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INTRODUCTION


Pursuing Decentralised-Yet-Cooperative Governance


In 1648, the Peace of Westphalia marked the end of the Thirty Years’ War – an event in which Catholics and Protestants had clashed across Northern Europe. The war had certainly been grim business. Precise numbers are difficult to come by, but apart from the two million soldiers that perished, it is estimated that rural areas of what is now Germany lost over 60% of their population due to war, starvation and disease. Cities lost around a third of their populations. An entry written in the margins of a family bible in Swabia recorded, ‘We live like animals, eating bark and grass. No one could have imagined that anything like this would happen to us. Many people say that there is no God.’1 By some accounts, the situation in the Rhineland had grown so desperate that people were resorting to cannibalism.


The treaties enshrined in the Peace of Westphalia not only ended the conflict but made sovereign nation states a permanent fixture in our world.2 It was a solution in which all parties agreed that what nation states do internally is their own business. The agreements successfully ended the Thirty Years’ War; this cannot be denied. However, in view of the wars and genocide that swept across Europe since the Peace of Westphalia – including the Napoleonic Wars, the Franco–Prussian War and two World Wars in the twentieth century – one has to question how much was accomplished by the invention of the modern nation state. The question gains even more bite when we query the wisdom of European post-Westphalian colonial powers imposing their artificial nation-state boundaries onto territories around the world with complete indifference to previous tribal boundaries and conflicts.


Sovereign nation states are human technologies designed to facilitate the peaceful organisation of human beings, solving for their ideological, political and religious differences. However, they are technologies that are nearly 380 years old and, like all technology of that era, perhaps not the optimal solutions available today. To put things in perspective, the Peace of Westphalia was reached six years after the invention of the mechanical adding machine by Blaise Pascal and eight years before the invention of the pendulum clock by Christiaan Huygens. These are great inventions, to be sure, but we do not consider them to be the end of history. They have been followed by newer and superior versions of those technologies. Why should our technologies for political organisation be set in stone? Can we not do better? We believe that we can. Our solution will involve a thorough investigation into developments like blockchain technologies and smart contracts and showing how they can be productively applied to the project of cooperative human governance.


Since the Bitcoin white paper was published by Satoshi Nakamoto in 2008,3 there has been plenty of talk about what blockchain technology can (and cannot) accomplish, and most of that talk has assumed that the principal application of blockchain technology will be in the financial sector (for example, as payment systems or as reserve assets or as asset exchanges). However, the central idea of this book is that applying blockchain technology to human governance will be, by far, its most important application.


Let us be more explicit about this central idea. First, let us define what we mean by ‘human governance’.


‘Human governance’ refers to the systems and processes by which people manage and make decisions about their communities and implement those decisions to achieve some political, economic or cultural goals.


Next, there is the question of what blockchain technology is for, and on its deepest and most general level, its function can be described as a tool that allows humans to organise their activities in a way that is decentralised yet cooperative. This leads us back to the primary thesis of this book: the principal application of blockchain technology will be in the facilitation of human governance by providing platforms for decentralised-yet-cooperative human activities.


The key benefit of this new technology, so harnessed, will be that it will allow humans to resist systems of centralised power and develop alternatives that enable them to cooperate with each other in governing their affairs. In other words, it will facilitate decentralised cooperation in the context of human governance.


We know the problems with centralised systems of governance. They give rise to tyranny, they are susceptible to corruption and they present one single point of failure. Decentralised systems, on the other hand, are resilient in the sense that they have no single point of failure and are resistant to corruption.


While they may be resilient in this sense, the standard view is that decentralised systems lack efficiency. Many people think that when we avoid centralised authority, we are looking at the collapse of human organisation. How else can we get everyone on the same page? There needs to be a boss to coordinate us, no? The thought has been that centralised systems, despite their obvious flaws, are at least efficient systems for governance. This is the alleged resilience-versus-efficiency tradeoff with respect to human governance. As we will see, blockchains allow us to find a better solution to the tradeoff between resilience and efficiency – i.e. blockchains can offer a similar level of efficiency to centralised systems while still being resilient and corruption resistant.


As stated, the promise of blockchain technologies is that they allow authority to be decentralised, yet they enable people to organise themselves cooperatively. There are many reasons why this would be a positive outcome. To begin, let us consider the very simple example of government archives. Governmental archives are more secure when decentralised. They become anti-fragile. They become difficult to censor, difficult to destroy, difficult to tamper with and, importantly, difficult to hide from community members, thus making governance more transparent.


Transparency is a key issue. The French philosopher Jacques Derrida received a lot of criticism for being an obscurantist, but he was very clear on this point, at least: archives may preserve documents, but they can also be a place where documents go to disappear from view.4 That is not a happy outcome. We want documents to be safe, but we do not want them hidden in a safe in the wall of a building somewhere. Important documents should be visible to all.


Transparent, immutable records, as we will see, are critical to good governance. However, so too are secure communications. Furthermore, it is important that the intentions of the government are transparent and that promises are kept. Decentralised governmental systems can facilitate these features via ‘smart contracts’ – contracts encoded as computer programs and deployed on the blockchain.


Bitcoin is just one illustration of how this sort of decentralising technology works, for at its most abstract level, Bitcoin is a protocol which is very decentralised and in which users are all on the same page (or more precisely, they are on pages that say the same thing). Specifically, there is no centralised ledger that keeps track of who owns what or who sent what to whom, but there is a distributed ledger, meaning that the information is held by many individuals on the network. Therefore, everyone can be confident that they are reading the same thing regarding who owns what and so on. Our point in this book is that decentralised cooperation can be applied to much more than digital currencies. It can be applied to all forms of human governance.


This groundbreaking idea does not actually begin with Satoshi’s white paper but rather with several decades of important earlier work on distributed systems in computer science. One example we will discuss is the ‘Paxos protocol’, which was inspired by ideas about distributed organisation in a community of ancient Greek citizens that were constantly on the move.5 In that and related research, the question was this: How do we organise a system that has multiple computer processors (multiple electronic brains, as it were) as opposed to a single processor (like the CPU in your laptop computer)? How does such a system stay organised for a single, unified purpose? What happens when some of the many processors in the system fail or begin operating at cross purposes? Will this not lead to a system with many points of failure and, thus, organisational collapse? As it turns out, the answer is no. But the system must be designed correctly.


You are already acquainted with some distributed systems that are successfully organised in such a way. Your brain is one such system. Unlike your laptop, there is no central processing unit running operations in your brain. Rather, there are many smaller nodes that are coordinated towards a common goal, and the entire system carries on even when multiple nodes fail. Research over the last several decades has helped illuminate the mathematics of such ‘fault-tolerant’ distributed systems, and blockchain technology is the product of that research. Applied to human governance, the promised outcome is a way for people to peacefully and effectively organise themselves without resorting to centralised authorities.


When we hear the word ‘governance’, we are apt to think of great governmental institutions like nation states and their centres of power; we may form a mental image of the capitol building in Washington, D.C. or the Kremlin in Moscow. Of course, human governance is much more extensive than what happens in the centres of power of nation states. Indeed, obviously, governance also applies to state legislatures and to city councils and, less obviously, to homeowner associations and even to condo boards. At the end of the day, nation states and their centres of political power are just the tip of the iceberg regarding human governance.


Some type of governance seems to be involved in the organisation of human flourishing (and failure thereof) at every level of granularity, from the United Nations, the Organization of American States, and the African Union to labour union meetings, meetings of church deacons, faculty meetings, and even scout troop meetings. And, of course, private organisations like corporations have systems of governance as well. Governance is everywhere. However, even these examples and cases like them do not begin to illuminate how vast and all-encompassing human governance is and how much activity it facilitates, obstructs and, ultimately, controls.


Let us start by looking at this in economic terms. The vast majority of human wealth is within the control of these human governance structures. Even if we focus solely on governance in a coarse-grained way – i.e. the governance that is done by what we recognise as official nation states – the amount of wealth made possible by governance is staggering. Tom W. Bell, in his book Your Next Government?: From the Nation State to Stateless Nations, cites statistics from a 2000 study by the World Bank that put the percentage of global wealth attributable to traditional government activity at 44%. By contrast, according to the study, only 5% of the world’s wealth is attributable to natural assets like oil, gold and timber, and only 18% of the world’s wealth is generated through manufacturing things like gasoline,  jewellery and lumber.6 How is this even possible?


Rather than focus on the exact numbers, for the moment, let us consider the more abstract question of why governance is extremely important in the creation of wealth. Let us begin with the case of natural resources. Consider a gold mine, for example. If there is no governance, there is no one to control or even keep track of who owns the land, which means it belongs to whoever can grab it, and people will grab it just in case the cost of grabbing it is less than the cost of what can be extracted from it.


We seldom think about the role of government in tracking property ownership, but even in countries like Mexico, which currently has the twelfth largest economy in the world,7 the system of property ownership can break down. Until a few years ago, there was a system in which a single notaría kept a record of property ownership, but notarías were notoriously susceptible to being bribed or intimidated into changing ownership records. You could lose your property with a change to a single document.


In countries like the United States, there is an extra level of safety in the form of title insurance, but of course, insurance markets do not operate in a vacuum. Governments are involved in regulating insurance markets and requiring that insurance companies have the resources to pay what they have promised to pay and that they pay legitimate claims. Sometimes, disputes arise over insurance claims and land claims and every other sort of claim, and these claims require a court system that is expeditious and fair. This may seem like a small ask, but it is a huge one in many parts of the world.


Even if you can maintain control of the territory where your gold mine operates, you need to rely on governments (or something like them) for additional help. If you do not have your own electrical generation plant, you need to rely on a system that delivers power, and you need lines of communication. You need to bring workers and equipment to your mine, and you need to safely transport your extracted gold to a well-functioning (non-corrupt) market.


Of course, you do not need traditional governments to do all of this. You could rely on private militias and security firms, and you might work out a financial arrangement with whoever controls the roads and power grid. Maybe you prefer such a system. Perhaps if security, record keeping and so on were private matters, it might be more obvious to us just how much value is added by these activities (or subtracted if they are not handled well).


Our point is that even if these activities are taken away from traditional governments and placed in the hands of private enterprises free from traditional government oversight, there is still plenty of governance that has to take place. Whether that governance occurs in traditional governmental institutions or the private sector, immutable records must be preserved yet, at the same time, made available; disputes must be fairly adjudicated; and decisions must be enforced. The amount of wealth that relies on the proper execution of this form of governance is staggering.


Since we began with the example of a gold mine, let us use the example of gold to put things in perspective. As of 2020, around $11 trillion of our global wealth was tied up in above-ground gold. That is a lot. It is, as of this writing, more than ten times the value of all the Bitcoin in the world. However, it is also a drop in the bucket. The Fortune 500 companies have a combined value of $90 trillion.8 Global real estate clocks in at $280 trillion. The sum total of all global wealth is around $380 trillion.9


When we ask how much of global wealth is created by government, we are really asking how much of that value would exist if there was no government (or something performing its governance function). Take the example of real estate; its global value is $280 trillion, but all of those deeds would not be worth the paper they are written on if there was no mechanism in place to ensure that you actually owned the property in question and that no warlord could simply snatch it from you.


It may seem farfetched to think real estate could simply be taken by the stroke of a pen or the brandishing of a sword, but this reaction stems from the fact that many readers of this book will live in relatively stable economies with stable governance structures. As we will see, there are many countries where ownership of property is tenuous, and history has countless examples of property being seized and records of ownership destroyed.


Another way to illustrate the situation is with Tom W. Bell’s ‘law bomb’ thought experiment. Bell asks that we imagine something like a neutron bomb that did not harm people or physical objects but which could eliminate the rule of law. If such a bomb were to be detonated, much of the wealth we have acquired would be wiped out.10 Property has little value when there can be no legal guarantee of ownership, and similarly, basic commerce, transportation and communication would have to be reinvented for a world without law.


Our point here is that the practice of governance, whether private or public or some hybrid, is critical to the maintenance and growth of wealth. As we will see, economic problems are not the only consequences of governance failures.


In the next chapter, we will discuss consequences like wars and genocides, and it is important to keep in mind that these are also examples of failures of governance, even if we do not always think of them that way. If human society governed itself effectively, these things would be far less frequent. Beyond this, there are many other consequences of failed governance that cut to the very heart of human flourishing. Human governance, if it is working well, not only enables the generation and preservation of wealth but also enables the flourishing of human cultures and assists individuals in securing their personal freedom and in their pursuit of happiness and wellbeing.


Governance, whether it comes in the form of public governments or other forms of human governance, is absolutely critical to every aspect of our lives. The trouble is that it often seems to be broken. The question is, what can we do about this? As we noted earlier, our aim in this book is to introduce new technologies and corresponding values that can help us govern better. Those technologies (in particular, blockchain technologies) will facilitate decentralised governance and human cooperation.


As stated, good governance can generate wealth for its people, and bad governance can debase the wealth of its people. Indeed, especially corrupt governance can be worse than no governance at all. And here is the problem: because there is so much money created by governing institutions and because so much money passes through governing institutions and (although we have not talked about it yet) because so much private sector wealth is regulated by such institutions, governing institutions of every stripe are an absolute magnet for corrupt individuals. Willie Sutton once famously said that he robbed banks ‘because that is where the money is’, but the problem is that Sutton was wrong about that. If you want to find the money, you have to find the central authority in control of organising economic activities. That is where the money really is. Corrupt individuals – our modern-day bank robbers – know this well.


All of this leaves us with the question: Is it actually necessary for governments and other governing institutions and organisations to be susceptible to corruption and incompetence? Is corruption the inevitable consequence of human governance? We think not. And here we return to the issue of governance technology, for as we said, the tools that are used for governance today are obsolete.


Since Satoshi published the Bitcoin white paper in 2008, the world has seen an explosion of tools that leverage blockchain technology to provide universally transparent and immutable records of financial transactions and human activity. At the same time, we have developed other tools that allow us to carry out our private affairs in private. In effect, we now have tools that make government activity transparent and immutable and our personal business personal and private.


However, as we also noted earlier, the really profound idea grounding Satoshi’s white paper was not just applicable to cryptocurrencies but also to how we can bring about decentralised governance. Most governance today has been aided by technologies that have helped centralised governance structures to prosper. These include technologies for surveillance and technologies to facilitate the application of force against a restive population. In fact, technology has been facilitating centralisation since the Bronze Age, as evidenced by bronze swords and armour helping to unify the Mesopotamian empire.


The revolutionary aspect of fault-tolerant distributed systems is the idea that we can decentralise authority, and while that generates more points of attack, we can utilise the mathematics of Byzantine fault tolerance to engineer systems that can absorb those attacks and survive despite them. We will go into some detail about Byzantine fault tolerance in Chapter 5, but for now, it is enough to understand that we can engineer our governing technologies in a way that avoids central points of attack and can absorb local failures. Indeed, we can emerge from those failures stronger.


Finally, it will be important to keep in mind that no technology can be successful on its own. Technologies succeed or fail (sometimes fail spectacularly) depending on whether they are designed to have human beings as part of the technological system and whether the attitudes of these humans align with the goals of the technology.


In this case, we think that the fundamental values that we should prize, and that are inherent in the new technologies we offer here, are those of decentralisation, cooperation, corruption resistance and transparency.


Whatever your view about governance, the real dividing lines are between systems of governance that are centralised and those that are not. Thus, the issue is not whether you are a socialist or a free-market capitalist but whether you are a centraliser or a decentraliser. Just as there can be decentralised socialism,11 there can also be centralised capitalism. As we write this, Silicon Valley is full of centralised powers (from Google and Facebook to Apple and Microsoft) that hold great control over our lives, and they are nothing if not centralised centres of governance in the information age.


We believe – and will argue – that decentralised communities and blockchain governance (at every level) are not only feasible but are on the immediate horizon. Furthermore, the seeds have already been planted. Our aim is to nurture those embryonic forms of blockchain governance and make their future adoption as frictionless as possible. Thus, we also aim to facilitate the development of new forms of blockchain governance. In Chapter 14, we provide a toolbox of resources for building blockchain governance at every level. This toolbox includes tools for communication, commerce and security.


Of course, you do not need to use our tools; you can make your own. In fact, we have made all of our tools open source, so you can copy them or modify them and mix and match them as you see fit. There is no right way to build a system of blockchain governance. Or rather, there are lots of promising ways to build blockchain communities and engineer new forms of blockchain governance at every level – even in your local homeowner association meetings. In the fullness of time, blockchain governance will take many forms, encoding diverse values and principles, and adopting different goals. Our aim here is to help that happen – to facilitate the weaving of a beautiful tapestry of diverse human projects, all with an eye to nurturing diverse human cultures, values, plans and public goods.
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NATION STATES ARE OBSOLETE GOVERNANCE TECHNOLOGIES


2.1 Preliminaries


In 1994, during the Rwandan genocide, Immaculée Ilibagiza, a member of the Tutsi tribe, hid in a secret space in her pastor’s house, listening to Hutu tribesmen who were armed with machetes as they searched for her. She heard them say that they needed to terminate the Tutsi ‘cockroaches’, and then, ‘“She’s here . . . we know she’s here somewhere. Find her – find Immaculée.”’


Immaculée heard one of the Hutus brag that he had killed 399 cockroaches and wanted her to bring his record to an even 400. In her book Left to Tell, Immaculée described the experience:


I tried to swallow, but my throat closed up. I had no saliva, and my mouth was drier than sand. I closed my eyes and tried to make myself disappear, but their voices grew louder. I knew that they would show no mercy, and my mind echoed with one thought: If they catch me, they will kill me. If they catch me, they will kill me. If they catch me, they will kill me.1


When Immaculée finally left her hiding spot three months later, she learned about the damage that had been done to her family and tribe. Her father, her mother and two of her three brothers had been butchered. Uncounted neighbours perished as well. The estimates of her Tutsi tribespeople that had been killed ranged from half a million to a million.2 The number of Tutsi women raped ranged from 200,000 to a quarter of a million.3 The psychological damage done to survivors was incalculable.


In the wake of this atrocity, it was natural to talk about the evil of the Hutu murderers, and to be sure, the murderers cannot and should not be absolved. However, it also needs to be observed that these events may not have happened at all had two different tribes with diverse cultures and histories not been kettled together within the boundaries of a single nation state, with those boundaries drawn by colonial European powers.


Indeed, once kettled, the question became which of the two tribes would rule the other. When Germany controlled Rwanda, the minority Tutsi were placed in power, with consequences that set in motion a deep resentment that festered up to and through the horrific genocide of 1994. To put it another way, whatever the benefits to Europe that accrued from the Peace of Westphalia, the attempt to impose this political technology on Africa, ignoring tribal boundaries and creating new and artificial nation-state boundaries, has been disastrous.


Sadly, the Rwandan story is not unique. Even today, our political landscape is full of examples of ethnic groups forced to live together within nation states, with one group lording power over the other and, all too often, resulting in attempted genocide. Modern states are, as we write, the settings for numerous examples. The victims include the Rohingya in Myanmar, the Nuer in South Sudan, Christians and Yazidis in Iraq and Syria, Christians and Muslims in the Central African Republic, Darfuris in Sudan, and the list goes on.


Even when people are not dying on a genocidal scale, rights are often trampled upon in nation states. If inhabitants have diverse values, and someone is in charge of enforcing one set of values, then someone’s interests are being protected and someone else’s are not. Thus, the result for nation states like the United States is what the media calls ‘culture wars’ – conflicts that generate lots of existential anguish and a few hate crimes and murders, but no mass killings. At least, not yet.


You might be thinking that all these examples of genocide and repression are indeed terrible, but are not nation states the only viable option? Is there not an alternative system of government that can avoid such outcomes or that can at least allow people to safely escape such situations when they implode? What is the alternative to nation states?


2.2 Nation states are not the only option


Sometimes, it seems that nation states have been with us forever. Before the United Nations, after all, there was the League of Nations, and before that, there were surely nations, no? But while nations and, in particular, nation states seem to be set in stone in our world today, it was not always so.


Indeed, it was not so long ago that people used alternative systems to organise themselves for political and economic purposes. There have been kingdoms and city states, empires and duchies, federations of city states, caliphates, palatinates, papal states, clans, tribes, and ‘nations’ of people sharing common heritage but not yet organised into states. Indeed, until the arrival of European powers, the entire continent of North America was principally organised into tribes, with occasional empires rising up and then fading away.4


The fact is that nation states are relatively recent inventions. They are a form of government that has its roots in the Protestant–Catholic wars that swept through Northern Europe after the Reformation and a form of government designed to solve a very particular problem: How do we contain conflicts over religion and ideology that might otherwise sweep across continents consuming everything in their path?


As we noted in Chapter 1, nation states as we know them were born in 1648 with the aforementioned Peace of Westphalia – the treaties that marked the end of the Thirty Years’ War. Leo Gross, writing in the American Journal of International Law on the 300th anniversary of the Peace (shortly after the founding of the United Nations), described the Peace of Westphalia as ‘the majestic portal which leads from the old into the new world.’5 According to the standard view, the Peace of Westphalia secured peace by establishing the convention that we should not look too closely at what goes on within national boundaries. National boundaries could thus serve as bulkheads against waves of violence that might otherwise sweep across continents.


Fifty-six years later, Henry Kissinger echoed this take in his book, World Order:


The Peace of Westphalia became a turning point in the history of nations because the elements it set in place were as uncomplicated as they were sweeping. The state, not the empire, dynasty, or religious confession was affirmed as the building block of European order. The concept of state sovereignty was established. The right of each signatory to choose its own domestic structure and religious orientation free from intervention was affirmed, while novel clauses ensured that minority sects could practice their faith in peace and be free. Beyond the immediate demands of the moment, the principles of a system of ‘international relations’ were taking shape, motivated by the common desire to avoid a recurrence of total war on the Continent.6


Not everyone buys this interpretation of the Peace of Westphalia, and some have dubbed Leo Gross ‘the Homer of the Westphalia myth’,7 but the critics are not so much troubled by the thought that nation states are inventions as they are with the concern that Gross was attempting to canonise the legitimacy of nation states by giving them a date of birth and connecting them with important international accords. Cormac Shine, writing in History Today, complained that the Westphalia myth is designed to ‘make the formation of the existing settlement seem inevitable. Any alternatives outside the realm of sovereign states are discounted.’8


Similarly, in this book, our idea is that we should not think of nation states as inevitable or necessary. They are human inventions and, perhaps, not particularly good ones, despite their canonisation in international law. Two things should be kept in mind here. First, if the idea of nation states was to have a system of human political organisation that avoided wars of religion and ideology sweeping across continents (or the globe, for that matter), they have not been all that successful. The second thing is that sometimes nation states make the problem worse by kettling persons of diverse interests and backgrounds within artificial borders, where one group typically dominates the other (leading to extreme examples like the Rwandan genocide).


As we stated, it was not always like this. Tribes of people came into conflict with each other, to be sure, but they were not typically locked together within artificial territorial boundaries and told to choose which set of interests would dominate that shared territory. A tribe might be forced out of a territory as, for example, when the Lakota forced the Cheyenne out of the Black Hills before Europeans arrived there, but the Cheyenne were still self-governing and still controlled their values, even if they were displaced from their previous territory.9


Here lies the problem: when persons of conflicting religions and ideologies are locked into the same space and forced to work things out, compromise is possible, but more likely, someone is going to be the loser. Maybe a strongman like Saddam Hussein will resolve the conflict between Sunnis and Shiites by dictatorial decree and military suppression of one group. Or maybe a government, like that of the Soviet Union, will outlaw all religious beliefs or at least create obstacles for believers. Or maybe an election will be held in which the larger group will prevail, leading to the minority group’s values being disregarded. But whether the system of governance is democratic or dictatorial, there always seem to be winners and losers, and because there are losers, there is typically also a group of people that are left resentful and angry, even if not yet physically harmed.


One way to take this point is that we are trying to solve new problems today – not just the problems that drove the solution in the Peace of Westphalia. To be sure, we are still dealing with the ideological differences of the time, but their culture wars are not the same as ours today. And while the problems faced in Northern Europe in 1648 were arguably worse than those we face today in the West, we still face problems that call for solutions. It is not enough to kettle communities together and tell them to deal with it. What we are looking for are solutions that minimise distrust, allow communities to be self-determining and provide safe exit if necessary.


Often housing groups of people with radically different interests and goals and values, nation states are odd by their very nature. However, they are also odd in how they operate externally. Nation states do go to war. They do it all the time. And while tribes also went to war, when a nation state engages in kinetic conflict, it is really something to behold. Because some nation states are drawn with borders that have enormous territories and numbers of people, they typically also have vast resources to wage wars – wars in which weaker nations are turned into economic vassals. When large nation states find themselves in conflict with their peers, the result (as seen in those wars of the twentieth century) is typically the deaths of tens of millions of people.


Indeed, some thinkers, like the conservative French philosopher and political theorist Bertrand de Jouvenel, have argued that nation states are, by their very nature, inevitable engines of violence and repression. Having fought in the resistance during World War II, he had seen more than enough warfare and observed that the modern nation state had become a meat grinder in its execution of warfare. When nation states went to war, Jouvenel argued, ‘national resources’ became targets. ‘In this war everyone – workmen, peasants, and women alike – is in the fight, and in consequence everything, the factory, the harvest, even the dwelling-house, has turned target. As a result, the enemy to be fought has been all flesh that is and all soil, and the bombing plane has striven to consummate the utter destruction of them all.’ As he put it, ‘the whole nation becomes a weapon of war wielded by the state.’10


In Jouvenel’s view, this sort of violence could not have happened in the pre-Westphalian age. Back then, kings might go to war, but they would need to tax and enlist the support of nobles, who often refused their support. However, in the new age, there were no such checks on a leader. In the age of nation states, wars simply became too easy to execute, and economic resources were rarely, if ever, denied.


The curious thing is that while political discourse can go on and on about the best system of government for nation states – the best way to organise democracy or theocracy or whichever alternative – and we can argue about which nation states are behaving well and which are part of the ‘axis of evil’, we seldom ask ourselves why we need nation states at all. Are they even a good idea?


Let us set aside the issue of whether nation states prevent or actually contribute to genocides and other atrocities. Are they even that good of a system for trade, taxation, economic growth or really any aspect of human flourishing? Can it really be that an almost 380-year-old technology is the best tool we have for approaching these problems?


2.3 Are nation states bad at everything?


Our point here is not that nation states have been bad at stopping genocide and atrocities and religious oppression, which, let us remember, is the task for which they were originally created. Our point is that they seem to be bad at everything.


Consider the issue of national currencies. If nation states have failed to protect human rights and minimise acts of genocide around the world, are they at least good at setting up national currencies with which people can carry out economic activities? Sadly, no. Currencies, under the control of nation states, have been notorious failures. There has been a litany of famous cases in which currencies have collapsed utterly.


The most famous case, of course, is the collapse of the German currency in the Weimar Republic after World War I. As the pseudonymous writer Peruvian Bull notes in his book The Dollar Endgame: Hyperinflation is Coming, inflation reached rates of more than 30,000%, meaning that prices doubled every few days. People burned paper currency to stay warm, as it had less value than the wood from which it was made.


That might be the most famous case, but it was hardly an isolated example. Again, Bull observes that economists estimate that the annual inflation rate in Hungary reached 41.9 quadrillion percent after World War II. This means that prices in Hungary doubled approximately every fifteen hours. There is a seemingly endless supply of additional cases. In 2008, Zimbabwe famously had to start printing bills with denominations greater than a trillion. Other recent hyperinflation casualties included the Greek drachma (1941–1944), the Chinese yuan (1947–1949), the Chilean escudo (1971–1974), the Argentine peso (1975–1992), the Peruvian sol (1985–1991 and 1992–2003), the Yugoslavian dinar (1992–1995), the Belarusian ruble (1992–2003) and the Angolan kwanza (1999). Even when the result is not hyperinflation, a modest inflation rate of 2% can wipe out family wealth within 100 years if it is kept in the national currency.


Bull notes that ‘an eventual collapse of fiat currency is the norm, not the exception’ and adds:


In a study of 775 fiat currencies created over the last 500 years, researchers found that approximately 599 have failed, leaving only 176 remaining in circulation. Approximately 20% of the 775 fiat currencies examined failed due to hyperinflation, 21% were destroyed in war, and 24% percent [sic] were reformed through centralized monetary policy. The remainder were either phased out, converted into another currency, or are still around today.


More poignantly, Peruvian Bull adds that ‘the average lifespan for a pure fiat currency is only 27 years’11 – much shorter than a typical human life.12


This does not mean that earlier forms of human organisation fared much better with monetary integrity. The Roman Emperor Diocletian diluted the amount of silver in the Roman coin, the denarius, leading to one of the first recorded examples of hyperinflation. However, our point is not that hyperinflation is unique to nation states; it is rather that nation states have not been effective in forestalling such phenomena. In fact, they have made hyperinflation quite common in today’s world. All of this is to ask why currencies should be under the control of nation states at all.


In her recent book Money is Broken, Lyn Alden makes an interesting observation about the inevitability of nation states debasing their currencies. Thanks to centralised national currencies, nation states can undertake actions that would otherwise call for the levying of new taxes. However, rather than face that political challenge, it is easier to print more money, thereby diluting the value of their currency with the effect of syphoning away the wealth of their citizens. Ultimately, this path continues until the wealth of the nation is exhausted.13


The other interesting observation that Alden makes is that the debasing of national currencies is central to the capacity of nation states to wage war. In many (perhaps most) cases, the loser of the war is the power that exhausts the wealth of its people first. In special cases, like the United States, which currently holds the world’s reserve currency, the wealth of the whole world – at least every nation holding dollars – is tapped to execute its military operations. In this case, there is no threat of being exhausted first, but there is a definite danger that a state can lose its reserve currency status by constantly destabilising its currency at the expense of its holders and users.


One might think that the problem is not with nation states per se but rather with central bankers printing money or with the failure to link units of currency to gold or silver, but these are just symptoms of the problem. Of course, we know how to avoid hyperinflation; the problem is that nation states, when they have control of their currencies, feel that they are free to print money to avoid the economic problems that they face. These phenomena are symptoms of the deeper problem, which is that we are operating with obsolete methods of human organisation.


2.4 Questioning sovereignty


This observation is not unique to us. For these reasons and others, the idea of the sovereign nation state has been unravelling for some time. Consider the issue of sovereignty itself to begin with. Not surprisingly, in response to events like the Rwandan genocide, people have begun to question the wisdom of state sovereignty. The growing recognition of universal human rights has challenged the idea that a nation’s internal affairs are solely its own business. Quite sensibly, many thinkers now argue that human rights abuses should be addressed by the international community, even if they occur within the borders of a sovereign state.14


The concern about sovereignty has not only been driven by cases like Rwanda; there is a growing list of issues that are undermining the idea of national sovereignty. In the discussion that follows, we touch on a few of these issues, and our point is that these issues, whether or not you believe in them or consider them important, are driving wedges into the material integrity of nation states across the globe. They are breaking the Westphalian order.


For example, environmental issues, such as pollution, are transnational in scope and are leading to actions that undermine nation-state sovereignty. It is clear why this would happen. Poisoned air and water are not contained by borders. No one simply pollutes their own air or their own water because air and water do not recognise the boundaries of nation states. If poisonous chemicals are dumped into a nation’s river systems, they soon find their way into the world’s oceans. It is thus a problem that transcends the boundaries of Westphalian nation states. And new centralised powers in our world are undoing aspects of national sovereignty in order to address these issues.


Similarly, on the economic front, regional blocs and trade agreements can be used (and are being used) to limit a nation’s ability to fully exercise its sovereignty. If you enter into a trade agreement with another country, there will be disputes, and it is folly to think that you alone get to call the shots when resolving those disputes. International agreements, as structured today, require the relinquishing of at least some sovereignty to international adjudicators.


Finally, the rise of global security threats has led some to argue that traditional sovereignty is out of touch with respect to the reality of conflict today. The rise of non-state actors and transnational threats, such as terrorism and narcotrafficking, has led many to conclude that no country can fully protect itself without ceding some of its security operations to other states or to new forms of centralised authority.


All of these concerns are, of course, reflected in recent international law. The growth of international institutions such as the International Criminal Court and the International Court of Justice has, by their very existence, carved out exceptions to absolute national sovereignty. These institutions are not toothless and they can and do limit a nation’s ability to act unilaterally in certain areas, such as human rights and war crimes.


These are all cases in which nation states have had to cede some of their sovereignty to larger groups of nations or, at a minimum, to other nations. However, things cut in the other direction, too. Nation states are also losing sovereignty to smaller groups within their borders as well as to transnational groups that do not recognise national borders at all.


Nation states and familiar international organisations like the UN are no longer the only available option as far as global governance is concerned. There has been a Cambrian explosion in new forms of governance on the global stage, and there is an interesting question as to whether traditional nation states (and organisations of nation states) will even have a place in the new global environment. They are certainly no longer the only players at the table.


We can start with some dramatic cases. We often overlook the global scope and power of international drug cartels like the Cártel de Sinaloa (Sinaloa Cartel) in Mexico and the now-defunct Cártel de Cali (Cali Cartel) in Colombia. They operate across multiple borders and have significant economic and political power. It is fair to say that in many parts of Mexico, the cartels are the de facto governing authority. This is true even for the less powerful cartels.


Until his death in 2014, Nazario Moreno González – aka El Chayo,15 aka El Dulce (The Candy), aka El Más Loco (The Craziest) and sometimes known as Emiliano Morelos Guevara16 – ran an evangelical Christian mission and narcotics trafficking operation, La Familia Michoacana, which ultimately evolved into a narcotrafficking organisation known as Los Caballeros Templarios (The Knights Templar). Under his stewardship, the two successive cartels flourished economically, but they also served as a nongovernmental aid programme to the indigent and as the de facto government for many of the citizens of the Mexican state of Michoacán. As we shall see, they also created problems for people living within their area of control.


On the business end, González’s cartels were involved in the manufacture and export (to the United States) of methamphetamines but also in the mining of iron ore for sale to China. The Mexican government said that the iron ore mining was illegal. That did not seem to phase González, who sold the ore anyway and distributed some of the proceeds to the poor in Michoacán. He also gave loans to farmers, funded schools and churches and, in general, provided the kinds of services that governments were supposed to provide but which the official Mexican government was not willing or able to do. It is no surprise that, on his death, he became an unofficial saint and to this day is venerated as San Nazario.17


Cases like this call us to rethink where the real power resides in today’s world. For example, in many parts of the world, terrorist organisations have more actual control over terrestrial regions than do the nation states in which they operate. Groups such as Al-Qaeda, ISIS and Boko Haram operate in multiple countries and have their own political ideologies and agendas, which are not aligned with any of the nation states in which they operate.


In a Guardian essay aptly titled ‘The Demise of the Nation State’, Rana Dasgupta notes that the adherents of such organisations ‘have lost the enchantment for the old slogans of nation-building.’ Instead, ‘their political technology is charismatic religion, and the future they seek is inspired by the ancient golden empires that existed before the invention of nations.’ The most telling part of the story is how terrorist organisations rework the plumbing of global governance, completely indifferent to the borders of nation states. They are not interested in seizing the state apparatus, but ‘instead, they cut holes and tunnels in state authority, and so assemble transnational networks of tax collection, trade routes and military supply lines.’ The networks they build are impressive, tunnelling under the purview of nation states ‘from Mauritania in the west to Yemen in the east, and from Kenya and Somalia in the south to Algeria and Syria in the north.’18


Like the Mexican cartels, terrorist organisations also take on many roles of governing institutions, or at least try to. Thus, they take on infrastructure projects, project taxing authority and, like the Los Caballeros Templarios, provide social services to local populations. Whether it is out of the goodness of their hearts or to capture the hearts and minds of their subjects is beside the point. What is critical for our discussion is how nation states have become almost invisible to these organisations.19


Meanwhile, transnational corporations (TNCs) are doing a ‘legitimate’ version of the same thing – tunnelling under and around nation states and taking over the roles that nation states once performed. TNCs have become increasingly powerful and influential in global affairs, operating across multiple countries and regions, often with more economic and political clout than many states. Sometimes, they have come under criticism for flexing their power by involving themselves in what is traditionally the province of governments.


We can start with a relatively benign example. Shell, the multinational oil and gas company, has played a quasi-governmental role in the Niger Delta region of Nigeria, where it has operated for decades. While it did not exactly replace the Nigerian government, it did play a major role as a kind of police force working with the national government. It was accused of sharing intelligence with the Nigerian security forces, allowing them to carry out operations against local communities and activists. Shell was also accused of providing financial support and logistical assistance to the security forces, including transporting soldiers and equipment to areas where they were carrying out operations.20


Cases like this are just a small part of the story, given that corporations today are bypassing nation states in their traditional domain of controlling the flow of money within their borders. Those borders are nearly invisible to TNCs, and TNCs do their best to cut nation states out of the loop entirely. Dasgupta notes that TNCs are specifically designed to avoid nation-state taxation systems. In 2018, 94% of Apple’s cash reserves were held offshore, which means that the amount of money Apple offshored was $250 billion – more than the combined foreign reserves of the British government and the Bank of England. However, it is not just about money. As Dasgupta notes, big data companies like Google and Facebook have ‘already assumed many functions previously associated with the state, from cartography to surveillance.’21


Even some nongovernmental organisations (NGOs) have become quite powerful on the global stage. NGOs, of course, are independent organisations that advance specific causes, such as human rights, environmental protection or economic development. They often operate on a global scale and can have a significant impact on policymaking. Famous examples include Médecins Sans Frontières (better known in the Anglophone world as Doctors Without Borders), Oxfam International, CARE International, Save the Children, Amnesty International, Human Rights Watch and Transparency International. These are all perhaps worthy organisations, but they have been criticised for usurping roles that traditionally belonged to national governments.


For example, Dani Rodrik, an economist at Harvard University’s John F. Kennedy School of Government, has argued that NGOs may undermine the development of strong, accountable government institutions. He claims that ‘by substituting for government in the provision of basic public goods and services, NGOs risk diminishing the incentives and capacity of governments to deliver these services themselves.’22


Dean Karlan and Christopher Udry, codirectors of Kellogg’s Global Poverty Research Lab, subsequently investigated whether it was true that NGOs could ‘crowd out’ governments. They summarised studies of aid groups in Ghana and Uganda and concluded that in those nations, ‘government funding decreased by 6.8% in the sectors where the NGO was active, even as it increased by 7.4% in areas where the NGO was not focused. This indicated that money was flowing away from the government institutions that villagers had previously relied upon and into the new programmes and services sponsored by the NGO – yet these new programmes and services were less effective at improving people’s well-being.’23


We are not here to judge whether NGOs, on balance, do good or bad work. Our point is merely that they end up doing the work that was traditionally done by governments, for better or for worse. They are just another example of how the function of governance on the global stage is being taken over by new actors.


We are also not the first to notice this. In fact, some authors have pointed to the rise of transnational policy networks (TPNs) or, as they are sometimes called, ‘informal governance’. As Oliver Westerwinter, Kenneth W. Abbott and Thomas Biersteker note, ‘There is a growing and increasingly broad-based consensus that it is no longer possible to focus exclusively, or even predominantly, on states and their interactions in intergovernmental organizations to comprehend, understand, and analyze contemporary global governance.’24 Their view is that TPNs of informal governance mechanisms are replacing traditional organisations like the United Nations and the African Union because those organisations view the world at the wrong level of granularity – they believe that states still hold the power in today’s world. However, as we look at case after case, we see this is not so.


For another challenge to nation-state sovereignty, we can examine the phenomenon of city networks. Some cities have formed networks to collaborate on issues such as urban planning, climate change and economic development. Examples include the C40 Cities Climate Leadership Group and the Global Parliament of Mayors (GPM) – an organisation that has over 1,000 mayors and city leaders from more than 130 countries as members.


The GPM is a particularly interesting case. The organisation was inspired by a 2013 book by Benjamin Barber, entitled If Mayors Ruled the World: Dysfunctional Nations, Rising Cities. And one can see why mayors like the ideas in the book.


Nation-states have made little progress toward global governance. Too inclined by their nature to rivalry and mutual exclusion, they seem quintessentially indisposed to cooperation and incapable of establishing global common goods. Moreover, democracy is locked in their tight embrace, and there seems little chance either for democratizing globalization or for globalizing democracy as long as its flourishing depends on rival sovereign nations. What then is to be done? The solution stands before us, obvious but largely uncharted: let cities, the most networked and interconnected of our political associations, defined above all by collaboration and pragmatism, by creativity and multiculture, do what states cannot. Let mayors rule the world. Since, as Edward Glaeser writes, ‘the strength that comes from human collaboration is the central truth behind civilization’s success and the primary reason why cities exist,’ then surely cities can and should govern globally.25


And to be sure, this attitude is not just talk. Mayors have organised their own climate initiatives and their own approaches to problems of illegal immigration and drug trafficking.


Climate change is the most salient example. Former Chicago Mayor Rahm Emanuel issued a news release after a 2017 summit of mayors on climate change, stating, ‘Even as Washington fails to act, cities have the power and will to take decisive action’. Former New York Mayor Michael Bloomberg, also a leading figure in the movement, put a sharper spin on the idea. ‘All the U.S. cities signing the Chicago Climate Charter [. . .] sends a strong signal to the world that we will keep moving forward toward our Paris goal, with or without Washington.’26


Of course, this did not pass without criticism. Mark Anderson, a climate change sceptic writing in the UK Column, complained that ‘these “climate mayors” have little or no qualm about usurping the role of national leaders. [. . .] this “grassroots globalism”, if you will, appears to be a revolutionary means of undercutting national authority from the bottom up.’27


As you have probably guessed, our point is not about climate change or the rightness of mayors and networks of mayors seizing sovereignty from nation states. It is, of course, that this is yet another example of how the sovereignty of nation states is unravelling.


As nation states unravel, or rather, as the very idea of the nation state unravels, new forms of governance are emerging in unlikely places. For instance, there is the important example of so-called ‘stateless nations’. These are ethnic or cultural groups that have distinct identities and aspirations for self-rule but do not have a recognised nation state. Examples include the Kurds, Palestinians and Basques. Do they have their own state-independent form of governance? Absolutely yes.


Dasgupta draws attention to the fact that these stateless nations are constructing governance mechanisms and their own forms of sovereignty from the detritus of the collapse of nation states. He notes that ‘several ethnic groups, meanwhile – such as the Kurds and the Tuareg – which were left without a homeland after decolonisation, and stranded as persecuted minorities ever since, have also exploited the rifts in state authority to assemble the beginnings of transnational territories.’ He adds that ‘it is in the world’s most dangerous regions that today’s new political possibilities are being imagined.’28


We have not even arrived at what is probably the most impactful example – special economic zones or special enterprise zones (SEZs). These are designated geographic areas within a country that are given preferential treatment to attract foreign investment and promote economic growth. Examples include Shenzhen in China, Dubai in the UAE and the Suez Canal Economic Zone in Egypt. Quite voluntarily, nation states have ceded authority over law enforcement, taxation and the provisioning of infrastructure to these SEZs.


Earlier, we mentioned the book Your Next Government by Tom W. Bell. It goes into great detail about the recent rise of SEZs and their place in today’s world. However, one of the critical remaining questions is why nation states would cede so much authority to SEZs, and the answer seems to be that nation states, as evidence of their collapsing authority, are all too happy to cede the actual business of governing – providing services, fixing potholes and so on – as long as they retain the critical component of governance – the ability to control how favours are distributed and thus how favours are returned. This is a point we will return to later when we dive deeper into the forms of corruption that have often accompanied the presence of SEZs around the world.


We should also mention the rise of micronations. These are self-proclaimed independent nations that are not recognised by the international community. They often operate on a small scale and have unique political systems, such as the Principality of Sealand in the UK or the Republic of Molossia in the US. More recently, people have proposed and are currently involved in trial efforts to make new micronations in the form of seasteading operations in international waters.29


We could cite additional examples, but you get the point. Nation states are losing their sovereignty (sometimes voluntarily), and many of their fundamental functions – security, taxation, monetary policy, climate initiatives, welfare, industrial policy and so on – are being taken over by other governmental institutions. And the source of this pressure is the aforementioned Cambrian explosion of organisations and institutions that are taking on the role of traditional nation states – TNCs, NGOs, terrorist organisations, networked cities, stateless nations, drug cartels, SEZs, micronations and more.


The aggregate effect of these new organisations on the future of the nation state should not be dismissed. As Sean McFate, writing in The New Rules for War, put it:


The Westphalian Order is dying. Today states are receding everywhere, a sure sign of disorder. From the weakening European Union to the raging Middle East, states are breaking down into regimes or are manifestly failing. They are being replaced by other things, such as networks, caliphates, narco-states, warlord kingdoms, corporatocracies, and wastelands. The Fragile States Index, an annual ranking of 178 countries that measures state weakness using social science methods, warned in 2017 that 70 percent of the world’s countries were ‘fragile.’ This trend continues to worsen. The ability of the United Nations or the West to police the situation fades each year, while nonstate actors grow more powerful. International relations are returning to the chaos of pre-Westphalian days.30


Whether we consider these developments to be good or bad, the important point is this: it is now myopic to only consider traditional governance structures like nation states when we think about the principal actors in human governance on the global stage. The point is that a lot of individuals and a lot of institutions have seen the writing on the wall for national sovereignty, but the question is, have they also seen the writing on the wall for the idea of the nation state itself? Not exactly.


2.5 Searching for alternatives


There is a prevailing view that the nation state can still be saved – that it can coexist with all these competitors and that what we need is a global level of governance to tie things together, keeping nation states in the game but with diminished roles.


According to this view, global governance would complement and enhance the existing system of nation states.31 Sometimes, this takes the form of what Anne-Marie Slaughter has called ‘networked governance’.32 She proposes a model of governance that involves multiple actors, including states, non-state actors and international organisations, collaborating to solve problems through networks of connections.


Similarly, Robert Keohane has developed the concept of ‘complex interdependence’. His idea is that as the world becomes more interconnected, the traditional system of states interacting through military force and economic coercion is no longer sufficient to address global challenges. As a solution, he proposes a model of governance based on cooperation and mutual dependence among states – this is the complex interdependence idea. Key to this is the need for global governance mechanisms to manage this interdependence.33
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