-
-/
‘

A Quarterly
Message

on Liberty

Fall 2012
\ ) )
W

The Ori gn_ of.Sta
TOM G. PALMER

any people believe that the state is responsi-
ble for everything.
According to Cass Sunstein, a professor
of law at Harvard University and adminis-
trator of the Office of Information and Regulatory Affairs,
“Government is ‘implicated’ in everything people own. ... If
rich people have a great deal of money;, it is because the gov-
ernment furnishes a system in which they are entitled to
have and keep that money.”

That'’s the academic formulation of a concept that was
restated recently in a popular form. “If you've been success-
ful, you didn’t get there on your own. . ... If you were success-
ful, somebody along the line gave you some help. ... Some-
body helped to create this unbelievable American system
that we have that allowed you to thrive. Somebody invested
in roads and bridges. If you’ve got a business—you didn’t
build that. Somebody else made that happen.” That was
Sunstein’s boss, President Obama.

Tom G. Palmeris a senior fellow at the
Cato Institute, author of Realizing
Freedom: Libertarian Theory,
History, and Practice, and editor of
The Morality of Capitalism and
After the Welfare State. He s also
the executive vice president for interna-
tional programs at the Atlas Economic
Research Foundation. Palmer spoke
at Cato University in July.
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ven a charitable interpreta-
E tion of the president’s re-
marks shows that he doesn’t

understand the concept of marginal
contribution to output, for example,
of the value added by one additional
hour of labor. He doesn’t under-
stand how wealth is produced.

Sunstein and his colleagues rea-
son that since they attribute all
wealth to the state, the state is enti-
tled to it, and those who may foolish-
ly think of themselves as producers
have no claim of their own over it.

What exactly is a state? The
canonical definition was offered by
Max Weber, who defined the state as
“that human community which
(successfully) lays claim to the mo-
nopoly of legitimate physical vio-
lence within a certain territory.”

In fact, it cannot be the case that
all wealth is attributable to the state.

¢ (It cannot be the case that
all wealth is attributable to
the state. Historically, the
existence of a state required

lus to sustain itin

the first place. 99

Historically, the existence of a state
apparatus required a pre-existing
surplus to sustain it in the first place.
The state, in other words, would not
exist without wealth being produced
before its emergence. Let’s explore
thatabit further.

Why do people have wealth?
Charles Dunoyer, an early libertarian
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sociologist, explained that “there
exist in the world only two great par-
ties; that of those who prefer to live
from the produce of their labor or of
their property, and that of those who
prefer tolive on the labor or the prop-
erty of others.” Simply put, makers
produce wealth while takers appro-
priate it.

In his important book The State,
the sociologist Franz Oppenheimer
distinguished between what he cal-
led the economic means and the po-
litical means of attaining wealth,
that s, between “work and robbery.”
“The state,” he concluded, “is an or-
ganization of the political means.”

The economic means must pre-
cede the political means. However,
not all kinds of work produce sur-
pluses sufficient for sustaining a
state. You don’t find states among
hunter-gatherers, for instance, be-

cause they don’t generate enough

of asurplus to sustain a predato-
ry class. The same is true of primi-
tive agriculturalist societies. What
is needed is settled agriculture,
which generates a surplus suffi-
cient to attract the attention of’
predators and sustain them.
Such societies are typically con-
quered by nomads—especially
those with horses, who were able
to overpower sedentary agricul-
turalists. We see that happening over
and over again after nomadic people
erupted out of Central Asia long ago.

There is a memory of that ancient
conflict preserved in the Book of
Genesis, which tells the fratricidal
story of Cain and Abel. It is signifi-
cant that “Abel was a keeper of sheep,
but Cain was a tiller of the ground,”



an echo of the conflict be- ((

tween settled agriculturalists
and nomadic herders.

State formation represents
a transformation from “rov-
ing bandits” to “stationary
bandits.” As the economist
Mancur Olson wrote, “If the
leader of a roving bandit gang
who finds only slim pickings
is strong enough to take hold
of a given territory and to keep other
bandits out, he can monopolize
crime in that area—he can become a
stationary bandit.” That is an impor-
tant insight into the development of
human political associations.

The state is, at its core, a predato-
ry institution. Yet, in some ways, it
also represents an advance, even for
those being plundered. When the
choice is between roving bandits—
who rob, fight, burn what they can’t
take, and then come back the fol-
lowing year—and stationary ban-
dits—who settle down and plunder
little by little throughout the year—
the choice is clear. Stationary ban-
dits are less likely to kill and destroy
as they loot you and they fend oft
rival bandits. That is a kind of
progress—even from the perspective
of those being plundered.

States emerged as organizations
for extracting surpluses from those
who produced wealth. In his book
The Art of Not Being Governed, the an-
thropologist and political scientist
James C. Scott of Yale University
studies regions of the world that
have never been successfully sub-
dued by states. A central concept in
his work is “the friction of power”:
power does not easily flow uphill.

State formation repre-
sents a transformation
from ‘roving bandits’ to
‘stationary bandits.’ The
fitate is, atits core, a pre-
atory institution. by

When waves of conquerors moved
through an area, they subjugated
the valleys, while those who escaped
moved up into the less desirable
highlands. Scott points out that
those refugees developed social,
legal, and religious institutions that
make them very difficult to con-
quer. It’s especially true of moun-
tain people and of swamp people.
(It's a shame various leaders did not
read Scott’s book before occupying
Afghanistan and promoting “state
building” there.)

What are the incentives of the
rulers? Overly simplistic models
posit that rulers seek to maximize
wealth, or gross domestic product.
Scott, however, argues that the ruler’s
incentive is not to maximize the
GDP, but to maximize the “SAP,” the
state-accessible product, understood
as that production that is easy to
identify, monitor, enumerate, and
confiscate through taxation: “The
ruler ... maximizes the state-accessi-
ble product, if necessary, at the ex-
pense of the overall wealth of the
realm and its subjects.”

Consider (a ruler might say,
“take”), for instance, agriculture.
Rulers in Asia suppressed the cultiva-
tion of roots and tubers, “which has
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been anathema to all state-makers,
traditional or modern,” in favor of
paddy rice cultivation. Thatis rather
puzzling. Why would rulers care so
much about what crops are plant-
ed? The reason, Scott notes, is that
you can’t very effectively tax plants
that grow under ground. Cultiva-
tors harvest them when they want;
otherwise they remain in the
ground. Paddy rice,
on the other hand,
has to be harvested
at specific times
by large concentra-
tions of people, so
it’s easier for rulers
both to monitor
and tax the harvest
and to draft the la-
borers into their
armies. The incen-
tives of rulers have
systemic effects on
many practices and
permeate our soci-
eties.

State systems of
social control—from
military conscrip-
tion to compulsory
schooling—have thoroughly perme-
ated our consciousness. Consider, for
example, the passport. You cannot
travel around the world today with-
out a document issued by the state.
In fact, you can no longer even travel
around the United States withouta
state-issued document. Passports are
very recent inventions. For thou-
sands of years, people went where
they wanted without permission
from the state. On my office wall is
an advertisement from an old Ger-
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man magazine that shows a couple
in a train compartment facing a bor-
der official demanding, “Your pass-
port, please!” It explains how won-
derful passports are because they
give you the freedom of the world.

That, of course, is absurd. Pass-
ports restrict your freedom. You are
not allowed to travel without
permission, but we have become
so saturated with
the ideology of the
state—and have in-
ternalized it so
deeply—that many
see the passport as
conferring freedom,
rather than restrict-
ing it. I was once
asked after alecture
whether I favored
state-issued Dbirth
certificates. After a
moment, I said I
could see no com-
pelling reason for it
and since other in-
stitutions can do it,
the answer was
“no.” The question-
er pounced! “How
would you know who you are?”
Even personal identity, it seems, is
conferred by the state.

Modern states also claim to be
the sole source of law. But historical-
ly, states mainly replaced customary
law with imposed law. There is a
great deal of law all around us that
is not a product of the state, for law
is a byproduct of voluntary interac-
tion. As the great jurist Bruno Leoni
argued, “Individuals make the law
insofar as they make successful



claims.” Private persons mak- ((When meditatin on

ing contracts are making law.

In the 16th century, the in-
fluential thinker Jean Bodin
focused on the idea of sover-
eignty, which he defined as
“the most high, absolute, and
perpetual power over the citi-
zens and subjects in a com-
monwealth.” He contrasted
that “indivisible power” with
another kind of social order, known
as customary law, which he dis-
missed because, he said, “Custom
acquires its force little by little and
by the common consent of all, or
most, over many years, while law ap-
pears suddenly, and gets its strength
from one person who has the power
of commanding all.” In other
words, Bodin recognized that cus-
tom creates social order, but defined
law as requiring the hierarchical im-
position of force, which in turn re-
quires a sovereign—a power that is
absolute, unconditioned, and there-
fore above the law.

That type of sovereignty is inher-
ently contrary to the rule of law, as
well as contrary to the principles of
federal systems, such as that of the
United States, in which power is di-
vided among the different levels
and branches of government. In
constitutional regimes, the law, not
absolute power, is held to be
supreme.

The evolution of freedom has
involved a long process of bringing
power under law. The imposition
of force has nonetheless left a pow-
erful imprint on our minds.
Alexander Riistow, a prominent so-
ciologist and a father of the post-

what it means to live as
free people we should
never forget that the state
doesn’t grant to us our
identities or our rights. 99

war revival of liberty in Germany,
meditated on the origins of the
state in violence and predation and
its lingering imprint: “All of us,
without exception, carry this inher-
ited poison within us, in the most
varied and unexpected places and
in the most diverse forms, often de-
fying perception. All of us, collec-
tively and individually, are acces-
sories to this great sin of all time,
this real original sin, a hereditary
fault that can be excised and erased
only with great difficulty and slow-
ly, by an insight into pathology, by
a will to recover, by the active re-
morse of all.” It takes work to free
our minds from our dependence
on the state.

When meditating on what it
means to live as free people we
should never forget that the state
doesn’t grant to us our identities or
our rights. The American Declara-
tion of Independence states, “That
to secure these rights, Governments
have been instituted among men.”
We secure what is already ours. The
state can add value when it helps us
to do that, but rights and society
are prior to the state. It’s critical to
remember that the next time some-
one says, “You didn’t build that.” m
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What drew you to the Cato Institute?

I've considered myself a libertarian since my
college days. I think it goes back to reading
Robert Heinlein stories when I was a kid. At
the time, I thought it was the science fiction
that I liked, but re-reading his stories as an
adule, I realized it was the message of strong
individualism that resonated with me.

I had been following Cato’s policy writings
for years, just out of personal interest. When I
saw they were looking for a trade policy analyst
recently, I thought it was worth chatting with
them about it to see what they had in mind.
After a few conversations, it was clear that we
were on the same page in terms of trade policy
and that working here would be a great fit.

More generally, I'm very interested in
Cato’s work across several areas. 'm a strong
supporter of smaller budgets, free markets in
health care, and a noninterventionist foreign
policy. To the extent I can find overlaps with
trade and these other fields, I will try to write
about them as well.

What trade issues in particular will you be
focusing on here?

My specific area of expertise is in disputes at
the World Trade Organization. I will try my
best to translate these dense legal decisions
into something more easily understood.

In addition, I will continue the long effort
of free traders over the years to explain why
free trade is a better policy than protectionism.
In the current climate, this message often gets
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lost, as the mainstream political parties seem
to be trying to outdo each other with talking
tough on trade with China. We need to get
our message past all of the usual shouting,

I’m also trying to shed some light on the
details of international trade rules. To some
extent, when you look at the actual contents of
so-called “free trade” agreements, the issue of
free trade is not as clear as you might think.
There are many subjects within these agree-
ments that do not correspond to the usual
conception of free trade. They have been in-
cluded at the request of special interest groups,
and may actually undermine the goal of free
trade.

You've recently written about “a new kind of
trade war.” What do you mean by this?

The term “trade war” has negative implica-
tions, with good reason. Traditionally it has
meant a spiral of dueling protectionism be-
tween two countries. One country starts with
some form of protection, and then the other
responds.

Recently, though, trade conflict has turned
into a tit-for-tat litigation process. One coun-
try challenges another’s protectionist meas-
ures, alleging violations of international trade
rules. Then the second country responds with
a challenge to the first country’s trade restric-
tions. Ifall goes well, everybody’s protection-
ism is found to violate the rules, and they
remove it. This is much better than the tradi-
tional “trade war”! m



Donating

Retirement

Assets to
Charity

etirement assets—IRAs, employer-
R sponsored 401(k)s, profit-sharing

plans, and 403(b)s to name a few—are
an important and often overlooked part of es-
tate planning. Designating a charity as benefi-
ciary of all or part of your retirement assets can
be a highly tax-efficient strategy, for reasons
that we will discuss.

Sitting down with your financial advisers
and doing a thorough review of your situation
should always be the first step in estate plan-
ning. It may well turn out that it makes sense
for your spouse and/or children to be the bene-
ficiaries of your retirement assets. But if you are
interested in gift/bequest to charity, consider
using your retirement assets to fund that gift.

Why? As you likely know, most retirement
plans offer special tax-deferred status: that is,
the assets accumulated in the plan are not taxed
until they are distributed or withdrawn. After
your death, withdrawals from these plans are
characterized as “income in respect of a dece-
dent” (or IRD), a technical phrase meaning in-
come that was not taxed before death. Thus
someone—typically the person withdrawing the
money—must ultimately pay income tax on .
And your retirement assets will be includable in
your estate, with the result that estate taxes may
be payable as well, depending upon the level of
“estate-tax exemption” in effect at the time.

But—and here comes the cavalry—a tax-ex-
empt charity can receive funds from an IRA or
other retirement plan without paying tax on
that distribution. Furthermore, your estate, in
the event it is burdened with estate taxes, can
take a charitable deduction for the amount
left to charity. Thus, retirement assets can pass

to the charity in a tax-efficient way, free of in-

come and estate taxes. For gifts to your family,
you can make use of other investment assets.
These may be subject to estate tax but will not
engender any immediate income tax liability
(only capital gains when ultimately sold).

If you are thinking of taking advantage of
this strategy, make sure you get the mechanics
right. Just because you have executed a will, it
does not mean that you've done an effective job
of naming a beneficiary. IRAs and other retire-
ment assets should not pass via your will but,
rather, they should pass to the charity named
as your beneficiary on the “beneficiary designa-
tion form” specifically used for that plan. Itis
also a good idea to make the charity a 100 per-
cent beneficiary of the retirement plan, but if
you don’t want the whole plan to go to charity,
carve out the desired charitable portion and
putitinaseparate IRA.

If you are wondering what happens if you
forget to fill out that designation form, the an-
swer is that your retirement assets would be dis-
tributed according to your will (if you have
one). At first blush that may seem OK, butit’s
really not because your retirement assets would
then be subject to the delays of probate admin-
istration and to the claims of creditors. Plus,
important tax-deferral opportunities, other-
wise available to family beneficiaries, are lost.

Please consider making Cato a beneficiary
of your retirement assets—it’s tax efficient for
you and a splendid contribution for us.

For more information about this or other
gifting topics, please contact Cato’s director
of planned giving, Gayllis Ward, at202-218-
4631 or at gward@cato.org. m
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NEW BOOK FROM THE CATO INSTITUTE

insights on Carson’s epoch-making
book and challenges its scientific under-
pinnings and purpose. This book should
stir even the most committed Carson
enthusiast to reassess Silent Spring’s much
celebrated status. A must read for those
who take the environment seriously.

—BRUCE YANDLE, Dean Emeritus, College of
Business and Behavioral Science, Clemson University

‘cThJs book offers amuch needed
perspective on one of the most mis-
guided and overpraised books of the
20th century. However noble in her

intentions, in Silent Spring, Rachel Carson

provided the impetus for a half century
of environmental policies that have cost
hundreds of millions oflives and elicited
antagonism toward many products and
technologies that could have benefited
the planet and its inhabitants. 9
—HENRY MILLER, Robert Wesson Fellow
in Scientific Philosophy and Public Policy,
Hoover Institution, Stanford University

HARDBACK: $25.95 o E-BOOK $12.99
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lidited by Roger Meiners, Pierre Desrochers,
and Andrew Morriss

Buy your copy at bookstores nationwide, call 800-767-1241, or visit Cato.org/store.
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