement between buyer and seller is nearly impossible to be reached. By giving Congress the power to standardize weights and measures throughout the United States, the constitution greatly reduced transaction costs among private economic actors, and by granting the same body the power to coin money and regulate its value, the constitution facilitated exchanges and capital accumulation. 

A major problem in Haiti in the aftermath of independence was the simultaneous use of multiple foreign currencies as mediums of exchange and a shortage of silver that could be minted into the Haitian currency, as well an equally dizzying array of weights and measures in existence in different ports of Haitian territory. Unfortunately, these issues have seldom received attention among students of Haiti. The failure of the Haitian state to oversee these “details” of economic development was, I maintain, a major cause of Haitian economic decline in the 19th century, in addition to the imperialism of the Big Powers. 

“To promote the progress of science and useful arts, by securing for limited times to authors and inventors the exclusive right to their respective writing and discovery;”

The connection between this clause and a market economy is almost too obvious to merit further comment. As an inventor, Benjamin Franklin must have had something to do with its inclusion in the constitution. If the profit motive is the engine that drives capitalist production, patent protection, even when limited, is the wheel of technological innovation. It also fastens the pace of capital accumulation. At the same time, by limiting the lifespan of state protection to inventors and other creative types, the constitution allows barriers to entry to be lifted, thus fostering competition, which drives down prices in most industries.  The U.S. constitution, therefore, has built-in incentives for the development of market economy. It is almost eerie that it makes no such commitment to equitable wealth distribution or democracy. 

Still, none of the items mentioned above in favor of a market economy would have been meaningful without a strong state. The Founders clearly understood this, hence: 

“To provide and maintain a navy;”

“To provide for calling forth the militia to execute laws of the Unions, suppress insurrection and repel invasions;”

“To raise and support armies, but no appropriation of money to that use shall be longer than 2 years;” 

These provisions are at the heart of state making. No power to coerce, no state. It is noteworthy that the oldest branch of the U.S. armed forces is the navy. This suggests that from the very beginning U.S. leaders thought that threats to the young state’s security would come mainly from other great powers, principally Europe’s. The creation of a navy conveys a more subtle, but no less significant, message. The contrast with Haiti here is stark. U.S. leaders recognized the importance of trade to the wealth of nations. They also understood that trade carried on commercial ships could not be protected against piracy and naval blockade by other powers unless the U.S. also had a navy. 

In Haiti there was no such linkage. The country that until 1791 was the largest producer of two of the world’s cash crops (sugar and coffee) had no navy to protect its ports and vessels after independence. Without exception, Haitian leaders had one strategy for defending the Black Republic against invasions: a return to the scorched-earth guerilla warfare of 1791-1804, following the burning of the plantations, processing plants and storage facilities in the plains and coastal towns. In contrast, U.S. leaders seemed to have preferred to fight foreign invaders on high seas, which meant less destruction of the physical capital stock on land. Simply put, early on the U.S. showed profound respect for private property, Haiti did not. 

The constitution did not sanction the existence of a permanent standing army. It left the defense of U.S. territory against internal disorder and external invasions to a militia. This was no doubt a legacy of colonialism when settlers had to house and feed British soldiers, who were in effect their occupiers. The immediate consequence of this decision is that it saved the young state money. It allowed for taxes that might otherwise be levied to raise and maintain a standing army to be kept low. Low taxes, in turn, were an incentive for people to invest. Haiti, by contrast, in the 19th century had, on a per capita basis, a standing army (75,000-100,000) larger than that of Britain but with no colony.
 So far as we know, Differences in strategic thinking toward defense between the two oldest independent republics in the Americas have not been recognized by anyone as a cause of Haitian decline and U.S. success.   

Early Haitian leaders, such as Jean-Jacques Dessalines, gave ordinary Haitians two choices: farming or the army. It was not a hard choice. Most chose the army, which would have devastating consequences on Haiti. Among other things, it militarized Haitian society and politics. In the 19th century, and for much of the 20th century, no one could become head of state in the Haiti without some connection to the army. Even the able Lysius Félicité Salomon, who spent much of his adult years preparing for the presidency by studying public administration and law in Paris, had to tack on “General” to his title upon acceding Haiti’s highest office.  

A permanent standing army must have also been a drain on the Haitian treasury, which explains why Alexandre Pétion and other Haitian presidents in the 19th century often resorted to granting land to soldiers in lieu of payment. The consequences of this policy on Haitian economic development were calamitous. Since soldiers had no interest in farming, land that might otherwise be used to produce cash and food crops was left vacant. Even when land was used by tenant farmers and squatters, what incentives did they have to make improvements, since they lack secure property rights? None. 

In spite of its commitment to international trade, the federal government has a long history of protectionism. In other words, the state in the U.S. has not contented itself to making rules that favor the development of a market economy in the abstract while watching entrepreneurs work their magic on the sidelines. It has been an active participant in the formation and success of certain private industries, although it has generally refrained from direct ownership of industrial assets.  Here, too, we are trying to debunk a myth: that of the laissez-faire, pro-free trade, liberal U.S. state.

During the first half of the 19th century, the federal government erected tariff barriers to protect American farmers from foreign competition. Cotton, in particular, could not be easily imported into the United States, especially the South, but sugar and molasses (which the U.S. did not produce in large quantity) could be. In other words, the federal government of the United States was both a gate opener and a gatekeeper; it fostered development by integrating the economies of the states, while setting the terms for the country’s participation in the world economy.

Protected cotton in the South, picked mainly by Black slaves and some poor Whites, served as raw material for the textile mills of New England and England proper. Profits from textile, in turn, helped to spur development in other areas, including finance, insurance and other service-related industries. State protection to so-called infant industries in the 19th century was known as  “The American System.” Tariffs were levied on foreign made goods, and the revenues were invested in fixed capital, such as canals and (later) roads, which facilitated the development of a single domestic market from the Atlantic to the Pacific oceans. And, when the southern mode of production (i.e., agrarian capitalism), based as it was on servile labor, outlived its usefulness in the late 19th century, the federal government saw to its dismantlement in the name of keeping the union whole. 

At about the same time, state governments, starting in the 1850s, implemented two interrelated social innovations that had enormous consequences on economic development in America. First, one by one, states made education “free” and compulsory up to high school, at least for white males. This had the effect of reducing mass illiteracy and preparing the workforce for the industrial age. Second, through the land-grant system, initiated under federal auspices with the passing of the Land-Grant College Act of 1862, states facilitated the expansion of higher education. From the beginning, land-grant universities had pragmatic purposes. Research activities within their walls were to help solve practical farming problems, such as how to increase yield and protect crops from pests. 

The destruction of the plantation system in the South, western expansion, which brought fertile Indian and Mexican-owned land under American control for growing grains, compulsory primary and secondary education, and land-grant universities helped make the United States an agricultural power in the late 19th century. Success in agriculture set the stage for industrialization in the Midwest and the West (the East, as mentioned earlier, industrialized under somewhat different conditions). To facilitate the physical integration of an economy that now spanned the Atlantic and Pacific coasts, the federal government made available thousands of acres of land to industrialists so they could build railroads. Labor cost was kept low, thanks to an open immigration policy; labor militancy was curbed by anti-labor laws, state militias and company-hired goons. 

On the social front, progressive state and local governments built hospitals (e.g., Bellevue Hospital in New York City) and sanatoriums, where the working poor and indigent could be cared for.  Thus at this crucial stage in U.S. industrial development, when employers elsewhere (e.g., Germany) were being compelled to contribute to “sickness funds” for their workers, U.S. employers were being exempt from providing this important benefit, a fact that no doubt accelerated the pace of capital accumulation. In the 20th century, the federal government, through Social Security, was instrumental in eliminating retirement as a major cause of poverty among older Americans, and, through affirmative action and political enfranchisement, opened the doors of opportunities to those historically shut out (e.g., Blacks and women). 

The GI Bill contributed significantly to the creation of an American middle class. After World War II, thousands of demobilized soldiers, who in an earlier time would have returned to the farm or factory, were allowed to attend some of the nation’s most prestigious universities at government expense. They went on to become the doctors, lawyers, politicians and middle managers of the post-war boom, in other words, the middle class, whence springs the spending that animates the U.S. economy. 

In addition, the GI Bill provided veterans with low-interest mortgage loans, which they used to build homes in the suburbs. So the home-building industry expanded, because of government largesse. The “suburbanization” of America, in turn, spurred growth in highway construction and made the automobile America’s favorite mode of surface transportation. Hence, Detroit, then a euphemism for the automobile industry worldwide, benefited as well from government generosity. In at least one case (i.e., Los Angeles) direct pressure from the automobile industry postponed investment in mass transit until much later (1980s) in favor of highway construction. Fixed and human capital was significantly expanded in the U.S. by the aforementioned state actions.

The commercial airline industry was another beneficiary of the state. Air travel was not commercially viable in the early years of the 20th century, because, at first, no airplane could fly coast-to-coast. Instead, planes flying from the East or West coasts had to disembark passengers in the Midwest (Kansas City was a major hub), whereupon they would use trains the rest of the way. Planes were generally small turboprop aircrafts capable of carrying, at most, 24 passengers, which meant that air travel was very expensive and out of the financial reach of most Americans. In sum, the market for air travel was too narrow to be profitable, kept so in part by the state of technology. All was not lost, however, for there was one major actor that could (and did) step in to help a young industry.  

The federal government kept the airline companies flying, thanks to contracts all of them had with the U.S. Postal Service to help deliver mail coast-to-coast. In essence, the airline companies had a guaranteed buyer, and, because of this,  could make long-term plans in a way that firms in more volatile industries could not. Furthermore, the federal government assigned their routes, which they strongly protected – in effect, they were state-sanctioned monopolies and oligopolies – until deregulation in 1979. Eastern Airline was given the Northeast corridor, Pan-Am the international route and Transcontinental and Western Air (later Trans World Airlines) the western route. 

Not entirely by coincidence, none of the aforementioned airlines survived the withdrawal of protection by the state. TWA was the last one to fold in 2001, but by then the mission had been accomplished: commercial aviation had become viable, thanks to early state contracting and state-sanctioned monopoly in specific routes. Ironically, this was put together at a time when anti-trust legislation was passed to open other industries to competition.  It should also be noted that both the automobile and airline industries, and by extension American consumers, benefited greatly from the dalliances of the state abroad with the likes of the House of Saud (i.e., Saudi Arabia) for cheap oil. 

The argument here is not that without the state airline travel would not have been possible. It is reasonable to conjecture that with new technologies (e.g., jet engines) bigger airplanes would have been built, and, with the spectacular rise in real income after World War II, more people would have traveled by air. The larger point is that the federal government nurtured an “infant” industry until it could stand (or more appropriately here: fly) on its own. It did not have to own the airline companies to be a significant actor in the industry. It used other means to act as a catalyst for development, and when one approach ceased to be effective (contracting and regulation), it shifted to another (deregulation).

The Cold War between the United States and the former Soviet Union was a major factor in the development of a de facto industrial policy in the military sector, which would eventually spill unto the civilian economy. No less a figure than President Dwight Eisenhower recognized the connection when he coined the phrase military-industrial complex. During the Cold War, the federal government had, in many instances, monopsony (single buyer) power in the purchase of military equipment. The defense industry, with its long-term government contracts, is a more predictable industry than most. It is less susceptible to the business cycle and short-term market volatility, and there is nothing, except profit taking, that entrepreneurs value more than a stable environment. 

For military contractors a reliable buyer, who could not go broke but instead incur very large deficits, created an environment where they could invest in research and development (R&D), knowing that they could generally recoup the costs of their investment, even if this sometimes required creative accounting (e.g., the three hundred-dollar hammer, the twenty five hundred-dollar toilet seat and other excesses). Nevertheless, some positive side effects on the civilian economy ensued from the relationship between the state and military-industrial contactors. Perhaps the most significant was the Internet, which began as a network of interconnected computers among the Pentagon, military contractors and federally funded research laboratories (e.g., Lawrence Livermore in California, Los Alamos in New Mexico, etc.), but whose impact on humankind may yet rival that of the Industrial Revolution. There have been “lesser” spillover effects in satellite technology, consumer electronics (e.g., the microwave oven) and transportation. 

I close this necessarily abbreviated version of American economic history with a familiar refrain: the American state may have decided against state ownership of the means of production very early on, but this does not mean it played no role in the economic development of the country. Quite the country: there are probably few major industries in the U.S. in whose development the state has not played a role. In some industries the state acted as a buyer of goods and services at a time when a private market did not (or could not) exist (commercial aviation, defense), in others it protected local producers from foreign competition (agriculture), in yet others it set the rules so as to level the proverbial playing field and foster competition among private economic actors (there are, for example, laws against insider trading). 

Many of these policies were often crafted, so to speak, on-the-fly; that is to say, they came about in response to specific conditions and were meant to be short-lived, but their unintended consequences went well beyond their original objective(s). Public policy making in the U.S. tends to be reactive, rather than proactive. Also, overt state intervention in the economy in the U.S. has less legitimacy with key elites as well as members of the mass public; consequently, when the state intervenes to, say, protect certain industries, it may do so under different guises, but this does not mean it does not intervene. The rhetorically laissez-faire Reagan administration bailed out the Chrysler Corporation in the early 1980s in the name of protecting American jobs, and on the ground that other countries routinely provided subsidies to their automobile industries, therefore, why could not the U.S. on a temporary basis? But no one who knew how important the state is to economic development should have been fooled: Reagan was continuing a long-standing practice in modern economic history of the state helping key industries.

In summary, the state does not have to own productive assets to have an impact on economic development; it “only” needs to be able to determine who does and how they (assets) are used.  In the case of the U.S., it should be further noted that state institutions were solidly implanted from the very beginning. The U.S. has had one constitution since its founding, U.S. territory has never been occupied by a foreign power (post-1812), government has never been overthrown by force and major reforms, whether in the country’s political institutions or its economy, have taken place incrementally, meaning with minimal disruption of normal activities (a major exception is of course the Civil War). 

For these reasons the U.S. has been a safe place for foreign investment, even when the fiscal policy of the national government has been less than stellar, tending, as it has in the past 25 years, toward large budget deficits. Simply put, thanks to strong state institutions, foreigners have been willing to pour money into the U.S., in the process helping its economic development. Japan invested billions in government-issued securities (bonds) and industrial and commercial assets (Rockefeller Center in New York City) in the 1980s, China has been doing likewise through 2006. By contrast, with their chronic political instability and insecurity, corrupt and incompetent governments, wanting monetary policy and crumbling infrastructure, private capital tends to shun dysfunctional states, unless return on investment is very high and can be quickly repatriated. 

The Role of the State in Soviet Economic History

The former Soviet Union provides another example of the importance of the state in economic development (as well as decline). It adopted the command economy model, which is a state-centered. Unlike the predominantly market model of the U.S., the command model puts the state left, front and center of economic development. The state owned all the industrial assets: the mines, heavy industries, the consumer goods industries, etc. It owned the private services assets: the banks, insurance industries, etc. It owned the social services assets: hospitals, schools, etc.  It owned the land. In the command economy the state does not do away with property rights completely, only private property rights.

The justification for running the Soviet economy on a command model was that the former property rights system was unjust (it created inequality) and wasteful. Communist ideology was anchored in two-interrelated notions: production could be increased and social inequality decreased (and eventually eliminated), thus creating a society of abundance for all. But the real reason may have been that in a command economy the state does not have to behave like a discriminatory monopolist, that is to say, it does not have to assign different property rights to different categories of property owners, which is difficult (and costly) to enforce. In a command economy the state simply takes over all properties. In this way, it does not merely limit itself to making the rules of the game, it enforces them (or should) on itself, since it is also the only player in the game. This duality would prove to be the command economy’s undoing, but that’s anticipating the conclusion before its time.  

From the late 1920s through the 1950s, the former U.S.S.R. recorded some of the highest growth rates in history, but probably as early as the mid-1960s the Soviet economy had lost steam. The Soviet experience would seem to point to the existence of diminishing returns in the command system. State intervention may be salutary up to a point, becoming thereafter deleterious to economic performance. This makes sense, for economic development is a dynamic process, rather than a static endgame. One does not go to bed underdeveloped one night and wake up developed the ensuing morning. To understand the initial success of the former Soviet Union, and its eventual collapse, this is absolutely critical. While I do not subscribe to W.W. Rostow’s mechanistic stages of economic growth, there is something to be said about thinking about economic development in terms of stages (or phases). 

To develop, i.e., to live beyond subsistence, all societies have to produce a surplus. The question is how to produce and use that surplus. Historically, “primitive accumulation” has come from agriculture, especially cash crops. The state can do a fairly good job – good for state makers, not so good for farmers – at sequestering farm output, as the latter tends be legible and predictable in pattern. It may do so through land seizure, forced labor, taxation, all three, or some combination thereof. In societies officially committed to equality, land seizure has the further effect of eliminating rural class stratification. But whatever means the state uses to appropriate rural surplus value does not guarantee increased productivity, which comes from personal incentives and technological innovations, both products of the property rights system. The confiscation of land-based property may provide an initial boost to accumulation, but in country after country this has yet to be sustained beyond one generation (25-30 years in the case of the former Soviet Union).

The surplus generated by agriculture usually goes toward laying the foundations for industrial activity.  From the past right up to the present, successful industrialization has entailed the ability to meet rising demand for power, (rail)road and harbor construction, metal manufacturing, especially steel, and, in the social arena,  large scale movement of people from country to city. A well-organized state can be effective at mobilizing the resources to achieve these ends, most of which favor natural monopolies anyway. 

State planners, for example, can predict fairly accurately that so many kilowatt hours (electricity) will be needed to smelt so much pig iron into iron ore to make X amount of steel during a five-year span. They may then decide that, given water volume in a particular river, a dam will be able to produce the amount of electricity necessary to produce X amount of steel, but only if a steel plant is located within a certain distance of the dam, but not further so power does not have to travel very far and, in the process, “wasted.” In the social arena, the state may offer higher wages to industrial workers than farm workers. It may complement this with housing subsidies and “free” health care and education, to induce people to move from country to city. Indeed, none of these carrot measures may be necessary; the stick of land confiscation may be enough to convince former peasants to become workers.   

In sum, the intelligence of the command economy, and hence its efficacy, is commensurate with the type of industrial activity, as well as the stage of industrialization, involved. The experience of the former Soviet Union suggests that in countries with relatively low capital formation, a small industrial sector, a well-endowed natural base, including a surplus-producing agrarian sector, and, for whatever reason, little chance of direct foreign investment, the state may be effective, albeit at great costs to human lives, at achieving “primitive accumulation” through land and grain seizure and using the proceeds for heavy industry and the military. Stalin transformed one of Europe’s peasant societies into an industrial and military superpower in less than 30 years this way.

There may have been something else at play in the former Soviet Union in the 1920s – and in most developing countries in 2006 – that explains the command economy, or at least provides a rationale to its supporters. In a country spanning many time zones with scores of nationalities and led, still, by a small cadre of party activists, it is not difficult to imagine that Soviet society was in many opaque to Soviet rulers. Given this, as well as the real threat to the country from Western powers and Japan, it made sense to devise a (simple) property right structure that maximized rent to the new ruling elite, at the same time that it reduced transaction costs and fostered economic growth. 

The property rights structure in question was outright state ownership of land and other productive assets, which vitiated the need for the state to devise different property right rules for different property owners and, in so doing, behave like a discriminating monopolist. From the standpoint of any ruler, or for that matter real life capitalist, it is preferable to be a monopolist tout court. Furthermore, during the phase of “extensive development,” when heavy industries and infrastructure needed to be built, the command system, once again with its much simplified property rights structure, may have been appropriate.

The problem in the former Soviet Union was that Soviet leaders never did – some would say never could – make the transition to mass consumer society, or “intensive development.” The intelligence required here does not flow from top-down but from the bottom-up; in other words, it was not of the type provided by state planners but by consumers themselves in a market economy. But since the market, as an institution where private preferences are expressed, had been destroyed, the information normally provided by its pricing system could not be garnered. 

Soviet producers of consumer goods were, in essence, producing in the dark. They did not know what consumers wanted, and did not care to know, since meeting their quotas was more important than meeting consumer demand. Soviet factories could not match their Western counterparts in quantity (hence the shortages for even basic commodities like bread) and quality. In a command economy prices do not provide the necessary signals for producers to enter and exit industry, nor are they connected to quality. 

Somewhere around the mid-1950s, i.e., after the death of Stalin and under Krushchev, the Soviet state should have devised a more complex property rights system, one that simultaneously encouraged economic growth and innovation in the consumer goods sector and allowed maximum revenue to accrue to the state. Again using the language of the New Institutional Economics, it should have ceased to be a pure monopolist and become a discriminating monopolist, by opening the economy to limited privatization and (or) foreign investment.
 This new property rights system would have infused new life into the Soviet economy the way the New Economic Program (NEP) had saved it from collapse in the early 1920s. NEP was, in fact, reincarnated in Gorbachev’s Glasnost and Perestroika in the 1980s, but, alas, by then the Soviet economy had become too sick to recover. Timing in history may not be everything but it is something. 

The Soviet Union disintegrated in part because it did not deliver butter nearly as well as it did guns.  As hinted earlier, the reason had to do with the duality of the state in a command versus a market economy. In the latter, the state assigns property rights, leaving resource allocation decisions to private actors. Ceteris paribus, resources will flow where they are most needed, i.e., where demand is highest, in a market economy, because self-interest-seeking actors will not devote their money and talent to the pursuit of low-return ends. This outcome is less assured in a command economy, where the state makes all allocation decisions, including in the consumer goods sector, but without information about consumer preferences generated by the pricing system. Resource allocation here is purely political, and in the context of the former Soviet Union, more resources tended to accrue to the military (guns) as opposed to consumers (butter).  

Nevertheless, for desperately backward countries in need of rapid industrialization and with limited chance of attracting foreign capital, the state can play an important role in mobilizing the “primitive capital” necessary for “take off,” although in the case of the former Soviet Union it is debatable whether this achievement came at too high a human costs, and whether as an approach it outlived its usefulness.  The problem in the command economy is that while the state can mobilize the factors of production –– land, capital, labor and mines –– to increase growth rates, it has difficulty achieving the same through factor productivity. Growth in a political economy such as this can only occur as long as the factors of production are operating below capacity. Once this is reached, and fear and ideology as incentives to performance are removed, stagnation is very likely to set in, in the absence of a new property rights system.

The third model of economic development is provided by China, and before it, Japan, Taiwan, South Korea and Singapore – in sum, the so-called East Asian tigers. It is extremely revealing that China did in 1979 what the Soviet Union did not do in 1954, and this, I would argue, is largely responsible for the longevity of the Chinese regime. What did China do? Simply put, it made changes in its property rights system that resulted in stratospheric and sustained economic growth rates while denying that it had done so (hence the patently Chinese idiom: socialism with Chinese characteristics). Furthermore, China made those changes without abandoning a key role for the state in the economy and Chinese society. Indeed, the changes may not have been possible without a strong state. 

The Chinese Way: Between Market 

and Command: Dirigisme

China’s approach to economic development is based neither on laissez faire nor command principles; the former suggests that market forces should determine supply and set prices without government “interference,” while the latter connotes the obliteration of markets and their total replacement by the state.
  Instead, the Chinese attempt at economic development is dirigisme with an Asian flavor, meaning that it combines markets and state in ways that are reminiscent of previous developers in the Orient. Because the Chinese experience with economic development is ongoing, it has an intimacy that the other two cases lack. One can literally feel China growing.

Firstly, China has liberalized its agriculture by allowing farmers to keep agrarian surplus value. At the same time, the Chinese state has not granted farmers outright private property rights in land ownership. This has enabled the state to remain a player in agriculture, but new incentives to accumulation by farmers have resulted in significant increases in agricultural productivity. There has been no large-scale famine in China in recent years, historically the bane of the Chinese people. 

Secondly, China has pursued a monetary policy that has kept its currency, the yuan (renimbi), stable; in so doing, Beijing has not followed the usual neoliberal prescription of currency devaluation to stimulate exports. Instead, China has chosen currency stability over competitiveness, by unofficially pegging the yuan to the dollar, and letting its comparative advantage in others areas (labor) take care of exports.  

Thirdly, China has required foreign firms that wish to sell their goods on the Chinese market to build production facilities in China (i.e., firstly factories but secondarily warehouses) so that goods sold to China are actually made, or at least assembled, there. In other words, China has changed its property rights system to attract foreign property owners, but it has done so on its terms. To use a popular Chinese idiom, China has opened its window to the world, not its front door. Without a strong state, none of the aforementioned policy changes could have been made, much less implemented. (There is much more to come on how China has attracted foreign capital and technology in a discussion below on Special Economic Zones.) 

Fourthly, the Chinese government has invested massively in fixed capital, such as hydroelectric dams (e.g., Three Gorges Dam), highways, bridges, airports, civic buildings, and, in Beijing, venues for the 2008 Summer Olympics.  Thus while China has been cutting social spending, it has been increasing infrastructure spending, mitigating somewhat the potentials for civil unrest caused by state abandonment of socialist policies. Also, increasingly the Chinese state is encouraging state-owned companies to invest abroad. Chinese companies are heavily involved in construction and oil exploration in sub-Saharan Africa. China has held back in privatizing its state-owned enterprises, especially banks. 

In summary, even though its role as a direct owner of productive assets is declining, the state in China continues to be an important economic actor.  It would not be too far off to suggest that China has managed to pacify the ghosts of Adam Smith and John Maynard Keynes simultaneously, a feat that perhaps only the wisdom of Confucius could accomplish.

Where industrial policy is concerned, the Chinese have followed in the footsteps of other industrialized Asian countries, namely: Japan and South Korea.  In these countries, as well as Taiwan, Malaysia and Singapore, the state—through credit policies that linked banks to industrial firms  (e.g., chebols in South Korea and zaibatsu in Japan), through trade policies that protected so-called infant industries from foreign competition while encouraging them to increase market shares abroad, and through the muzzling of industrial labor, land reform (e.g., Taiwan) and investment in mass education (everywhere)—has played a key role in economic development.  In sum, developmental states like China’s “intervene actively in the economy in order to guide or promote particular substantive goals (e.g., full employment, export competitiveness, energy self-sufficiency),”
 but do not necessarily own productive assets. 

All developmental states share a commitment by state elites to economic development and strong institutional capacity to implement whatever policy objectives are deemed necessary for the task at hand.  In Japan, the Ministry of International Trade and Industry (MITI), according to Chalmers Johnson, guided and directed the post-World War II boom.
 In Singapore, until the 1960s a small entrepôt economy on an island-state the size of Manhattan (New York City), economic development strategies were conceived in the presidency under the firm hands of Lee Kuan Yu and carried out, in a military-like manner, by a bureaucracy known as much for efficiency as probity (honesty). In South Korea and Taiwan, there were, respectively, the Economic Planning Board and the Council for Economic Planning and Development.  

In other words, development in East Asia was (is) too important to be left to the whims of market forces; the state played an important role not in the owner-ship of productive assets, but in creating an enabling environment in which such assets could be optimally deployed to achieve both comparative and competitive advantage. Nowhere is this clearer than in China’s Special Economic Zones (SEZs), which combine private, mostly foreign capital, with fixed capital provided by the state. Because SEZs were a key –– one might even say indispensable –– part of the Chinese  success  story,  they  deserve extensive coverage here; moreover, by examining the political economy of SEZs in China, it will be possible to ascertain whether similar institutions can be successful elsewhere in the Third World. 

The Political Economy of SEZs

The State Council of China – the highest executive body in the PRC – authorized the creation of the first SEZs in 1979 in the provinces of Guangdong and Fujian. The choice was not entirely coincidental. These provinces were located in China’s southeast coast, a geostrategic area rich in labor resources and a cosmopolitan culture, which shared linguistic and economic ties to overseas Chinese business communities in Hong Kong (then still a British possession), Taiwan, Macao and even Singapore.
 The idea was that rising labor costs in Hong Kong and Taiwan made southeast China attractive to investors seeking to   relocate  without   leaving  the region altogether.  In addition, China could use the experience in the SEZs before deciding whether to extend it to other parts of the country.  The SEZs in Guangdong and Fujian were to serve, in part, as incubators for market reform. 

In Guangdong the SEZs were located in Shenzhen, Zhuhai and Shantou, and in Fujian Province there was one SEZ in Xiamen. (For those unfamiliar with China, the four zones were located either near Hong Kong, Taiwan or Macao).  The SEZs were not the usual free trade zones thrust upon developing countries by donors in the name of trade liberalization; they were more than semi-industrial enclaves where multinational corporations received generous tax breaks in exchange for creating a limited number of jobs with few fringe benefits, and with no visible connection between their activities and the rest of the economy.  Instead, the goal of the SEZs was “to experiment with the development of an outward-looking, market-oriented economic system, and to serve the country as a ‘window’ and a ‘base’ along these lines . . . the rest of the domestic economy could be connected to the outside world through the window, without leaving the door wide open”
 

In other words, the SEZs were laboratories for experimenting with market reforms, which suggest that Chinese leaders were skeptical of embracing  capitalism  without  conditions  and  certainly without any demonstration of its merits and demerits on a limited basis before expanding it to the entire Chinese landmass. Also, the SEZs had another, less heralded, function; they were to showcase the strengths of the market system, so that the rest of the Chinese economy—which was still under the institution of central planning—could learn new managerial and production techniques that would make the state-owned enterprises efficient.  

Even though industrial activities were privileged in the SEZs, agricultural, financial, tourist and R&D ventures were encouraged as well.  More importantly, Chinese state-owned, as well as non-state-owned enterprises, could also set up shop alongside the newly-established, mostly foreign-owned, firms in the SEZs.  All were encouraged to establish linkages with firms outside the SEZs, which facilitated technology transfer and the (limited) integration of the SEZs in China’s overall economy. 

The SEZs were not created out of thin air.  The Chinese government incurred significant startup costs to bring them about.  The SEZs were to be self-standing entities with their own sewer system, electrical power grid, housing stock, health facilities, schools and, of course, factories and storage facilities. The aforementioned are what economists call fixed capital, and almost half of it (48 percent, to be exact) in Shenzhen, the largest SEZ, was provided by Beijing in 1979. State appropriations declined significantly as the SEZs became more mature and capable of attracting private funding (from banks, for example) or could generate internal capital. Given that most SEZs were in economically backward areas of China, although they were also strategically located geographically, it is doubtful that many would have seen the light of day without initial support by the state.  

In 1979 China was not the favorite place for international investors to invest; Latin America and other Asian countries were.  The Chinese state created the conditions for China to attract foreign capital, by injecting state capital into the SEZs.  In addition, the Chinese state issued a set of policies and regulations governing the operations of the SEZs that no doubt facilitated their success.  According to one scholar, “The regulations concerned such matters as equity ratios of foreign investors, the length of contract periods, employment and wages,  land use, corporate and individual income taxes, business regulation, entry and exit procedures, foreign-exchange transactions, technology transfers, patent rights, and visa applications.”
 Simply put, the state specified the property rights rules governing the SEZs, thus facilitating their success, which, in turn, spilled over the rest of the Chinese economy.  

However, China did not simply designate parts of its territory as SEZs and blindly invite foreign investors to come in.  In order to be of benefit to the host country, SEZs and other institutions like them (e.g. Free Trade Zones, FTZs) require transparent and enforceable rules on the following critical issues: whether foreign investors will be allowed to claim sole ownership of their enterprises or form partnership with local entities; whether exported goods and the inputs necessary to make them will be exempt from customs duties; whether foreign investors will be allowed to repatriate some or all of their profits; how much taxes they are to pay to local, regional and central governments; and, finally, whether labor laws will be made flexible so as to permit the firing of unproductive workers or their being laid off during hard times. Again, these are complex issues that require a working state. In China, bureaucratic procedures were streamlined so that the length of time it took for new businesses to be registered and made legal was cut, and foreign investors were put on a “fast track” to obtain the necessary documents (e.g., residency permits). In addition, the state furnished land, labor, factories, storage facilities and raw materials to the SEZs.

Without a doubt, the SEZs have been a success.  They have been the conduits for capital inflow to China.  They have also created jobs and increased China’s foreign trade.
  In recent years China has given incentives to Chinese émigrés to return home and set up private enterprises. These incubator firms, mostly in the high tech sector, are allowed access to government-backed loans by China’s banks.  Thus, capital formation in China, although still overwhelmingly of foreign origin, is becoming increasingly Chinese, thanks to the Chinese state. 

Foreign capital has also poured into China since 1979 because of low wages. China’s huge population creates an “unlimited supply of labor,” which has helped to moderate upward pressure on wages, as Sir Arthur Lewis posited sometime ago.
 But cheap labor alone is never a sufficient reason for direct foreign investment (DFI) to pour into a country. The investment climate, level of political (in)stability, quality of public infrastructure, transparency of property rights laws and consistency with which they are enforced, degree of corruption, etc., all have an impact on foreign investment. Until recently, India, the world’s second most populist country, where the supply of labor would be expected to be almost as “unlimited” as China, attracted relatively little foreign investment.  (One may also point out –– on a less happy note –– that independent labor unions are not allowed in China, which helps keep wages and other benefits of collective bargaining low.)

An investigation into the history of direct foreign investment in modern China suggests that (low) labor cost was (is) the decisive sectors only in certain labor-intensive industries such as textiles, clothes manufacturing, footwear and portable consumer electronics (e.g., radios, telephones, low-end cameras, etc.). In the 1990s foreign capital started to pour into the high-end, value-added, industries–– e.g., computers, automobiles and aircraft spare parts –– of China as well.  This was not the result of the invisible hand of the market working its magic; instead, it was due to the Chinese central government policy that required multinational firms wishing to sell their goods to China to set up shop in China, either in the SEZs or newly-created industrial parks. In this way, China was able to leapfrog from a producer of low-end consumer goods, which it still churns out and exports, to a producer of high-end manufactured goods. Currently, the Chinese state is investing massively in higher education, so as to upgrade the Chinese workforce and prepare it for what is likely to be the next phase in China’s development: a post-industrial, service-based economy.

The importance of the state to the success of China cannot be overemphasized.  Beginning in 1979, the Chinese state opened China to the world in the economic sphere in a way it had not been for years, but it did so largely on its own terms. What made this work, ultimately, was China’s political unity, a state project to which Mao Zedong had contributed immeasurably. Without Mao’s strengthening of the Chinese state, and without the independent course he set in foreign policy from both the former Soviet Union and the United States, Deng’s economic reforms, which required the firm guiding hand of the state, could not have been carried out, or might well have experienced the dénouement of perestroika (economic restructuring) in the former Soviet Union. 

The historical facts speak for themselves.  From the late 19th century through 1949 China was the doormat of Western powers and Japan. Only her immense size and population, and disagreements among the imperialist powers, prevented her outright conquest.  After 1949, China “stood up.” Deng’s success, then, rested on the shoulders of the teeming millions of Chinese peasants, workers and students who were mobilized by Mao Zedong. Deng Xiaoping brought economic transformation to China but his accomplishment would not have been possible without Mao Zedong’s state making efforts. But even if Deng’s reforms are judged on their own terms, it cannot be said, as we have tried to show, that they took (or would have taken) place without the state. The decision to reward peasants by allowing them to keep surplus production, the informal pegging of the yuan to the dollar, state investment in infrastructure, the SEZs, the recent push into high technology, including space technology, etc. –– are state-led efforts inspired by similar actions by previous success stories near (Japan) and far (U.S.). Ironically, many of China’s dirigiste policies were (are) adopted in “defiance of the Washington consensus,” or market liberalism, but have nevertheless worked.
 

One could point to the decentralization of decision making carried out under Deng to dismiss the centrality of the Chinese state to economic development, but this would show more misunderstanding of decentralization than refutation of the argument. Under Deng regional leaders were given a much greater say in China’s economic affairs, and local officials who had distinguished themselves as reformers (e.g., Jiang Ziming) were brought to Beijing to continue Deng’s reforms.  Thus, in China regional leaders have the power to attract foreign and domestic investment to their fiefs without diktats from Beijing. But, as any public administration student would know, decentralization can only be effective in a context of previous experience with centralization. In other words, decentralization in the absence of a strong (centralized) state can only lead to anarchy. No student of China should doubt that Beijing would crack down on regional leaders if it thought their actions antithetical to the “national interest.”

Green Ripper and Octopus

The treatise on the economic history of the United States, the former Soviet Union and China was meant to underscore a much larger point: there has never been a country that was poor and became rich without a viable state, although one can find plenty of evidence pointing the other way (i.e., countries that were rich but became poor after their state had collapsed –– e.g., Haiti). It has not mattered which economic model, or ideology, countries have adopted –– so-called free-market capitalism, the command system or dirigisme –– the state has played a key, although varying, role in all three. This suggests that a working state is a sine qua non for economic development, no matter the exact role the state may arrogate itself: whether as a direct owner of productive assets or a regulator of their private use. 

What the three examples show is that the state can use its power to create the conditions for “primitive capital accumulation.” Even in the United States, the self-appointed promoter and defender of the market economy, the state had a preeminent role in economic development. Economic history also demonstrates that, generally speaking, economic development has preceded democracy. Authoritarian, but developmental, states are better suited than democratic ones to usher in the transformation of society from one mode of production to another. This is because economic change is often destabilizing, unpopular and uncertain in its outcomes, therefore requiring the firm guidance of the state rather the emotion of public opinion. 

What then is the basis for the state’s importance in development, in other words, whence comes its omnipotence? Ultimately, the state draws its power from one source: its control over the means of violence, whose application leads to the two ends that most humans fear most: pain and death. Any organization that can inflict, or protect against having inflicted, upon us pain and death can also extract from us almost anything price for the avoidance of these ills. This explains why religious organizations have been such effective competitors to the state, even though their supposed ability (to impose pain and death) is now, for the most part, confined to the hereafter. The lack of immediacy of their ostensible power has not reduced the latter’s potency. The living is averse to pain and death even after pain and death –– hence the state as earthly Green Ripper!

The connection between the state and (under) development should be clear to the reader by now. Because of what Gianfranco Poggi calls the “paramountcy” of state power, the state can engage in a wide range of actions that can either provide incentives to economic development or its observe. Furthermore, because economic development is dynamic, while the state is generally not, interventions that may be salutary to development in the short run may turn out to be detrimental in the long run.  

The universe of state actions is as varied as the latter’s impact on development. States can declare all assets “public” and take over their ownership; they can keep some assets in the public domain (i.e., under their control) while allowing others to be privately owned; finally, they can leave practically all assets in private hands but (a) redistribute their returns to non-owners through taxation and (b) regulate their use. Each of these decisions has consequences for the economy, as they provide different incentives to performance. 

Complete state ownership of the means of production may provide the “primitive capital” pool necessary to launch heavy industrialization but impede the transition to a high mass consumption economy. A mixed economy may insure public control over some assets but which ones? A market economy may allocate resources based on ability to pay but not social needs, which may lead to waste. Furthermore, real practitioners of the market economy prefer monopoly and oligopoly to competition; they may collude to erect barriers to entry that stifle the innovative spirit of competitive capitalism. At the end of the day, all economic systems are underwritten by property rights laws defined and enforced by the state. The connection of the state to (under)development is nothing less than its ability to stimulate (or dampen) incentives to growth in the productive forces through the crafting and enforcement of property rights.

However, it would be erroneous to attribute state power entirely to the ability to coerce. This may be ultimately the basis of state power, its trump card, as it were, but states do not govern by force alone. They also govern by ideology, or what Gramsci calls hegemony. Other tentacles of the state practically run through all the areas that affect economic activities: health, education, environment, population control, infrastructure, communications, information, et cetera. Even if the states chooses not to be a provider of any of these social goods, there is likely to be demand for state regulation of their private delivery (because of market failure) No other organization, including here religious organizations, is as ubiquitous. This octopus-like feature of the state also explains its importance to (under)development.  Rightly or wrongly, there are not too many areas in modern life that are beyond the purview of the state, even in the most liberal (pro-free market) political economy. 

“Re-imaging” the State

Until now I have emphasized the functional dimensions of state making, and this shall remain largely the orientation throughout the book, even though there are other ways of thinking about the state (e.g., in terms of social contract theory). The reader deserves an explanation. This book is about how a failed state underdeveloped a country. For the argument to be proven, the state cannot remain an abstraction. The book has to explain what a state is by identifying what it does, as well as demonstrate that what a state does or does not do matter. In sum, an examination of the salient functions of the state (a) opens the way for understanding the failed state, and (b) brings the linkage between state failure and underdevelopment in sharp focus. Discussing the state any other way would make these accomplishments much harder to realize. 

However necessary for the task at hand, a purely functional discussion of the state, I admit, is insufficient. How the state is organized is almost as important as what it does. States fail in both function and space (i.e., form). States are organized bureaucratically, that is to say, according to these principles: specialization, hierarchy, meritocracy, and impersonalism. This way of structuring the state has been explored extensively in the literature and will not be the object of detailed attention here. Instead, I will focus on the macro-dimension of state organization. This exercise will permit the reader to literally visualize the failed state, as well as understand the social manifestations of state failure. 

The state is a centralized authority that wields power over a large area and group of people. (The key word here is centralized.) It follows that state power is always relational, specifically: there is a center and a periphery.
 The center is symbolically represented by a capital city, which plays host to the penultimate public authorities, who are called by various names: central government, national government, federal government, etc. In some cases (e.g., Abuja in Nigeria and Dodoma in Tanzania), centralized authority is seated literally in the middle of the territory. The periphery then is anything – be it authority structure or physical area  – outside of the central government. Unlike the center, the periphery is atomized, hence it has many constituent parts with just as many names: region, province, state, department, chieftaincy, city, county, village, countryside, hinterland, etc.

Based on the description of the organization of state power provided above, one may “image” the state in concentric and electrical terms, whereby state power starts at the center and radiates out to the periphery, with the sum-total of centralized and peripheral power making up what James C. Scott called the power grid of the state.
 Concretely, this consists of the coercive apparatus (the various branches of the armed forces, police, militia), the legal apparatus responsible for determining when coercion shall be applied (legislatures, courts, prisons), the extractive apparatus (tax collectors, customs agents) and the service delivery/regulatory apparatus that is usually attached to the executive and divided among the many agencies of the public administration (public works, education, health, environmental protection, etc.).

Depending on specific institutional arrangements (e.g., whether the state is a unitary as opposed to a federal one), which are themselves often the product of the historical circumstances surrounding state formation and the kind of compromises that had to be made by state founders, peripheral power may be extremely dependent on centralized power, being essentially little more than its extension, or it may have some independence to the point where it is seen as more countervailing to centralized power than as its agent. 

No matter, even in those circumstances where peripheral authority has some autonomy, it is expected that the basic functions of statecraft – order maintenance and war making – are ultimately the responsibilities of centralized authority, even if in the interim, some aspects of these are devolved. At the end of the day, it is a question of when centralized authority becomes involved in the affairs of state, not whether they should. Still, dividing state power between a core and a periphery and “imaging” it as a grid is a useful exercise for reasons that will become clear momentarily. 

What then is the failed state? Simply put, it is a state that is wanting in function(s) as well as space (form). We shall discuss these in turn, using, once again, Max Weber, whose work is remarkably relevant to the topic, in spite of the passage of time.

Weber and the Failed State

For Weber, the failed state would be one in which “these basic functions (enactment of law, internal order maintenance or policing, justice, social goods delivery and war making) are either totally lacking, or they lack any form of rational order. They are performed, instead, by amorphous ad hoc groups, or they are distributed among a variety of groups, such as the household, the kinship group, the neighborhood associations formed for some specific purpose. Furthermore, private association enters domains of action which we are used to regard exclusively as the sphere of political associations (states).”

The above is as good a description of the failed state as ever provided, only its idiom needs updating. The failed state cannot perform the basic functions of statehood, namely: internal order maintenance and war making. It cannot extract effectively, because of the opacity of the economy, which may have ceased to exist as a cohesive sector operating within the law, but instead functions in the shadowy world of informal transactions characterized by cash-only, insecure property rights, counterfeiting and other forms of cheating and violence. It cannot deliver social goods, the softer underbelly of modern statecraft, such as public health, education, income transfers, roads and clean air. 

In sum, the failed state does not work, specifically, it cannot do the following: maintain internal order, protect its territory against external foes, tax, and provide public goods. If these functions are performed, “they lack any form of rational order.” What Weber means here is that they are undertaken by non-state actors, such as warlords and religious brotherhoods, and are no longer the exclusive domains of the monopolistic state. The failed state, then, is one that operates under conditions of competition, or, as Douglas North puts it, one whose services can be provided by rivals. These may be other states, as well as individuals and groups within the state’s own borders.
 The reality of the failed state must be presented with franc parler (speaking frankly). Below is a catalog of the ills of the failed state and their connection to underdevelopment, in the same way that we tried to show the connection between the state and development above. What does it mean to have (or to be) a failed state? 

The primary manifestation of state failure is the breakdown of political order, which need not mean complete anarchy (lack of government) but certainly means “governments simply do not [cannot] govern.”
 Thus when states fail, violence, which may have been contained inside the institutions of the state most closely connected to its application (i.e., the armed forces, the police, militias, prisons), now breaks out everywhere, as each group becomes responsible for the security of its members rather than entrusting it to an overarching authority. This is akin to the content of a boiling pot spilling over once the lid has been lifted. The “democratization” of violence leads to an explosion in the number of people with access to firearms. In many cases, children are not spared; in fact, some modern-day warlords (e.g., Charles Taylor in Liberia) seem to have a preference for so-called child-soldiers: they are younger and more mobile than adults, thus especially adroit at hit-and-run warfare, and, when “properly” indoctrinated, have fewer qualms about killing.
 

The violence occasioned by state failure not only creates its own culture – one of crime -- it even has its own esthetic, especially in the urban areas: sumptuous villas are hidden behind wrought-iron gates and high walls adorned with barbed wires or broken bottles, complemented, for the very rich, by electronic surveillance systems and private security guards.  Of course, wherever there is violence and crime, there is also a psychology, as Frantz Fanon pointed out in the context of colonialism. That of the failed state is fear and its handmaiden: desperation. 

As society descends into the Heart of Darkness, collective paranoia sets in, reflecting perhaps a rise in the incidence of mental illness (or stress). In addition, there may well be a connection between HIV/AIDS and the failed state: not only public health systems may be so degraded as to make even the delivery of the most basic of services impossible (HIV/AIDS education), but conditions in the failed state may create the kind of nihilism that makes risky sexual behavior seems less so in comparison to the daily grind of a life that has become nasty, brutish and, for many, short (better enjoy it while you can). AIDS was reported earlier in these failed states than most: Haiti and Congo (formerly Zaire). Coincidence? Perhaps, perhaps not. 

Desperation takes the form of physical and spiritual flight. The former is patently familiar: refugee flows (internal and external); the latter is more interesting but much less studied. Millenarian movements, typically of the Protestant variety, promising a return to some golden age, or an end to the dark one being experienced, mushroom. The attraction here does not lie solely in the fact that these Utopian movements propose easy solutions to a complex problem, but inasmuch as they provide earthly social services and are connected to sister organizations in richer countries, they become effective outlets for the avoidance of some of the worse effects of the failed state, which in many cases means a ticket out for the most zealous of native converts. 

When states fail, the economy is one of its most important casualties. State failure almost always accompanies economic collapse. This book goes further: the failed state causes underdevelopment or poverty. This is because the state is the agency responsible for defining property and its value and protecting property rights. In sum, the state plays an important role in capital accumulation. When it is no longer able to do so, property owners are likely to vote with their feet, since they cannot maintain the property they own much less accumulate further property. An example of how this can occur is in the area of monetary policy. 

In any market economy money is not only a medium of exchange, but a store of value.  Since most property is valued in money, which the state is responsible for printing and minting (M1), it follows that the state is (in)directly responsible for the value of property. The state also regulates financial institutions (i.e., banks) in many countries, thus giving it access to the types of “money” (M2 and M3) it does not issue. In failed states confidence in the state’s monetary policy, and hence its currency, vanishes. This affects everything negatively: inflation, wages, credit, business investment, production, employment, trade, – in sum, the economy.

When states fail, environmental degradation intensifies. This is so for at least two reasons. Firstly, the state is no longer able to police the commons (forests, lakes, rivers, mountains), as a result, people who wish to strip them of their assets for timber, exotic animals, fish and minerals have a freer hand than might otherwise be the case if these areas were effectively policed. Impunity tends to exacerbate the frequency and intensity of felonious behavior. Secondly, as stated in the last paragraph, economic collapse always follows in the heel of the failed state. 

When the state is no longer able to (a) protect person and (b) property, the incapacity cripples the economy, investors flee the scene in the face of uncertainty, unemployment rises and the kind of interaction between forward and backward-linkage industries ceases to exist. The economy eventually atrophies to sheer survival, characterized by smuggling and hawking in the urban areas and subsistence agriculture in the countryside. In other words, in the failed state, there is a return to the state of nature, where there is greater dependence on the flora and the fauna, which, combined with population growth, intensifies their depletion. 

When states fail, they are no longer able to broadcast capacity in war making—i.e., convey to fellow states that they can they repel attacks against their territory. The state’s territory then becomes easy prey for competing states and (or) internal rivals (e.g., warlords). But the inability of a state to engage in war making does not necessarily mean that its territory will be in immediate danger of capture by other states. Since 1948, the year the United Nations was founded, international law and norms have been very effective in preventing the collapse of state through naked aggression. 

The invasion of Kuwait by Iraq under Saddam Hussein in 1990 may have engendered the opprobrium of the “international community” precisely because it seemed so anachronistic, passé, against what had largely become international norm, if not to say law. The Americans may have had such a tough time putting together a real coalition in 2003 to overthrow their old nemesis (Saddam Hussein) for the same reason: the “international community” does not like having one member state unilaterally, and without justifiable and transparent reasons, violating the territory of another. That the U.S. did so anyway is a function of the balance of power in the world, which is in its favor, but even then, U.S. leaders found it necessary to coral a spurious coalition, to give the appearance of compliance with international norms. 

Absorption or annexation is not “in” in international politics, but this is not to say that, where failed states are concerned, respect for the inviolability of their territory has always been maintained. Actions have been taken short of annexation aimed at taking advantage of states that lack the capacity for war making (hence for protecting their territory). A neighbor that covets a failed state’s territory may choose to subcontract annexation (because of international criticism, the high cost of outright occupation, the administrative and military weaknesses of the coveting state) to a warlord (or warlords) rather than launch a military venture itself. The subcontractor is then expected to allow the sponsoring state to engage in the stripping of the assets of the collapsed state. 

Much of what has been happening in Congo and Sierra Leone fits this description, with Uganda and Rwanda benefiting from the collapse of the former and Liberia from that of the latter. Rwanda also shows that failed states of the collapsed variety do not remain in the abyss forever. In less than five years Rwanda changed from a collapsed state to a fairly strong (if also authoritarian) state with predatory inclination toward its much bigger but weaker neighbor: Congo.  

Contemporary warlords are not always political, unlike many of those of yesteryear. They do not always have an agenda aimed at creating, say, a new state (secession), achieving greater representation for their home regions in the existing political dispensation (through decentralization, federalism, etc.), or ushering in so-called regime change by marching on the capital city. They may simply be smugglers and narco-traffickers seeking safe haven for activities that may be nefarious at first, but end up unrecognizable from legitimate transactions by entrepreneurs, because both use the same networks (réseaux).

In brief, the loss of formal sovereignty and territorial integrity is not, as stated previously, the only sign of state failure. Others include: lawlessness, which is a reflection of the emasculation of the justice system and, more generally, of the state’s inability, to achieve compliance with its rules; political instability, as shown, once again, in frequent, often violent, changes in the executive (coup d’état); legislative paralysis; bureaucratic inertia; collapse of the formal economy, as evidenced by steep decline in national production; currency implosion; fragmentation of the state among warlords; savage exploitation of natural resources, including the fauna, often by foreign nationals sanctioned by their state; widespread smuggling in endangered species and precious gemstones; human trafficking, including of children and organs; refugee flows; the proliferation of secular Non-Governmental Organizations (NGOs) and other (un)civil society institutions; the rise of religious, generally Millenarian, movements (in Latin America and the Caribbean, typically of the Pentecostal variety) promising a return to El Dorado; and ultimately international (often UN) peacekeepers. 

Having described in depressing, and nearly exhaustive, details what the failed state looks like in functions (or malfunctions), I would now like to “image” it in form, using the concentric and electrical metaphor employed earlier. Failed states are those whose power grids have experienced frequent, sustained and massive breakdown, such that state authorities are no longer able to project real power. This inability is usually experienced first in the periphery. Its manifestations are these: porous borders and coastlines, because of the absence or border and coastguards; lawlessness, because of the breakdown of civil administration; tax evasion, due to the absence of tax collectors or their corruption; the reorientation of economic activities toward neighboring states and its concomitant: the cessation of the national currency as the medium exchange; and, above all, violence, as groups step in to fill the void left by state failure. As state decay accelerates, these manifestations may become evident in the physical center (i.e., the capital city). 

It is even possible to combine functions and form to picture the failed state. If one assumes that essential state functions are to maintain internal order and protect territory and people from external aggression (war making), and if one assumes further that state power in the performance of these tasks is organized in a grid, with a core and a periphery, then there are several possible ways in which state failure can occur. Failed states should be thought of as existing along a continuum, on which they do not remain stationary but move from one point to another. In other words, states slide in and out of particular kinds of failure. Thus there is no one-size-fits-all solution to “rescuing” failed states. For these reasons, it is important that the failed state is explored in all of its pathologies. 

In the next section I (re)construct a taxonomy of the failed state based on work I did nearly a decade ago. For the sake of economy, the following acronyms shall be used: OM (for order maintenance), WM (for war making), C (for core) and P (for periphery)

Scenario I:

The state does not achieve OM and WM in C and P. State failure here may be said to be complete and the state itself may be deemed anarchic.

Consequences:

De facto partition of the state’s territory among local warlords. Infiltration by trans-state actors, (e.g., narcotics traffickers, human and natural resource smugglers).  Possible absorption of further territory by rival states. Breakdown of the economy into one of smuggling and bartering. Development is most unlikely here. 

Scenario II:

The state does not achieve OM and WM in P but achieve them in C. State failure  is partial, since state power can be projected in certain areas (i.e., those close to where state assets are deployed, typically the capital city). The state here may be said to be rump, atrophied, down but not out (as in Scenario I).

Consequences:

Widespread lawlessness in P, but not necessarily formal breakdown of state authority. This outcome is very possible, where there are groups with pro-secession sentiments in P, who may feel that, given the state’s weakness, the time for a formal exit may be right. Development is unlikely here, and to extent it occurs, it will be fragmented. Some parts of the economy may, in fact, be reoriented toward that of another state (e.g., the official currency may no longer be the accepted medium of exchange in P; cash crops produced in P may be smuggled to neighboring countries). Hence it is possible to have limited development in some failed states, but more than likely it will not be under centralized authority control.

Scenario III:

The state achieves OM in C and P but not WM in C and P. This is a situation where the state deploys all of its coercive powers against its own citizens. There may be a standing army, whose capacity is, technically, in WM, but its real duty is repression of the population. Rulers who think they may be in danger of being overthrown, and have scant resources to work with, will tend to “invest” the latter in areas that will most immediately shore up their power (OM). 

Consequences: 

There is widespread human rights abuse. This type of failed state, which rules but does govern, may be deemed tyrannical. It is also extremely predatory. Development is unlikely here, inasmuch as the behavior of state officials tends to be highly erratic. The state is not interested in enforcing property rights; it may even move against property if it feels threatened by it. Although tyranny tends to be short-lived as a regime type, it is not necessarily ephemeral. Because it lacks WM capacity, this type of state is vulnerable to external pressure. 

Scenario IV

The state achieves WM in C and P but not OM in C and P. This scenario is somewhat rare but has occurred (e.g., in Ethiopia under Mengistu and much of Eastern Europe shortly before of the fall of the Berlin Wall). It is typically a pre-revolutionary situation where the state remains theoretically strong enough to defend its territory against external enemies but has lost so much of its internal legitimacy that it is unable to maintain order, which always requires a combination of coercion and consent. 

In principle, the state can turn WM into OM but only to a limited extent (i.e., to the extent that it is willing to use overwhelming force against its own citizens, which threaten to isolate it from them even further). Furthermore, WM is characterized by what Oliver Williamson calls “asset specificity,” which limits its application in the domestic realm (battleground skills and equipment are different from those required for policing, as the Americans are finding out in Baghdad). The fall of Leninist regimes in Eastern Europe, and eventually the former Soviet Union, took so many by surprise, including the best intelligence agencies in the West, because they looked so menacing from a WM standpoint. It was not realized how decayed these states had become internally, and, therefore, how vulnerable they were to the slightest popular pressure. 

Consequences:

The state is vulnerable to collapse here, but this is likely to come from within. Unable to maintain internal order, it cannot effect development either. The formal economy may have, in fact, ceased to exist, while the informal economy of barter, smuggling and counterfeiting thrives (e.g., so-called Goulash capitalism in Hungary in the 1980s). In states that are heavily militarized the collapse of the formal economy, in addition to that of the state, is most dangerous, as it entails the trafficking not only of consumer goods but also dangerous “commodities,” such as nuclear materials, firearms, explosives, toxic waste, even mercenaries, etc. 

Toward Conceptual Clarity

The scenarios and outcomes depicted above, which are not exhaustive, should make it readily apparent that there are differences among failed states. This is why scholars must be very careful when using the concept. We have been much too cavalier in our terminologies, which we think we all agree mean the same thing, when no such consensus exists. I shall try below to dissipate some of the cloud of  confusion in the literature, which stems, once again, from the proliferation of interchangeable terminologies. Thereafter, I attempt what I think is a straightforward, less confusing and more analytically useful, definition of the failed state.

It is a mistake to use collapsed and failed states interchangeably. Most analysts would probably understand collapsed states to mean those with no centralized authority (Scenario I), which is not the case in most failed states. Most failed states have at least nominal centralized authority, which exercises real power sometimes and in some (limited) parts (e.g., the capital city) of their territory. Simply put, a collapsed state is, ipso facto, a failed state, but not all failed states are collapsed states. 

The equation of the predatory state to the failed state is unsatisfactory, because, to the extent that all states extract, they are predatory. Predation, therefore, is a general attribute of states, not a specific attribute of failed states. Whatever adjective scholars use to describe states that, in essence, do not work, it has to be “unique” to such states. Unless it can be shown that failed states practice predation in ways that are fundamentally different from predation in non-failed states, the interchangeability remains problematic. 

The label weak is objectionable on the same idiomatic ground (generality), and more. A failed state is obviously a weak state but weakness here is simply too broad a concept to be useful. Does the state have to be “weak” in WM and OM, or just one? Does it have to be “weak” in C and P, or just one? What mix of shortcomings need there be before a state can be deemed a weak or failed state? Does the source of the state’s weakness matter? For example, what if the state is “weak” by law but not in capacity, in other words, what if it is unwilling but able? Japan, for example, has a pacifist constitution, which legally limits its WM and makes its dependent upon the U.S. for its security, but no one would suggest that Japan lacks the capacity to put together a first-rate, nuclear army, or that it is a failed state. 

The watchdog organization Transparency International has done much to highlight corruption worldwide, although it has also been selective in its definition, which tends to limit the occurrence of the phenomenon to the South.  Its success may be somewhat responsible for equating failed states with “kleptocracy,” by which authors mean states whose officials are extremely corrupt. The problem with this label is that rampant corruption may be debilitating to states in the long run (when we will all be dead anyway), but states can maintain the basic functions of statehood even in the face of corruption. Indonesia under Suharto was not exactly a paragon of ethical public administration, neither are Russia and China at the moment. 

Some degree of corruption may in fact be “good” for development, inasmuch as it may help overcome bureaucratic inertia and speed up transactions.
 If states do what they are supposed to do (maintain order, protect their territory and oversee development), even when their leaders steal a lot, surely they cannot be called failed states; they are corrupt but not failed states. They can (or should) only be so label when they are unable to perform state making tasks. Again, if states are not meant to be sparkling clean, they cannot be called failed states when they are not sparkling clean.

As for the acronym LICUS (low-income countries under stress), perhaps only an organization (the World Bank) accustomed to the fine point of diplomacy could have come up with it. It is cute and undoubtedly non-offensive, but unambiguous it is not.  Low income is clear enough. It refers to countries whose per capita GDP is at or below some threshold,
 but what on earth is under stress? What kind of stress –– political, social, economic, military? How should stress be measured? What about low-income countries (LICs) that are not “under stress” (US), are they or are they not failed states? From a policy standpoint, do LICs have to wait until they become LICUS, before receiving Bank and other assistance?

Students of the failed state should follow one simple rule: when in doubt, return to the basics, which (for this author) means rereading Max Weber. The failed state is one in which “these basic functions (enactment of law, internal order maintenance or policing, justice, social goods delivery and war making) are either totally lacking, or they lack any form of rational order. They are performed, instead, by amorphous ad hoc groups, or they are distributed among a variety of groups, such as the household, the kinship group, the neighborhood associations formed for some specific purpose. Furthermore, private association enters domains of action which we are used to regard exclusively as the sphere of political associations (states).”

So, once again, what are failed states? Basically, they are states that cannot maintain internal order (OM) and protect against external foes (WM), but since most states may be able to do one but not the other somewhere on their territory, at least some of the time, failed states in reality are not monolithic; rather, they cover a continuum. On one end, are those states that have collapsed completely, leaving in their wake, as evidence of their former (and future) existence, an internationally recognized territory with well-defined boundaries. Such states may properly be called anarchic; they are very limited in number (1) as of the time of writing. 

That the territory of the anarchic state has not been partitioned by adjoining states speaks to the resilience of the post-World War II, UN-based order. If Somalia lacked centralized authority in 2006, it is surely not for the lack of trying by some Somalis and non-Somalis (e.g., Kenyans), who in an earlier time might be glad to see Somalia’s collapse. It is not out of the question that Somalia could be something other than an anarchic state, thanks to ongoing efforts (unsuccessful thus far) to achieve just such an outcome.

On the opposite end of the continuum are those states that have the (overt) ability to project OM and WM capacity all over their territory, but these states, in fact, have so little legitimacy that they are susceptible to collapse under pressure from within the ruling elite (as when a coup d’état occurs) and without (as when there is popular insurrection). Such states will often not exhibit the symptoms of state failure until their collapse is imminent or has in fact taken place. Viewed from this angle, the states of Eastern Europe, pre-1989, were failed states, inasmuch as, as we argued earlier, real-existing state power evinces a mixture of authority and legitimacy (or force and consent), which these states did not; furthermore, these states did not stand on their own, but were instead propped by the former Soviet Union.
 There is no denying, however, that they did look menacing both to their citizens and outsiders. They were, in other words, leviathans with fee of clay. 

Again, what states on either end of the continuum, and every point in between, have in common is an inability to project real power in the two areas that define state making. We are embracing, then, a minimalist conception of the failed state, an “ideal type” based on the more or less universal tasks of order maintenance and war making. But state inability in these areas probably means inability in others. Hence, failure at order maintenance and war making is an extremely good proxy of overall state failure. (A state that cannot pacify its citizens probably cannot tax them either.)  This is the real advantage of the conception of the failed state adopted here. It is not necessary to canvass the entire tableau to image the landscape. 
Theorizing the Failed State

One challenge that has bedeviled state makers and their retainers since time immemorial has been how to effectively rule large groups of people and protect large swaths of territory from afar, given the constraint imposed by military and transportation technology. In the early states, rulers did this by regularly visiting their realm. If the ruler was personally around, especially if he (and it was generally a he), was feared, the chances of internal disorder or external attacks were reduced. In these patrimonial states, the influence of the ruler on peace and order is not dissimilar to that of the authoritarian father in the family setting. “In particular the German monarchs of the Middle Ages moved about almost constantly, and not merely because inadequate transportation compelled them to consume on the spot the supplies provided by the various domains…The decisive fact was that only their continually renewed personal presence maintained their authority over their subjects.”
 

This practice, i.e., the roving state personified in the ruler, continued right through the early part of the 20th century in some African colonies (e.g., Nigeria) where colonial officials, to project the reality of colonialism, made the rounds hoisted literally on the shoulders of chosen natives. The direct broadcasting of power by the ruler is not feasible in contemporary states, even the smallest ones, for many reasons, not least the complexity of modern government. And therein lies one of the ever-present threats to the state: internal disorder. 

Since the ruler, as the embodiment of state power, cannot be everywhere at once, nor can he do everything himself, how does he project power in areas where he is neither physically present nor technically competent? The next best thing (in reality, the only thing) to direct broadcasting of authority is its delegation to subalterns, especially those who hold coercive power. Obviously, the efficacy of this strategy depends in part on the size of the institutions to which power is being devolved, namely: the police force, the armed forces (which are used for policing purposes in many countries), the national militia (if there is one) the legal and punitive infrastructure (judges, public prosecutors, bailiffs, prisons and prison guards, etc.) and the civil administration. 

Size determines whether the so-called forces of law and order can be readily and credibly deployed all over the realm.
 But there is more to it than that, such as the quality of the personnel who make up the coercive apparatus and the extent of their loyalty to the ruler.  A key question in politics always is: Can those with guns be made to obey the orders of those without, especially when the former are away from the latter? The affirmative answer to this question is surely one of the most significant achievements in the history of human organization. For if the ruler can safely delegate authority to those who are far away from his sight and who, at least in theory, can ignore his authority and even take it away from him, his physical presence in the realm is not needed. Again returning to the electricity generation metaphor, the security of the main power source is assured and the sub-stations can go on humming. 

If, on the other hand, the ruler cannot be reasonably certain of the security of his power, he will keep the generators (meaning here coercive instruments) of state power to himself, for deploying them beyond the main power base (or core) is likely to create independent power centers or “sub-stations,” which could eventually pose a threat to his rule. However, this strategy is not without risk either, for the core can become overloaded and implode.
 There may be too many ambitious men close enough to the pinnacle of power to resist the temptation of its occupation. Even in the absence of an elite-led event, such as a palace coup, minor ones can occur with catastrophic consequences. Rulers always want to have enough guns and close associates nearby to protect themselves and their regime, but not so many as to allow any disgruntled subaltern to become an overnight hero.

A key reason why states fail is that they become overextended, that is to say, the capacity of centralized authority to deploy force is outweighed either by the size of the population to be policed, that of the territory to be protected, or both. This is why state borders in some parts of pre-colonial Africa tended to coincide with how far troops could be deployed. In Ashantiland (Ghana), if the Asantehene (King) could not protect you, you were not one of its subjects. Elsewhere in pre-colonial Africa, Africans who did not want to be claimed by states (and pay taxes) often moved to where they could not be reached.
 This is where colonialism, or imperialism of raison d’état (discussed much more extensively later), did its greatest damage. It profoundly altered an organic process, which, left to follow its “natural” course might have produced different outcomes, among them states whose capability match their territorial size and institutions meet the broad approval of their citizens (legitimacy). 

Theorists of the overextension thesis, however, tend to assume that the phenomenon occurs because of miscalculation by state makers.  In other words, overextension is often considered one of the casualties of “empire making,” whereby the marginal costs of expansion, i.e., of maintaining armies and civil servants in new territories and pacifying new subjects, outweigh the marginal benefits.  We think that overextension does not necessarily stem from territorial expansion; in other words, states do not always fail when their periphery is too big for them to police and defend against external attacks. Overextension may also be the result of atrophy at the core or center. 

States, it should be very apparent to the reader by now, are the results of human agency. State makers make decisions about where the deployment of power is likely to be most efficacious from the standpoint of their own survival and, more generally, that of their state. Where resources are extremely limited and state makers have to decide where to project power, they will tend to do so in a manner that insures their own survival over their state’s. More concretely, key OM and WM assets will be (re)deployed closer to where the ruler can personally oversee their use. In this way, “overextension” occurs, not without irony, by contraction or atrophy rather than expansion.
 Here it is also supply-driven. Such an outcome is likely when (a) resources are scarce, (b) power is insecure (because of division among members of the state elite), and (c) the civil administration is insufficiently bureaucratized (legal-rational), which requires its close supervision by the ruler.  

Overextension can also be demand-driven or society-centered. That is to say, state capacity may not have undergone any structural deterioration, but, because of changes in society (as well as the environment), is rendered ineffectual. In other words, overextension can occur because of overload. Rapid population growth is usually a culprit in demand-driven, society-centered state failure. The more people there are on a given territory, the higher the need for state services, including protection (OM).
 An increase in population can be beneficial to the state in one major way: it can lead to an increase in tax receipts, which may allow for more and better services. But this will only happen if (a) the economy is growing and can therefore absorb “extra” workers and (b) the latter are legible to the state. 

In the absence of a growing economy (or mass emigration), population growth strains state capacity in a number of areas, most obviously in policing but also in the (softer) underbelly of statecraft: education, public health, etc. This is why states loathe refugee flows. Refugees put tremendous pressure on resources meant for citizens, be it those connected to order maintenance or social services. Thus states always insist that refugees be physically separated from the local population and the costs of their upkeep borne by a third party (the “international community”). States do not like refugee flows for another reason: there is always a chance that refugees or their offspring will be more loyal to their country of origin than the host country, representing in effect a kind of infectious fifth-column, which then undermines the state’s ability to protect its territory (WM). This is why Yoweri Museveni was anxious to rid Uganda of the Rwanda Patriotic Front, by encouraging the RPF to assume power in Rwanda.  

Practically all of the contemporary failed states, including Haiti, have  demographic and environmental problems, although not exactly in the same mix and magnitude. They tend to be densely populated, 
 have a high dependency ratio–– i.e., minors outnumber adults, because of high fertility rates –– and suffer from severe land degradation, because of soil erosion caused by deforestation, desertification and poor agricultural practices. Failed states tend to be heavily “militarized.” Finally, elites in failed states generally are profoundly divided over how to rule, which leads to a kind of zero-sum politics tending to instability and violence. The regime type that typically emerges from this environment is tyranny interrupted by periods of anarchy characterized by de facto breakup of the state.  Populism is also a prominent feature of politics in failed states, because of extreme socio-economic inequality.

The connection between population growth and state failure, which has already been discussed, should be clear enough; that between environmental degradation and state failure may not be as apparent but is equally poignant. As the environment is degraded, people, especially in the rural eras, who owe their livelihood to the land, become poorer. Even in the best of times, they live close to the margin of subsistence or below, unable, as it were, to produce a surplus with which to share with the state. Since taxation in developing countries tends to be borne by farmers for various reasons, not least because taxes on traded commodities (e.g., cash crops) are easier to collect and state makers are unlikely to tax themselves and their supporters, as the rural economy contracts, the states takes in less in tax receipt and, consequently, is able to do less. Furthermore, when the environment degrades, the effects of “natural” disasters (desertification, drought, hurricane) are magnified, putting additional strain on the state until it “snaps.”

In the face of declining revenue but rising demand, state makers are likely to deploy resources strategically and where they can easily be monitored. Functionally, this means that such resources will go toward order maintenance and paying off supporters, including the lowly hordes of street toughs upon whom the ruler relies to do the dirtiest deeds of regime maintenance. Hence, one of the ironies of the failed state is that it tends to spend heavily on security (as measured, for example, in the percentage of the national budget that goes to the military), but this is highly deceptive, given the items being purchased. 

Increased military spending in the failed state improves its capacity in neither OM nor WM, for much of the spending goes toward the buying of loyalty, the acquisition of frivolous hardware intended to intimidate the population or simply into the ruler’s foreign bank accounts. The state may be spending on security in “theory” while insecurity reigns in reality; furthermore, the state’s own agents are often the perpetrators of insecurity, making it a vast criminal enterprise, or institutional felon. Spatially, resources will be broadcast where the ruler is: in the capital city, his native area (if different from the capital city) or split between the two. In any event, they will not be deployed literally beyond the eyesight of the ruler, because then they might be captured by rivals.

No matter, the selective deployment of state resources has both a “push” and a “pull” effect on the state, which exacerbates its failure. The former takes place because, as misery accentuates in the countryside, rural dwellers may hope to find in the city a place of relative comfort, in spite of its absolute violence and squalor. The latter stems from the nominal presence in the city of the amenities of modern life to which even the most isolated of villagers have become exposed, not to mention the real presence of family members and ethnic kindred, who may be expected to lend a hand during the transition to (proto)urban life. 

But the ascendance of a previously disarticulate (disorganized) and inarticulate (silent) mass in the core, the ultra-lumpenproletariat, is likely to place new demands –– for protection, employment, social services, political rights –– on the state to which it is unlikely, because unable, to respond. In time, this urban mass can become a truly potent force in politics, especially in small, compact societies (Haiti, Jamaica and much of the Caribbean) where geography compels physical proximity between rich and poor, ruler and ruled. Elections to national office may not be possible without strong support from this urban core, even though it may remain marginalized in the economy, representing little more than a reserved army of unskilled labor, as well as votes and violence.  

In sum, population growth, environmental degradation, internal migration, intraelite rivalry, and overextension, whether demand or supply-driven, are interconnected and, together, are the principal internal causes of state failure. 

All rulers ultimately aim at making strong, successful states; however, when faced with the objective circumstances described above and a few others as yet to be mentioned  (the absence of a legal-rational bureaucracy, rebellion, etc.), their self-preservation instinct is likely to take precedence over considerations of long-term state survival. In fact, in many states rulers equate (unfortunately with some accuracy) their personal survival with that of their state. This leads them to undertake policies that eventually destroy both them and their state. 

It can be seen that the internal causes of state failure are objective and subjective in nature. That is to say, structural conditions (population growth) in society poses a series of challenges to state makers to which they must respond. How they do so is absolutely critical to state making outcomes. At the same time, state makers, motivated by the drive for revenue and desire for survival, constantly make decisions that seriously impinge upon the state and the economy, and not always for the good of neither, regardless of objective conditions. Indeed, they may act to undermine the economy for the same reason they do state making: their overwrought sense of self-preservation. 

Even though states have a profound interest in economic development, its pursuit is not automatic and unconditional. State makers will embrace policies that improve economic performance only when their power is not threatened. Where their power is insecure, they may take actions that they know are deleterious to the economy but may prolong their tenure. Interestingly, this behavior transcends regime types; it is observable among state elites in democratic, as well as non-democratic, countries. Fiscal discipline is a rare commodity among governments facing elections or rebellions. 

A theory of the failed state must logically give rise to a theory of how the failed state underdevelops the economy, since underdevelopment, as this book contends, is one of the primary outcomes of state failure. So here goes. 

The key feature of the failed state is the insecurity and limited reach (incapacity) of state power. State power will be especially insecure when whatever services provided by the state, including order maintenance, can be provided by rivals, which could be other states or local elites.  In other words, the safety of state power lies in its monopoly; the failed state then is one in which power has been insufficiently monopolized, thus giving rise to rivals, who, if they are internal to the state, the ruler will handle in two ways, both of which occasion underdevelopment. 

In the first instance, the ruler will try to clear the playing field by physically eliminating rivals or forcing their departure from the realm. These two methods are brutal applications of Albert’s Hirschman’s concept of exit. In many countries those who aspire to state power, or are otherwise considered a threat by holders of power, are also owners of productive assets. Their departure is likely to have a negative impact on economic activity. This is likely to happen, even if new groups immediately take over fixed assets (land) that cannot be carted off. Economic development seldom comes on the heel of the hasty departure of an erstwhile elite, no matter how retrograde.  For one thing, new asset owners (or managers) are not necessarily more talented than those they have replaced. For another, economic performance is as much the product of experience as it is of talent, and experience comes only with time. 

In the wake of the collapse of communism in 1991, Russia was the birthplace of a surprising number of capitalists, but they did not outperform the communist state managers of the previous economy. They were, if anything, even more corrupt and inept than the apparatchiks they had replaced, and needed state protection to secure and accumulate more wealth (high energy prices would come to the rescue of the Russian economy 10 years later). In Zimbabwe, agricultural production dropped so drastically in the wake of Robert Mugabe’s forcible seizure of white-owned farms that eventually some white farmers were invited back in, to avoid mass starvation. Haiti never recovered from the wars of 17891-1804, which resulted in the total decimation of the colonial elite. In fact, Haiti may be the only country in history in which a social revolution led to technological regression rather than the obverse. And technological regression, of course, is the shibboleth to economic stagnation and decline. 

In the second instance, the ruler may try to eliminate potential threats to power by turning rivals into putative allies. He may do so by granting them various forms of “rent,” which may include the granting of monopoly rights (through exclusive licensing) in the importation of profitable items, such as mass foodstuff and elite luxury goods (Nigeria now), the sale of previously state-owned assets at abysmally low prices (Russia in the early 1990s), easy access to credit and foreign currencies (Ghana in the 1970s), tax evasion and preferential bidding on state contracts (Kenya in the 1980s).  All of these practices may be deleterious to economic efficiency, inasmuch as they steer resources away from competition, but may serve to create “loyalty” (also a Hirschman concept) for the ruler. 

Furthermore, more efficient practices or property rights may raise income in the state in general, thus making most citizens better off, but lower tax revenue for the ruler, because of the higher transaction costs here as compared to those of an inefficient property rights system. When faced with higher revenue but lower economic performance and lower revenue but higher economic performance, rulers tend to opt for the former, especially if the latter is far into the distance. In the failed state, the possibility is even stronger, because of the inherent insecurity of power and the violent consequences of its loss. Increased revenues may be needed now to ward off rivals and quell rebellions, whereas the benefits of higher economic performance may only be dimly perceived. Improved economic performance that also diminishes revenue will definitely be sidelined. In summary, pathologies that are inherent to states are magnified in the failed state: All states (under)develop, failed states underdevelop even more.  

Bringing Imperialism Back In

The failed state is real. It is not simply the product of the imagination of would-be imperialists seeking justification for intervention in the Third World. Anyone who thinks the failed state is fictional should visit Haiti or any number of countries in sub-Saharan Africa (e.g., Congo where 4 million lives may have been lost as of the time of writing). But, as we insisted in chapter 1, it would be a mistake to reduce the phenomenon entirely to internal causes. External factors are just as responsible, if not more responsible, for the failed state. Why contemporary students of the failed state have tended to ignore the external origins of state failure is most baffling, given the overwhelming weight of historical evidence, as well as ongoing events in Iraq. 

Clearly, states fail because of external factors, most notably invasion by rival states. Ancient Israel, God’s chosen nation-state, according to Judeo-Christian accounts, was destroyed by external invaders and its people scattered for centuries. The Greek city-states of antiquity did not survive forever: Athens lost to both Sparta and Macedon. Neither did non-Greek city-states, such as Rome, which became the strongest state in the Mediterranean after the defeat of Hannibal at Zama, but eventually fell to various armies of “barbarians” after a lengthy period as a very successful empire. The capture of Constantinople (Istanbul) by the Ottoman Turks in 1453, hitherto the center of Eastern Orthodox Christianity, is widely accepted to have been the nail in the coffin of the Roman Empire, even now the longest lasting in history. The point is, if Almighty Rome fell to superior, or at least more determined, foreign armies, is it not reasonable to conjecture that weaker contemporary states might fall the same way? How, therefore, can one reasonably cast away the oldest, most salient, feature of interstate relations?

The tendency among scholars to confine state failure to internal factors is due mainly to a selective reading of history that is perhaps underwritten by an ideological commitment to avoid digging up things that, from their standpoint, should be left unperturbed. In addition, when states failed in the past, they did so as a result of invasion. Their juridical authority over territory and people was not allowed to remain. Typically, the territories of defeated states were absorbed by the conquerors, and their people forced to adopt, at least outwardly, the ways of the new masters (e.g., language, religion, dress codes, etc.). Those who would not were simply killed off or forced to flee (unfortunately, so-called ethnic cleansing is an age-old method of statecraft). Because none of these catastrophic outcomes obtains among contemporary failed states, and because state failure by invasion is no longer allowed by international law and norms, scholars may have allowed themselves to be lulled into thinking that state failure is strictly an internal phenomenon. 

Yet, a perusal of the Failed State Index for 2005 and 2006 reveals certain commonalties among failed states that make a strong case for pushing their history much further back (i.e., to the end of the 16th century).  When this is done, the imprints of external forces, or imperialism, become unmistakable.
 

Firstly, no country in Europe is on the top quintile of failed states in 2006 and 2005, the year the index was first published. In fact, all of the countries in this sub-category are either in sub-Saharan Africa or Asia, with one exception: Haiti (10th place in 2005, 8th place in 2006). So failed states are highly concentrated.   Secondly, all of the top 30 failed states were colonies of Europe. They were colonial states that became independent states, with most acquiring that status during the second half of the 20th century (except, once again, Haiti, Ethiopia, the special cases of Liberia and Sierra Leone and the former Soviet Central Asian states of Uzbekistan and Kyrgyzstan).  Thirdly, and this is the direct result of the second feature, most of the top 30 failed states are characterized by single-crop, or near-single-crop, economies, which make for extreme dependence on one commodity for foreign exchange earnings and with that vulnerability to the vicissitudes of the international marketplace.

The failed state, we believe, is the logical, but not inevitable, outcome of what David Abernethy perceptively calls “the dynamics of global dominance,” which began in the 15th century and goes on to this day.
 This process coincided with the rise of the modern state on the ashes of feudalism, as well as that of capitalism, both of which are obviously connected but at the same time are animated by separate logics. The failed state thus has a much longer secular and complex history than what is normally construed in the literature. That history is tied to the waves of state-based European expansion in 1492-1776 and 1824-1914 and the contraction that followed in 1776-1824 and 1914-1991 (Table 1).  It is also tied to the expansion and transformation of capitalism. The phases in the table can be further collapsed into two major categories: expansion-contraction I (1492-1848) and expansion- contraction II (1848-1991) The sum total of state-based expansion and contraction, as well as capitalist expansion and transformation, constitutes the history of European imperialism with all of its consequences (among them, once again, the failed state). Thus the approach to the failed state taken in this book is “Braudelian,” rooted, that is, in the notion of the longue durée. For editorial reasons, however, we limit our empirical study of the Haitian failed state to the second half of the 20th century. 

Table 1

Phases of Western Imperialism*

	Phase
	Duration
	Direction
	Location

	1
	1492-1776
	Expansion
	New World

	2
	1776-1848
	Contraction
	New World

	3
	1848-1914
	Expansion
	Old World

	4
	1914-1945
	Uncertain Equilibrium
	Old World

	5
	1945-1991
	Contraction
	Old World






*Adapted from David Abernethy

I wish to be clear: for imperialism is one of those red flag words that, in the current atmosphere of Western academia, can immediately earn one the label of rabble-rouser or, perhaps worse for academics, polemicist. I do not mind being so designated. Mischaracterization, even ridicule, of alternative worldviews, is one of the ways an ideology seeks to achieve dominance. Hopefully, this sort of psychological coercion, will scare off no one, and should, in fact, be treated as a badge of honor. But the purpose of this enterprise, ultimately, is to bring scholarly diversity and credibility to a topic that is in great danger of being monopolized. 

It would be a great disservice to attempts at better understanding of the human condition, if people somehow felt compelled to expunge from public usage certain concepts and idiomatic expressions solely because they are a source of discomfiture for the powers-that-be, in spite of their continued relevance. When social science discourse is so stripped down or sanitized as to elicit universal agreement, more than likely, it also ceases to be useful. Nevertheless, because imperialism has been banalized in the past, no less by people on the Left through indiscriminate (and at times thoughtless) usage, it is important that it be put in the proper framework so that it may recover its usefulness as an analytical, rather than polemical, construct.

Imperialism, once again, may be defined as an ideology that sanctions  expansion, even if this entails, as it often does, the use of force.
 Hence imperialism also means domination and relations of power. But imperialism is not only an ideology, it is also praxis. When undertaken by states, imperialism as praxis normally means territorial expansion, which, depending on the location of the territory and people being conquered, may take one or the other of these forms: annexation and colonization.
 Imperialism as annexation of territorialized space typically takes place when the subjugated territory adjoins that of the subjugator, in which case the imperial state expands at the direct expense of its neighbors. One polity got bigger while the other became smaller or disappeared altogether.

When states expanded this way in the past, to the point of bringing under their formal authority a polyglot of cultural groupings over a large territory, which often enough retained some aspects of their previous identity, they were called empires. The key point here is that the space so acquired was an integral part of the (empire) state, even though, depending on the predilections of centralized authority, territories were accorded various degrees of de facto autonomy. Thus, the Ottoman Empire gave local rulers in the provinces relatively more freedom than the Roman Empire at its heights, but in principle Kurds and Egyptians were all the King’s men. 

Territorialized space can also be claimed, not through annexation but colonization, in which case the conquered territory remains separate from that of the conqueror but is clearly (and legally) subservient to it. The colony retained separate institutions, although those that predated colonization as well as the ones created under the new dispensation were expected to be supportive of the colonial project. Natives were subjects rather than citizens of the colonizing state; as such, they were under the jurisdiction of customary laws or the laws crafted by colonial authorities, although, once again, depending on the colonial power (France), at some usually distant point into the future, they could become citizens of the so-called mother country (mère patrie). This bifurcation between subjects (natives) and citizens was largely responsible for the violence and authoritarianism of colonialism, and, according to Fanon, would come to transform the very psyche of the colonized.
   

Designated as colonies were typically the territories that were separated from the conqueror’s by some large body of water, or whose natives were deemed different (meaning “inferior” to those from the metropolis). Geography here dictated politics and policy.  There were exceptions: Algeria was part of France, in spite of the Mediterranean; Hawaii is a U.S. state in spite of the Pacific. Brazil for some years in the 19th century was the strangest of all: it was both colony and mother country, inasmuch as the Portuguese king took up residence on its soil. The key thing about colonies was that, to a much larger extent than annexed territories, their existence was largely instrumental. They were never meant to be entities for themselves: their purpose was to satisfy some needs as conceived by the colonizer. This is absolutely critical for understanding the failed state.

The architecture of governance in colonies was typically very simple: there was a metropolis-appointed governor, a small cadre of high-level expatriate civil servants assisted by a larger “corps” of entry to mid-level native officials (e.g., clerks, typists, assistant nurses, teachers, etc.), a constabulary and judiciary. In some colonies (Trinidad and Tobago, Guyana, South Africa), sandwiched between natives and colonizers were immigrant groups deliberately imported to serve as a buffer and undertake tasks that natives and colonizers either would not or could not do.  Within this general contour there were differences: for example, between New and Old World colonies, between colonies with large numbers of European settlers and those where natives and (or) slaves remained the overwhelming majority. Where colonialism was of the settler type (e.g., the U.S.), colonial state institutions were stronger, and settlers in fact had a considerable degree of self-rule, which prepared them for statehood. The transition to independence was less dramatic in such cases. 

It is simply inaccurate to assert that, where colonialism left traditional authority structures “intact,” as in the British practice of indirect rule, its impact was minimal. Colonialism was significant wherever it existed, although its impact was more immediate, visible and dramatic in some areas (in the Caribbean it wiped out the original inhabitants in 30 years) than in others. Without colonialism societies might have proceeded at their own pace, in the process creating the conditions that favor transitions from simple to rudimentary to bureaucratic states. There might be greater coincidence between the state as a territorial entity and the nation as an “imagined community.” Finally, without colonialism there might have developed a logic of state making in the periphery that is characteristic of state making in core countries, where states look to realize their interest first, using their own resources and the talent of their citizens, rather than ancillary considerations. One is often struck in many poor countries by the lack of self-confidence exhibited by elites, and the dependency on outsiders this fosters, even as they rattle off nationalistic slogans. It is safe to say that while colonialism was a radical break with the precolonial era, postcolonialism’s rupture with colonialism has been more modest, in spite of appearance to the contrary.

The needs colonies were expected to satisfy were often, though not always, economic. Here I agree with Weber: imperialism was also about power, domination, even the vanity of prestige. Thus imperialism was not limited to capitalism; it was sometimes underwritten by nationalism, even in countries that had undergone socialist revolution (e.g., Russia), whose ethos, therefore, was international socialism rather than “petit bourgeois” nationalism. Nationalism explains why workers in colonizing countries generally supported the colonial project. 

The degree to which colonialism as an expression of imperialism fulfilled primarily economic, as opposed to non-economic, needs depended on whether imperialism was of the type of raison d’état or capitalism. One of the most serious mistakes of the Marxist Left has been to equate imperialism with economic exploitation. This may well be the ultimate underpinning of imperialism, but it matters whether exploitation is immediate to an imperial project or indeterminate, whether it is at the core of an effort at domination through expansion or somewhat peripheral to it. European imperialism cannot be reduced to economic matters alone, nor should the latter be granted any more prominence, a priori, than any other causal factor. 

Competition among European states for domination of other states (Spain in the Netherlands) and control over their own territories often led them to foreign adventures. Balance of power politics inside Europe was an important cause of imperialism outside Europe. Also, economic exploitation of the colonies did not always accrue to private producers.  In the case of Spain, for example, the silver of Peru was appropriated, to a larger extent, by the Spanish Crown. Overseas expansion was sometimes driven by population pressure, all the more so when the metropolis wanted to rid from its midst “undesirables,” be they ethnic and religious minorities or common criminals (as in the case of Britain toward Australia). 

Religion underlay expansion in some instances. European monarchs did apparently believe that they had been anointed to spread Christendom, or at the very least stand as a bulwark against the expansion of other religions (in particular Islam). Finally, expansion occurred for its own sake, that is to say, to prevent rival states from expanding, even if the benefits of further expansion were not always discernible. The British had no other reason to claim the area around The Gambia River than to prevent the French from having a contiguous territory in Senegal. Not even a French offer to trade the much larger (and, as it turned out, extremely profitable) Ivory Coast for that sliver of land was accepted. 

What then is imperialism of raison d’état, as opposed to imperialism of capitalism? Ultimately, we are talking about broad patterns in international relations involving multiple actors with variable degrees of influence and capacity to realize their interest. The key feature of imperialism of raison d’état is that it involves the conquest of territorialized space, whereas that of imperialism of capitalism is anchored in extraterritoriality. In other words, imperialism of raison d’état connotes the physical expansion of states; imperialism of capitalism connotes the expansion of capitalism as a mode of production, exchange and accumulation. The agents of imperialism of raison d’état are obviously states and their armies, those of imperialism of capitalism are, increasingly, multilateral actors such as the International Monetary Fund, the World Bank and the World Trade Organization, as well as privately-owned multinational corporations (MNC’s), although these are obviously backed by (imperialist) states. 

Finally, imperialism of raison d’état and imperialism of capitalism differ in their periodicity: the former was at its height during the era of (pre)industrial capital, the latter became hegemonic during the era of finance capital. Pre(industrial) capitalist activities, such as cotton plantations in 19-century America and textile mills in Manchester, England, literally required geographic space, lots of it. Capitalism, under the circumstance, needed the state to claim new territories for expansion. Often, however, imperialism of raison d’état demanded of capitalism that with which it was not willing to part: “fair” share of surplus value. This was the basis for conflict that resulted in the making of independent states out of old colonies. 

Imperialism of capitalism, on the other hand, became dominant during the era of finance capital. Since imperialism of capitalism in its finance capital phase was less bound to territorialized space than imperialism of raison d’état, and, in fact, may find the constraints imposed by geographic boundaries anathema to further capital expansion, it was willing to concede to a political redrawing of the world map at the end of World War II, when only 65 years earlier (1884-85 in Berlin) it was among the most enthusiastic supporters of territorialized expansion. A number of events took place at this time that signaled the end, or the beginning of the end, of imperialism of raison d’état: the founding of the Bretton Woods institutions, decolonization in the 1950s and 1960s, Nixon’s decision to allow the dollar to “free float,” and the repatriation of petrodollars from the rentier states of the Middle East to mainly American banks, which fueled (pun intended) the lending binge of the 1970s (which, in turn, came to a crashing halt during the recession of the early 1980s). 

The argument here is not that imperialism of raison d’état was less concerned about economic exploitation than imperialism of capitalism. More often than not the two coexisted, though not always happily (see discussion below). All we are saying is that they have different logics and with that modus operandi. On cannot understand, for example, why the United States supported decolonization in the 1950s, when it had turned a blind eye to colonialism early in the 20th century, as long as of course its own “backyard” was off limit to European colonizing powers. The emergence of the U.S. as the world’s preeminent industrial power and its biggest lender was not unrelated to this political stance. Colonies were the modern equivalent of Jean-Baptiste Colbert’s Exclusive. They hindered capital mobility and access to new markets for U.S. goods.

Hannah Arendt, in her brilliant work on the topic, ascribes imperialism of raison d’état to imperialism of capitalism. In her word, “endless accumulation of capital requires the endless accumulation of political power.” For Rosa Luxemburg, the tendency of capitalism to engender imperialism stems from overproduction, or underconsumption, in any event a propensity under capitalism for existing markets not to clear, which therefore requires new markets.  Both icons of imperialism theories thus view the two forms of imperialism as largely complementary and, what’s more, causally related. I agree that the two variants  can coexist, but the relationship between them is largely dialectical (consisting therefore of friction). In some instances, the interests of imperialism of raison d’état and those of imperialism of capitalism are concordant; in others, they are discordant. Sometimes one leads to another, sometimes not. Cecil Rhodes, for example, had his personal colony in Rhodesia until he persuaded the Crown to declare it a British protectorate, for as cunning as Rhodes was in cheating Africans out of their land, he did not have his own army. 

This stance (the non-complementarity of the two imperialisms) is consistent with my take on the state, which, it must be recalled, is posited to have interests of its own and is not conceived in this book as merely the executive arm of a ruling class. Any student of public administration knows that state officials do not display unity even among themselves and interagency competition can be so fierce as to border on bureaucratic warfare. It is a rare case, either in expansion-contraction I or expansion-contraction II, where state authority, either in the metropolis or the colony, did not clash with economic cum nationalist interests. Indeed, change in the political status of conquered territories (from colonies to independent states) often resulted from this conflagration. This was the case even, perhaps especially, in those colonies where nascent economic interests shared various kinds of affinities (including racial) with state authority at home and the metropolis.

As stated earlier, the ultimate demise of imperialism of raison d’état occurred after the World War II and took nearly forty years to complete,
 a period of profound transformation of capitalism that saw the actual dislocation of its symbolic headquarters (from Europe to the U.S., specifically from London to New York). Imperialism of capitalism became hegemonic during this time, as it no longer had to compete with that of raison d’état (except in the former Soviet Union, where imperialism of raison d’état held sway for another 40 years). Every ideology, if it is to reproduce itself, must claim universality and inevitability; imperialism of capitalism is now globalization, which we argue in chapter 5 is underpinned by neo-liberalism. 

But there are profound contradictions. The world is still politically delineated according to states and nationalism remains a force to be reckoned with. Capital needs states to work out the rules of imperialism of capitalism (multinational corporations do not negotiate free trade agreements), at the same time that it wants them to surrender sovereignty, something that state elites are loathe to do and nationalism among ordinary citizens will not permit. The immanence of the state as a socio-political and organizational unit and emotion of nationalism constitute a barrier to imperialism of capitalism, which technically recognizes neither in its pursuit of profit making (accumulation). Furthermore, imperialism of capitalism creates winners and losers in imperialist and “conquered” countries. This generates widespread resentment, which feeds on nationalist sentiments that, in turn, lead to pressure on the state, both where capital originates and expands, “to do something.” Raison d’état does not necessarily disappear with imperialism of capitalism, although it is certainly challenged as never before.

In sum, imperialism of capitalism may wish to do away with states at least some of the time, but states are around all of the time, at least de jure. There are occasions when imperialism of capitalism actually needs the (home) state, most obviously when capital is threatened by other states (e.g., nationalization) or when it needs new outlets in which to invest surplus profit. The entire premise of Keynesian economics is that the state should be a consumer of capital during hard times, or, in any event, needs to invest in fixed capital (roads, bridges, electrical power) to attract other forms of capital. Thus the state becomes a vehicle for private accumulation when opportunities for this elsewhere (consumer markets) are foreclosed. In addition, imperialism of capitalism despises anarchy; it needs a modicum of state-imposed order to expand. Hence, and this is extremely important, imperialism of capitalism (or globalization) is not anti-state, only anti certain types of states (i.e., those that are prone to “interfering” with private accumulation).

How is all of this connected to the failed state? Very directly. Each round of imperialist expansion saw the formation of new “states” more or less in the European image, that is to say, territorially bounded units with some centralized authority that is bureaucratically organized. However, one key difference from the European states was the legal status of these entities as colonies rather than independent states. This would change: each contraction saw the consolidation of the colonial “states” through their political transformation, sometimes violently sometimes not, into sovereign states. The former Soviet republics differ from this trend somewhat.  They were not colonies in the conventional sense but constituent parts of the U.S.S.R. Nevertheless, their post-Soviet travails are similar to the post-colonial travails of colonies cum states from expansion-contraction I and expansion-contraction II. Included in the top 30 failed states are two former Soviet republics (Uzbekistan, 23, and Kyrgyzstan, 28). This suggests that our timeline for examining the failed state is correct.

The failed state is typically the debris of this process of formation and consolidation engendered by European expansion, whether in the form of imperialism of raison d’état or imperialism of capitalism. We are left, however, with an important challenge, for not all the states created by European imperialism are failed states –– obviously. Some colonies cum independent states were quite successful at state making, so much so that they would become imperialist themselves (e.g., the U.S.).  It is logical to conclude that European imperialism either created different types of colonial states, some more prone to failure than others, or that some other factors (geography, timing) are responsible for the differences in outcomes. Either way imperialism cannot be sidelined as a root cause.

If the failed state is the residue of the colonial state, what then accounts for the fact that not all post-colonial states are failed states? The failed state is the logical, but not inevitable, consequence of imperialism. History, as the cliché goes, is not destiny. States that adjusted the colonial heritage to post-colonial reality were more likely to succeed than those that did not. The colonial state, as has been written extensively, was inorganic, imposed on society to serve the needs of the colonizing power.   The more “irrational” the colonial state (in terms of territory, people and institutions), the greater the chances of post-colonial state failure, especially if independence, for whatever reason, did not result in any change, aside obviously the political, from the old dispensation. 

It is no accident that sub-Saharan Africa has the highest concentration of failed states in the world: it was the scene of the most rapacious and capricious land grab in the late 19th century (expansion-contraction II), and with rare exceptions post-colonial African leaders uncritically accepted the status quo ante once they entered State House. Kwame Nkrumah’s call for a “United States of Africa” largely fell on deaf ears; more modest attempts (Senegambia) at territorial and political rationality fared no better. Adjustments had a slightly better record  when they consisted of political engineering, that is to say, rearranging political institutions within the geographic space “fixed” by imperialism (e.g., federalism), but even Nigeria, the so-called giant of Africa, where federalism has been tried, always seems one serious crisis away from failure; it is by no means clear that federalism in post-Mengistu Ethiopia will succeed either, if indeed one can even call Ethiopia a federal republic. 

The preceding comments would seem to apply primarily to the failed states of expansion-contraction II. They are just as relevant to the failed states of expansion-contraction I. It is seldom acknowledged in the literature, which once again concentrates primarily on contemporary failed states, but there were just as many failed states in expansion-contraction I as they are now. Most of the countries that became independent during this period experienced at least once civil war, including the United States. The difference between the early failed states and the late failed states is that the former were able to make the necessary adjustments –– eventually. 

The United States expanded from the northeastern seaboard all the way to the Pacific. Mexico and Columbia (Granada) shrank in size, as a result of U.S. aggression in the first and machination in the second (supporting the separation of the Panama Isthmus from Columbia so the U.S. could build the Panama Canal). Thus adjustments were neither always expansive nor voluntary. Argentina, because it was sparsely populated in relation to its landmass and did not have a large population of Blacks, welcomed emigrants but mostly Europeans. In this way, it was able to grow its population, albeit slowly, but without the challenges posed by a multiethnic society. Brazil had had a large slave population during colonialism, but post-colonial Brazil (unlike Haiti) was to be ruled by Brazilians of European stock. At the same time, Brazil has also sought to diffuse racial cleavages by denying their existence. Some countries that tried to adjust at the territorial expense of their neighbors (Paraguay) failed and had to find new ways of adjusting so as to avoid becoming failed states. Often in Latin America, this meant the capture of the state by a military strongman (caudillo), who presided over a Ceasarist state but generally without the erraticalness of extreme personal rule (tyranny). Adjustments in the region also meant industrialization, typically state-led and financed by borrowed foreign capital.

In sum, adjustments were of various forms and not made overnight. Some countries had an easier time adjusting than others, because of a more enabling external environment, in addition to having a relatively favorable internal milieu and deft rulers. Others would utterly fail to adjust.  If they had a powerful ally –– in essence, an external sponsor –– new states were more likely to succeed. They could expect to count on military assistance to repel external attacks and put down internal rebellions; a sponsor was also a trading partner, which mitigated the isolation that might be expected from a disgruntled former metropolis. This was huge, inasmuch as former colonial states were built with an orientation toward the outside word. Autarky is the enemy of any state or political economy that was made for trading. A sponsor insured that cash crops, the lifeblood of most colonies cum independent states, would be purchased and credit extended when needed.

France played this role vis-à-vis the United States during the war of independence (1773-1776) and immediately after; it did not vis-à-vis Haiti, and not just because Haiti was its former colony. If this were the case, England, or even the U.S., would have sponsored Haiti, but neither did.
 But one must be careful: France has been a sponsor to many of its former African colonies, which, like Haiti, are mostly Black. The significance of race as a factor in the foreign policy of imperial countries may well be time-dependent.  We will revisit this topic later. Interestingly, both the U.S. and England provided military support to Haiti during its war of independence (1801-1804) against France but demurred from being sponsors afterward, which underscores, once again, the need for a nuanced argument about race and international relations. 

In general, colonies settled by Europeans, who became the ruling class in the post-colonial order (the U.S., Argentina, Brazil), were more likely to be accepted by the established states, which were mostly European, than former colonies where the post-colonial ruling class was non-European in origin. In fact, there were very few such countries (Haiti being one) in expansion-contraction phase I. Also, countries that lost their ruling class during the transition from colony to independence were more likely to become failed states, as well as experience economic decline (for reasons already discussed), than those where the ruling class was merely enlarged to accommodate new members as a result of social revolution. 
 

In other words, it mattered whether a country had a ruling class to guide it through and after independence, and it mattered even more if that ruling class was European. It did not pay to be an independent country led by non-Europeans during this time (phase I), whether in the New World or the Old.  The threat of (re)conquest was always there, often justified on the ground that non-European-led states were either not real states, of if they were, had so degenerated that only intervention could save them. This is where those who fear that “humanitarian intervention” in contemporary failed states might be a replay of old imperialism may have a point. However, it does not necessarily follow that failed states do not exist and are only a pretext for neo-imperial misadventure. 

Finally, new states that had a complete break with their former colonial power were more likely to fail than succeed. The reasons should not be hard to see. These states lacked a “natural” a sponsor. Furthermore, independence for them often resulted in isolation. And given that colonies were essentially trading outposts, isolation meant stagnation and less revenue for the state. It also meant that new states were likely to perceive the external environment as hostile, which may have led them to be more predatory than they might otherwise be, in the process stifling economic development. 

But what is the ideological basis for this European tendency toward conquest of other territories well beyond Europe’s landmass? It is a curious fact of history that Europe alone was the only continent to have possessions on other continents, and does so even to this day (Martinique and Guadeloupe are still overseas departments of France). At one point in the late 19th century, it was said, the sun never set on the British empire, so widespread were the colonies upon which the Union Jack proudly fluttered. We think that the ideological basis of European imperialism of raison d’état was a certain European fetishism of the state, underwritten by a tradition of militarism, informed by a strong potion of racism and superimposed upon the material needs of capitalism.

To be sure, Europe has had an ambivalent attitude toward the state. Skepticism of the state is longstanding and has given away to extensive efforts, in theory and practice, to its containment.
 Some even hoped that the state would “wither away” or disappear. However, there is an even older tradition of veneration for the state that goes back to the ancient Greeks for whom (city-) states were equivalent to civilization and participation in civic life a sign of individual intelligence. It was further molded during the Roman Empire by militarism. After Rome fell and governance in the western portion of the empire devolved to the Roman Catholic Church, fetishism of the state became even stronger as state power was now suffused with religion. 

The Middles Ages is widely thought of as a period of stagnation in socio-political, economic and even cultural development. The only realm that escaped the somnambulism was, ostensibly, the spiritual realm. In reality, the Middle Ages saw many innovations, including in state making. States did not simply recede behind the walls of the manorial system. As they (states) became more compact and self-reliant, greater “fellow feeling” among the people followed, warlords became kings, whose power was now anchored in divine approval, and the military came to be imbued with the highest values of the community, among them bravery, honor and respect. Soldiers projected these in the institution of chivalry. 

All of these developments shaped European views of the state, which, in turn, shaped European attitude toward other polities that had not evolved the way the continent had. The most important, for the purpose of this chapter, is the gradual secularization of power and its consequent shift from Rome to individual monarchs and finally to the “people” (nobles, in reality) through parliament. As a result of these transformations, but also population growth, state institutions became more differentiated (specialized). Gradually bureaucracies, which had hitherto been the instruments of patrimonial rule (one recalls Louis XIV’s l’état c’est moi), became legal-rational. The difference between the former and the latter is that whereas in the patrimonial state public and private roles are mixed, in the modern state these roles are more clearly separated. The office, with its formal rules, standard operating procedures, files and finances, is not the personal property of the office holder. She may not use it as she sees fit, or for her personal benefits. Where people once fell prey to the whims of monarchs, they now felt protected under the rule of law applied judiciously by impartial servants, not of royal courts, but, significantly, of states. So far as we know, only in Europe did non-patrimonial bureaucracy emerge, and this apparently singular achievement could not but reinforce already existing favorable attitude toward the state. 

Meanwhile economic activity rebounded. Long-distance trade, which had been virtually monopolized by merchants in southern Europe, especially Genoa in Italy, was taken up by northern European cities as well, including Ghent, Bruges and, more importantly, Amsterdam, which flourished because of finance capital. Improvement of cartography, the compass (borrowed from China), stronger ships, competition among European states for new markets abroad and power and prestige at home, and, just as important then, merchant houses, all propelled Europe to look outward. 

But when Europeans did look beyond their shores, they could turn all of the aforementioned into advantages. They had growing economies and modern states, which, if they were not yet fully bureaucratized, were almost certainly capable of undertaking the kind of complex tasks (e.g., “discovery” and conquest of foreign territories) that would define Europe’s relations with the rest of the world. Europe had also developed lengthy discourses on the state, including Socrates’ The Politics, Plato’s The Republic, Machiavelli’s The Prince, Hobbes’ The Leviathan and Montesquieu’s de L’esprit des lois. What’s interesting about these authors is that they come from different corners of the European landmass, wrote in vastly different times in different languages, yet their subject matter (the state and governance) was the same. Their works would not necessarily have been known by ordinary Europeans, who were mostly illiterate during this time, but they would almost certainly have been known to European state makers and their retainers, who, as they cast their eyes on non-European societies, were aided by the insights of centuries of treatise on the state, not to mention the hard lessons learned on the battlefields of state formation and balance-of-power politics.   

So much (and for so long) would Europeans come to value their states that, before the 20th century, European thinkers and state makers –– this would include descendents of European settlers who had become the ruling class in newly established countries, such as Woodrow Wilson in the United States  –– simply did not believe that non-Europeans could make and live in similar social organizations, except the most backward and tyrannical (Hobbes’ natural state). European thinkers did acknowledge the glory of past non-European civilizations, especially India’s, China’s, Egypt’s and Islam’s, but this was always conditioned on the notion that their achievements were essentially unique (strokes of luck, as it were), non-cumulative and, above all, inferior. This attitude is the ideological foundation of imperialism, which, as I argued earlier, would plant the seeds of the modern failed state.

Admittedly, not all felt this way. The eloquence and passion of Victor Schoelcher, Marquis de Condorcet and Abbé Grégoire cannot be doubted. But those who did evince superiority were, if not the majority, the most influential. No less a progressive icon than Karl Marx thought that British rule in India, however brutal, was a vector of progress, and a necessary one at that to overcome “Oriental despotism.” The end to the slave trade and slavery in the 19th century had more to do with the unprofitability of these activities than any real reassessment of the notion of racial hierarchy among Europeans, naturally with them at the summit.  

Until the mid-20th century, the idea that there could be independent states not ruled by Europeans on equally footing with European-led states was simply preposterous. The world was Europe’s to be explored, catalogued, interpreted, and, above all, conquered by any means necessary.  This attitude was projected even toward those states, whose past contributions to humankind, including in state making, far surpassed those of European powers and were widely acknowledged by them. The British apparently had no misgiving compelling Indians “coolies” to grow opium in order to wrestle control of Hong Kong from “slanted-eyes” Chinese. 

As the 19th century drew to a close, Europe’s attitude toward non-European societies hardened. It was as if economic development were in reverse proportion to racial prejudice, or, put another way, the economic revolution was seen by many Europeans as proof positive of their superiority. This, Hannah Arendt speculates, may have been due to the fact that European polities had changed from empire-states to nation-states with their emphasis on inviolable borders, which also literally limited expansion as an expression of statecraft. Racism allowed Europe to jump over this fence, or, to use another metaphor, provided the bridge between the strictures of the nation-state and expansion. 

The late 19th century presented the strange spectacle of technological progress based on science on one hand and setback in race relations on the other. Indeed, “science” would often be used to justify propositions (eugenism), and later actions, that in fact had little scientific basis. Charles Darwin’s theory of evolution would be distorted into social Darwinism, which then made imperialism “natural.” Efforts by non-Europeans to dispel obviously racist views, such as de l’égalité des races humaines by eminent Haitian anthropologist and statesman Anténor Firmin, went largely unnoticed in European circles or were dismissed as propaganda tracts. Other ideologies sought shelter not in science but religion, which here means Christianity. The religious fervor of the late 19th century, coupled with better knowledge of geography and improvements in transportation technology (e.g., the steam engine), led to a veritable explosion in proselytizing activities. The lot of the “rest” soon came to be construed as the burden of the White Man from the West. 

So it was that the one state from expansion-contraction I that could not adjust for the aforementioned reasons would become the poster child for the failed state and underdevelopment in the 19th and late 20th centuries. Haiti plays host to all of the pathologies that make state failure and underdevelopment more, rather than less, likely: fixed boundaries with no possibility for expansion, except through conquest of a much larger neighbor, which raises the possibility of state collapse through overextension; strong population pressure, which, in the absence of technological innovation, hastens the depletion of natural resources and its concomitant: environmental degradation; the loss of the colonial elite through exile and death, which resulted in the flight of human and physical capital; the absence of a post-colonial, European elite; a profoundly hostile external environment which sought to isolate and strangle Haiti, because of the threat an independent Haiti posed to their interests (slavery inside their own borders, maintenance of colonies outside ) and racial prejudice. Here attention should be drawn, once again, to the fact that during the Haitian war of independence the great European powers provided support to the mostly Black Haitians; they did so to undermine another imperial European power (France), but when interaction with independent Haiti threatened their own imperial interests, they chose to isolate the Black republic 

Often in the 19th and early 20th century quiet contempt for Haiti would turn into open hostility, and outright blackmail, as the country lacked a navy to protect its territory from invasion. Any perceived slight against foreign nationals living in Haiti, even when they were in contravention of Haitian law, any intra-elite squabble over the usual crumbs of Haitian politics, was reason enough for battleships to show up in the bay of Port-au-Prince, to demand reparation in the one and put down “revolution” in the other. In fact, elite fights were often financed by these same foreign nationals, who hoped to extract rent from the victors. Calling on the navy of their home state was usually the result of backing the wrong faction. Imperialism is always facilitated when it has local collaborators, and the Haitian penchant for state power for its own sake at any cost ensures a steady supply of these. 

The Luders affair is a perfect illustration of the connection between 19th-century imperialism, racism and the Haitian failed state. Luders was a German national, who 1886 had given refuge in his villa to a Haitian thief sought by the police. Luders himself may have attempted to defraud the Haitian state in a proposed light rail construction project. In any event, the German was arrested after he had gunned down one of the Haitian police officers in pursuit of the Haitian thief. Under Haitian law at the time capital murder was punishable either by death, or, depending on the circumstances, life in prison with forced labor (travaux forcés). 

Luders received neither. Instead, he was condemned to one year in prison, which was soon commuted by the Haitian government –– no doubt under pressure from the German Legation –– provided Luders leaves the country, which he did in October 1887. But even this act of extreme leniency by a Haitian government toward a European, whose country had barely become a modern state, was seen as an affront. Haiti’s status as the second oldest independent state in the Americas did not spare it the wrath of an upstart Germany; moreover, no great power came to the defense of Haiti, to which neither international law nor even the reactionary Monroe Doctrine apparently applied. Haiti, once again, was simply not a state; for all intent and purposes, it was not even part of the Americas, thus “entitled” to miserly protection by the regional hegemon (the U.S.). Nevertheless, Luders had come to Haiti to do business, and, but for his inclination toward felony and ultimately homicide, might have done very well, since the Haitian state, weak as it was, was dependent on foreign capital for the modernization of the Haitian economy.

The German riposte took less than 2 months. In December 1887 two German battleships dropped anchor in Port-au-Prince and issued these demands to the Haitian government with a four-hour ultimatum: $20,000 for Luders (in essence, he was to be paid for killing a Haitian), his “right” of return to Haiti to be guaranteed by Haitian officials, an apology to the German government by the Haitian government and, for good measure, a 21-gun salute to the German flag. According to Haitian historian J.C. Dorsainvil, Haiti did not need four hours to reach the right conclusion: it quickly folded by waving the white flag atop the national palace. 

German impertinence was a dress rehearsal for interference by the Americans, who in 1915 landed Marines in Port-au-Prince in broad daylight to stop, they said with some justification, Haiti’s slide into chaos. This time the Haitians had no option. They were occupied pure and simple, and, to convey the new message of tutelage, the Americans promptly transferred Haiti’s gold reserves to New York and seized control of its biggest customs house. The reader should not lose sight of the irony here: Haiti was pressured by Germany when it tried to uphold law and order, and occupied by the U.S. when it failed to uphold law and order. It could not avoid imperialist aggression either way, and in both cases race was a strong underlying factor, as was of course old-fashioned self-interest. Haiti has never been dealt with fairly by stronger states (but then again the game of international relations is about domination not fairness).

In sum, the history of the Haitian failed state is the history of imperialism in all of its vicissitudes. Haiti’s immediate predecessor, the colonial state of St. Domingue, was a creation of imperialism. It provided, on the eve of the first wave of slave rebellion in 1791, as much as 40 percent of France’s foreign trade. It was une colonie qui valait un empire (a colony worth an empire). Haiti’s “golden age” ended in 1804, at which point, in large part because of international reaction to its founding as an independent state, it entered a lengthy period of stagnation in which it is still mired. Of the top 30 failed states, Haiti is the only one that became independent during expansion-contraction phase I, which would make it the oldest real existing failed state in the world, in addition to being the poorest (most underdeveloped) in the Americas.  

It is extremely important to note that the spiral of Haitian stagnation was set in motion at a time when the country was least tuned to the world economy. This may cause some readers to wonder whether imperialism, as opposed to isolationism, is the real cause of the Haitian dénouement. Furthermore, colonialism as an expression of imperialism ended in Haiti over 200 years ago. What gives, some readers may ask? As we have tried to show, isolation of Haiti was a policy of imperialism, not some self-imposed Haitian decision. It is not as if one is totally separate from the other. Indeed, in 1825 Haiti would go so far as to pay to be reintegrated into the world economy, when Haitian president Jean-Pierre Boyer agreed to compensate France for damages to the properties of French colonialists during the War of Independence. Still, Haiti was isolated. 

But if imperialism is a euphemism for expansion, why did it shun Haiti for much of the 19th century, even when Haiti invited it?  The answer to the question lies in the dichotomy (and inevitable tension) between imperialism of raison d’état and imperialism of capitalism. During the 19th century imperialism of raison d’état was dominant. Imperialist states refused to recognize Haiti, because of the implications of normal diplomatic intercourse for their domestic policy (slavery in the U.S. South), foreign policy (British colonialism in the Caribbean) and even psyche (racism). Simply put, there were bigger fish to fry. Recognition of Haiti might well have stopped expansion in its track, or at least made it more difficult in the neighborhood.

Isolating Haiti made sense from the standpoint of imperialism of raison d’état, but even then, because of imperialism of capitalism, some informal trade continued –– just not enough to make a difference in the economic circumstances of Haiti. Isolation was the flip side of imperialism of raison d’état, while imperialism of capitalism maintained a timid presence on the Haitian scene. Imperialism does not end with the political transformation of colonies into independent states (after all, there is neo-colonialism). It often devolves into that type of imperialism that is extraterritorial. Nor does its legacy necessarily evaporate with the passage of time. The effects of imperialism are usually managed through the human agency of adjustment rather than left to the hazards of temporality. 

Haiti is no less haunted by imperialism because it became independent 200 years ago than Zimbabwe, Rhodes’ old stomping ground and one of Africa’s youngest states. The overthrow of constitutional government in Haiti in 2004, the year of the bicentennial of independent Haiti, was orchestrated by none other than France, which, along with the U.S., was the first country to send troops after a two-century hiatus. What is interesting here is that France’s decision to overthrow the government of Jean-Bertrand Aristide was probably triggered by the former Haitian leader’s insistence that France pay reparation for the damages wrought by imperialism more than 200 years ago. It did not matter that Aristide was democratically elected and had no chance of collecting the 21 billion USD he was asking for.  France felt sufficiently vexed, even after two centuries, to respond in a most dramatic way. Time does not necessarily heal all wounds, and of course it also kills.  

The 20th century witnessed changes in many areas, two of which were in inter-state relations and race relations, which are, once again, interconnected. State-centered imperialism, or imperialism of raison d’état, was challenged by nationalism. The reaction began in the first decades of the 20th century but did not have fruition until the middle 1950s.  The success of nationalism in creating new states is undeniable: between 1947 and 1974 nearly 100 independent states took their seat at the United Nations, with 50 of these in Africa alone. What’s more, many of these states, unlike in expansion-contraction I, were led by indigenous (i.e., non-European) elites. But I do not believe that this (race) is as big a factor in the travails of the contemporary failed state as it was in the failed state of old (expansion-contraction phase I).
 

The declining significance of race as a basis for imperialism of raison d’état, or for that matter overt European claim of superiority, was one of the quiet revolutions in values in the 20th century. The political world did become more liberal. This did not occur out of thin air; men did not become angels overnight. But traumatic experience has a way of forcing change even upon the most hard-nosed. Two world wars, especially the second, had shown the circularity of racism; the horror of the Holocaust was the Semitic expression of the genocide of the Hottentots on a much larger scale in the middle of Europe. 

Previously excluded “minorities” (usually over half of the population if women are included) became politically enfranchised in many Western countries, often as a result of popular struggles which the state tried to suppress at first but whose demand, in the end, it was forced to accommodate. The rise of an articulate and empowered public in the imperialist countries made the maintenance of colonial bondage untenable, especially in light of the rhetoric of the two world wars, which, according to Wilsonian idealism, were fought to “end all wars” and “make the world safe for democracy.” After all, the people from the colonies did fight in these conflagrations, so these noble goals could be achieved; they could hardly be expected to demur from partaking in their benefits. 

Finally, as noted earlier, capitalism in the 20th century entered a phase in which extraterritoriality was a greater asset to accumulation than its obverse. Freed from the need for ever more protected space, which required raw state power, capital had become more nimble: to dance, it needed the whole world as its stage. Racism, at least in its overt form, is less effective as a tool of domination under imperialism of capitalism. In fact, it impedes capital expansion. A multinational corporation would see the value of its shares plummet overnight, if even one renegade member of its board of directors suggested that capital investment in a country would not be undertaken because of race.  

I believe I have demonstrated the link between imperialism of raison d’état and the failed state in both expansion-contraction I and expansion-contraction II. To round up the discussion, one question remains: What are the modus operandi and ideological leitmotif of imperialism of capitalism? Unless this question can be answered, its connection to the failed state cannot be easily established.  
One of the defining features of capitalism has always been mobility. All of the previous modes of production were, to varying degrees, territorially dependent. This would include hunting-gathering, inasmuch as the success of either activity depends on the bounty of physical nature. As much as hunter-gatherer bands were mobile, they probably did not travel very far if games, berries, fruits and nuts were aplenty, unless there had been dramatic climate change. Both slavery and feudalism tied people to the land, whether slave owners and slaves or landlords and serfs. Capitalism, on the other hand, is less beholden to boundaries. Obviously, industrial capitalism ties workers to factories too, but not to the same degree that previous modes of production interweaved labor with space. Not too many economists would disagree that the modern (post)industrial worker is much less constrained than her predecessor. Increasingly, modern technology is making it possible for work in one firm to be spread literally around the world and then “assembled” in cyberspace.

What is the reason for capitalism’s mobility, its nimbleness, as it were? Simply put, it is survival. Capital (or capital goods) must constantly be reabsorbed into the production process, to keep the engines of economic growth humming under capitalism. Capital that is consumed, left idle (e.g., money hoarded under mattresses), or somehow cannot be recycled, is not really capital and does not contribute to the renewal of capitalism. “The grain I sow is a capital good: it will germinate. The coal thrown into Newcomen’s steam-engine is a capital good; the energy it provides will produce results. But the grain I eat in the form of bread, or the coal I burn in the fireplace are immediately taken out of the production process, as directly consumed goods.”

Therein lies the problem with capitalism. “Excess” capital often cannot be reabsorbed into the original milieu of capitalist activity, therefore requiring new outlets in which to invest the surplus.
 This poses no challenge, as long as potential recipients of “excess” capital face a shortage of capital and permit its repatriation back to the original source and (or) its further deployment in the new home or elsewhere. Also, capital will not go even where it is needed, if the returns on investment (profits) are negative or too modest to justify the risks, which explains why the world’s poorest countries do not attract private capital and depend on multilateral capital provided by the World Bank and other institutions.  Finally, capital needs a “favorable investment climate” in the form of fixed capital (roads, harbors, bridges, power, etc.) and reasonably competent and stable government that respects private property, enforces contracts and provides security to person and asset. 

The above-named limitations do not gainsay this fundamental point: To avoid crises of overproduction, or what former U.S. Federal Reserve chairman Alan Greenspan called “irrational exuberance,” capitalism must constantly expand. Thus the driving force behind imperialism of capitalism (globalization), like that of imperialism of raison d’état, is expansion, except that what is being expanded in the former is capital for purposes of reproduction, not territory. But both are forms of domination. To be sure, land is capital too (fixed capital). Therefore, imperialism of raison d’état, inasmuch as its main feature was territorial expansion, was often that of capitalism as well. But as we insisted earlier, its raison d’être was not always economic, and to the extent this was the case, the benefits did not always accrue to capitalists, at least not entirely and sometimes not even overwhelmingly. 

On the other hand, imperialism of capitalism is all about the recirculation of capital on a planetary scale. It requires the state to stand back, although not necessarily stand down. It favors rules that facilitate the movements of capital across borders in real time. In this way, the challenges of “excess” capital are not allowed to develop into full-blown crises, although occasionally the latter are practically manufactured so there can be what David Harvey calls “accumulation by dispossession.”
 The current namesake of imperialism of capitalism, globalization, says it all: capital shall expand in all forms to all corners of the world, and this is natural, inevitable and above all good, even for those who do not know it. 

What are the manifestations of imperialism of capitalism? Firstly, there is money itself, without which there can be no capitalism. On any given day, the amount of money being (re)circulated throughout the world economy is truly astonishing: 2 trillion USD. This is money used for a variety of purposes, but mostly for speculating on everything, including money! Secondly, there is investment capital, which has money value as well but whose purpose is to acquire productive (and profitable) assets. The U.S. alone absorbs 2.5 billion in foreign investment on a daily basis. China is also an important recipient of investment capital, in addition to being an important dispenser of it, not least in the U.S. Thirdly, there is capital in the form of commodities, which circulate through trade. The degree to which countries are trade-dependent varies, but, except for those whose economies have collapsed (failed states) or are under international sanctions, there are not too many countries that practice autarky (i.e., do not participate in the circulation of extraterritorial capital). 

Again using the U.S. and China as examples, graph 1.1 illustrates for the reader  how capital circulates in the world economy, and with that the inner working of imperialism of capitalism.  In cycle I “excess” capital from the U.S. are invested in China where they are expected to earn a “reasonable” return. Thanks in part to this investment China produces capital (mostly consumer goods) that reenters the U.S. market through trade. This allows Americans to consume Chinese-made goods at relatively low prices, since, among other things, labor costs are much cheaper in China. But the U.S. also exports capital goods to China, just different ones in which it has a comparative advantage (Arrow 3). 
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Since China currently sells more capital goods to the U.S. than the U.S. sells capital goods to China, the result is trade deficit in the U.S. and trade surplus in China. China, now flushed with money capital, can recycle it at home or abroad. It does the former by expanding its stock of fixed capital: roads, bridges, airport, power, etc.  It may have an interest in doing some of the latter in the U.S., because its trade surplus with the U.S. creates balance of payment problems, which American monetary officials are likely to deal with by issuing treasury bonds (in effect IOU’s), whose returns may be low in comparison to other securities (stocks) but are more-or-less guaranteed (Arrow 4). More importantly, capital thus “extracted” from China and countless private investors becomes, for U.S. investors, investment capital for another round of circulation in the Chinese economy (back to Arrow 1), or for that matter, any other economy where return on investment (profit) is, once again,  “reasonable.” 

In truth, this is not all cloak and dagger stuff; some positive developments ensue from the merry-go-round. Because of the infusion of investment capital from the U.S., jobs are created in China and standards of living there may go up. How much depends on whether Chinese labor is allowed to share in productivity gains, which may not be significant at the beginning, because of China’s huge reserve army of the unemployed, but may be in the long run (over 200 million Chinese citizens have been lifted out poverty since 1979). 

On the downside, jobs that used to exist in the U.S. are no more, factories close and tax revenues diminish. States and cities, to maintain public services, are forced to compete for new capital investment or keep existing capital by providing all manner of incentives (e.g., Tax Increment Financing [TIF], invoking eminent domain so “blighted” areas can be cleared for development, etc.). But American consumers now have access to cheap Chinese-made goods, which makes retailers happy. Given that 2/3 of the American economy consists of consumer spending, and Wal-Mart now employs more workers than General Motors (although at much lower wages and benefits), this is not a minor outcome. 

Less obvious to the untrained eye, increased borrowing from China by the U.S. government may raise interest rates, which may dampen the enthusiasm of American consumers to buy, saddled as they are by credit card debts. But the rise in interest rates may also compel them to save more, thereby generating capital ready to be reinvested in China. Economics is not called the dismal science for nothing; few phenomena in economic life have clear-cut, unambiguous effects. And capitalism itself, as Hayek recognized, is rooted in “creative destruction.”  

As long as the two countries are willing to engage in this game of musical chairs, and as long as other countries that are watching accept the game as legitimate and play it too, capitalism is safe. But problems can arise on any number of fronts, which may create precisely the disequilibria that (neo)liberal economists say cannot occur, since markets are, in their view, self-correcting (forgetting that real existing markets are political, as much as economic, institutions). U.S. investors may lose confidence in China and invest in India instead. This may deny China the capital necessary for continued improvements in productivity that makes trade surplus possible. 

Trade deficit in the U.S., and the loss of jobs this entails, may lead to calls on U.S. government leaders to impose limits (tariffs and quotas) on Chinese-made goods. In response, China may retaliate by limiting imports of U.S.-made goods and (or) dumping U.S. treasury bonds. China’s unwillingness to hold U.S. government securities may cause other investors to do likewise. The result is very probably a loss in the value of the U.S. dollar, which may, in the long run stimulate U.S. exports, but in the short run result in severe depreciation of U.S. assets. This is what happened between the two world wars when mutual recrimination among countries sent capitalism reeling into the Great Depression. The lesson was not lost upon the architects of the post-World War II economic order, who vowed to do things differently and, to a large extent, did. 

If capitalism is to avert crisis, capital in all of its forms must be able to move across borders, increasingly in real time. Since states are, almost by definition, slow acting entities, and, furthermore, since they respond to non-capitalist (e.g., nationalistic) pressures, capitalist expansion, or imperialism of capitalism, requires different institutions. Institutions, that is, that can move with deliberate speed and are perceived as above politics, thus above the state. Since World War II these have been the International Monetary Fund, the World Bank and more recently the World Trade Organization (formerly the GATT).

As I stated in a recent work, these multilateral institutions, backed by the major capitalist countries (especially the U.S., the EU, Japan and perhaps soon China) are entrusted with one mission:  to open up hitherto national economies to capitalist penetration.
 In the Third World they do this under the cover of development, after ostensibly identifying the root cause of underdevelopment, which is invariably the state with these pathologies: “‘profligate’ government spending (including on social programs that benefit the poor), ‘bloated’ bureaucracies, ‘distorted pricing, ‘irrational’ trade policies, ‘overvalued’ currencies and ‘inefficient’ and financially ‘burdensome’ state-owned enterprises (SOEs) that interfere with normal business activities.”

The antidotes to these alleged ills are usually these –– all heavily biased toward the private sector and some undermining state power: cut in government spending, especially in social programs, which usually means users must pay for them at the point of service or do without; reduction in the size of the personnel of of government, which undermines the capacity of the state to broadcast credible power throughout its territory and of course deliver social services (in U.S. political parlance, this is called starving the beast); elimination of protective measures in favor of domestic industries, which means eliminating tariffs and quotas and allowing foreign-made goods unfettered access to local markets; elimination of price subsidies for staple foods (e.g., bread), which may affect the calorie intake of the poor, many of whom are children; devaluation of currencies, which in theory is designed to stimulate exports but also has the effect of devaluating national assets, which then makes them easy targets for “accumulation by dispossession;” privatization of state-owned enterprises, which is formally undertaken to reduce the financial burden that these firms put on the state, but also opens the economy to private foreign capital, since locals, except a tiny few,  seldom have the resources to own these assets.  

Once again, the main objective of these neo-liberal policies, which are usually imposed on Third World countries in exchange for financial aid through structural adjustment programs (SAPs), is to prime economies for capitalist expansion. However, neo-liberal economic policies often have political consequences. Because they are unpopular among the masses, these policies often require authoritarian governments willing to clamp down on protests. In Chile further capitalist expansion led to the overthrow of the democratically elected government of Salvador Allende and its replacement by the ruthless military dictatorship of Augusto Pinochet (whose economic legacy, it must be admitted, is not all bad). Elsewhere (Haiti and much of sub-Saharan Africa), where states were dysfunctional to begin with, thanks to imperialism of raison d’état, imperialism of capitalism has exacerbated the hollowing out of the state, with truly devastating social consequences (spelled out in depressing detail earlier). 

If practically all of the top 30 failed states in 2005 and 2006 were at one point victims of imperialism of raison d’état, it is equally true that most (22) have been subject to some form or other of World Bank and IMF-imposed structural adjustment programs (SAPs) since 1980 (imperialism of capitalism).  SAPs were the main conduits for the imposition of neoliberal policies, and, by themselves, may not have caused states to fail, but at least they did not help them get stronger. This is the whole point about imperialism of capitalism in dependent countries. Its institutions have facilitated capitalist penetration of areas that until recently economic nationalism made somewhat difficult to penetrate; at the same time, these institutions have been so reckless in the way they have forced open economies that they have fostered chaos (e.g., Argentina in 2001), rather than the development of the very capitalist state that the new imperialism needs for further expansion. We shall address this tendency of capitalism toward self-cannibalization in a later chapter . 

Still, one cannot cry wolf (imperialism) every time there is a howl echoing through the night. There are countertrends in international relations and political economy. That is normal, according to the law of dialectics. Chile’s involvement in Haiti could not be sustained as evidence of Andean imperialism of raison d’état. Médecins sans Frontières is not a front for the World Trade Organization (WTO). Ordinary people fight back against the seeming ineluctable march of capital. They do so publicly and routinely at Davos (Switzerland), in Washington D.C., where the World Bank and IMF are headquartered, and wherever the Group of 8 holds its annual meeting. There is emerging an international civil society alongside the decidedly uncivil imperialism of capitalism. The two may end up being unwitting allies, but they are not the same. So-called “humanitarian intervention” has to be seen as a distinct response to state failure, whose success or failure may well be determined by its relationship to imperialism. Nevertheless, it must be examined on its own terms.

Conclusion

This chapter has tried to dissect every fragment of the state and its aberration: the failed state. In doing so, it has presented a more comprehensive view and longer history of the phenomenon. Hopefully, it has also highlighted for the reader why the failed state needs to be studied from both the inside and out.  State failure is ultimately the result of internal dysfunctionalities and external pressures, with the two locked in a symbiotic relationship whose effects feed on each other. Finally, the chapter has demonstrated why the state is important in economic development, and why the failed state is a prime contributor to underdevelopment. The next chapters will show the interplay of these factors in late-20th century Haiti.  
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�Haiti has the highest fertility rate in the Americans: 4.7 children per woman of childbearing age. Obviously, a high fertility rate is a contributor to population growth, which by itself is not a problem. As long as economic growth rates exceed population growth rates, a society can readily absorb newcomers into its labor market. The problem is economic stagnation and population growth.  





�For a definition of imperialism in this book, see item 16 in the Endnotes section of chapter 1.





�David Abernethy, The Dynamics of Global Dominance, New Haven and London: Yale University Press, 2000. I would disagree with the author on one point: the “dynamics of global dominance” do not include states only. Nonstate actors, e.g., multilateral organizations (World Bank, IMF, WTO), are also important actors. 





�From a normative standpoint, I do not consider imperialism inherently and unequivocally a “bad thing,” and purists on the Left may be interested to know, neither did Marx. In some cases capitalist expansion can be beneficial. Many Chinese might not disagree with this assertion. But why not call imperialism by its more generic, less offensive, name: expansion? Expansion, in my view, does not capture the disruption, transformation, violence and ultimately domination that underlay imperialism. It does not quite convey the human agency of power that is involved in territorial and economic system expansion. When U.S. president, George W. Bush, went on national television in early 2003 and ordered Saddam Hussein of Iraq and his sons to get out of their country, then a sovereign state, or face war, there was a swagger in the message and an aggressiveness in the act to follow (shock and awe) that are simply not captured by expansion, which in this context is rather quaint. Imperialism as a mode of domination, on the other hand, says it better. 





� I am using the word colonization in its conventional usage. Its source, coloni, has a more specific meaning: community of immigrant farmers.  





�Frantz Fanon, Toward the African Revolution, New York: Grove Press, 1964. 





�In my schemata the “final” end to the imperialism of raison d’état was not decolonization in the 1950s but rather the collapse of the former Soviet Union in 1991. This is why I locate expansion-contraction phase II between 1885-1991, rather than David Abernethy’s timeframe. Is the ongoing U.S.-led operation in Iraq the opening paragraph in yet another chapter of imperialism of raison d’état? Whether this is so depends on events on the ground, and, to a lesser extent, U.S. domestic politics.  It is safe to say that should the U.S. manage to extricate its forces from Iraq with some semblance of victory, either by defeating the Iraqi insurgency, or, more likely, by training and equipping Iraqi forces to the point where they become cannon fodder for the insurgents, which would then allow the U.S. to draw down the troops substantially, the next stop might well be Teheran or Damascus. A change in control of the U.S. legislature in 2006 or the executive branch in 2008 would not necessarily change this prospect, inasmuch as both national parties seem committed to military engagement in the Islamic world, or, at any rate, the avoidance of a “humiliating” withdrawal. 





� Racism may not have been the only reason behind the failure of the major powers to support Haiti. England would have had a hard time justifying Jamaica and other Caribbean colonies, if it had normal relations with independent Haiti. The U.S. may have been hard-pressed to explain why slavery should be maintained in the southern states for the same reason. In sum, realpolitik may have been a factor in Haitian isolation in the 19th century, but so was racism. The two do not necessarily conflict; on the contrary, they may have perniciously reinforced each other.





�A promising work on the impact of social revolutions on small states is David Fistein, Social Revolutions in Small States. Unpublished dissertation, Department of Political Science, University of Missouri-St. Louis, 2006.





� These are among the most famous Western skeptics of the state: in England: John Burke, John Stewart Mills, Adams Smith; on the continent: Max Weber, Karl Marx; in the US: Thomas Jefferson, most contemporary republicans and not an insignificant number of democrats. 





� I am not suggesting that racism has disappeared entirely from international relations. One only has to look at the way France deals with ex-colonies in sub-Saharan Africa to conclude that racism in the form of paternalism is alive and well in much of North-South relations. The same holds true of the way France handle immigrants from Francophone Africa and even their French-born children, except here racism takes the form of social exclusion. What I am suggesting is that racism no longer plays the determining role it once did in world politics, when the skin color of their inhabitants could determine the political fate of entire continents. 





�Fernand Braudel, The Wheels of Commerce (vol. 2), Cambridge, New York: Harper and Row, Publishers, 1979, p. 241. 





�There is really no such thing as excess capital, in a society where socio-economic inequality is widespread. Excess here simply means capital that markets cannot clear, because of oversupply, lack of demand or low profit margins. In neo-classical economic theory situations of obvious economic disequilibrium can only be temporary, for markets tend to be self-correcting. Real life markets lack this capacity for self-correction, otherwise, there would be no business cycles.





�David Harvey, The New Imperialism, Oxford, UK: Oxford University Press, 2004.  





�Jean-Germain Gros and Olga Prokopovych, When Reality Contradicts Rhetoric: World Bank Lending Practices in Developing Countries in Historical, Theoretical and Empirical Perspectives, Dakar, Senegal: CODESRIA, 2005. 
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