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Introduction

First of all, I should like to thank everyone who has taken the trouble to
read my manuscript and to whom I owe so many corrections, additions, and
suggestions. This book is the result of a long and critical examination of the
meaning and purpose of the state. I started this process as a high school stu-
dent, as I mention in Chapter 1, and today, after my withdrawal from active
politics, it still remains unfinished.

A friend of mine, a professor of constitutional philosophy with whom I
often discussed my manuscript, asked me what type of a book this is sup-
posed to be. Is it, he asked, a treatise on constitutional philosophy, a political
manifesto, a memoir, or a history book? The more I think about it, the more
it seems simply to be a cookbook of political recipes, gathered over centuries
by my ancestors and over decades by myself. My hope is that these recipes will
help to build a state for the third millennium, a state that can be enjoyed by as
many people as possible. Whatever these political recipes may look like, one
thing is certain: much can be learned from the political recipes of earlier cen-
turies and millennia, but more modern recipes will be necessary to fulfill the
wishes and needs of humanity in the third millennium. For part of the world
population, the age of democracy started only at the end of the second millen-
nium. It is to be hoped that democracy will shape the third millennium and
the future of human history and not remain, as in earlier millennia, an event
restricted in time and geography or, in other words, a footnote of history.

What kind of state does humanity want in the third millennium? President
Kennedy, whom I had the honor to meet personally when I was a young man,
said in his Inaugural Address in 1961: “Ask not what your country can do for
you—ask what you can do for your country.” As a young, idealistic person, I
was in those days convinced by this statement. Today, I may not have lost all
of my ideals, but decades of experience in national and international politics,
including many years as the head of state of a small but modern democracy,
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have convinced me of the truth of the reverse statement: Ask not what a citizen
can do for the state, but rather what the state can do better for the citizen than any
other organization. This organization could be a community, an international
organization, or a private company. I would like to set out in this book the
reasons why the traditional state as a monopoly enterprise not only is an
inefficient enterprise with a poor price—performance ratio, but even more
importantly, becomes more of a danger for humanity the longer it lasts.

A critical approach to human history, especially of the 20™" century, reveals
the state as a real threat to the life and freedom of the individual. With this in
mind, it is easy to understand those who disavow every form of governmental
order. Does humanity wish to have a state in the third millennium? Is it not
possible to realize finally the old utopia of a society without a state? The rejec-
tion of every form of government is widely known by the Greek term anar-
chia (anarchy), which was originally a peaceful movement based on private
ownership. What anarchists probably have not sufficiently considered is that
private ownership requires the rule of law. Without a state, the rule of law,
which should include everybody, is very difficult to realize and hardly possible
to maintain over a long period of time.

At the end of the 19™" century, some anarchists came under the influence
of socialist-communist ideology, which rejected private ownership and advo-
cated violence. The goal of communism was a classless society without a state.
During a transitional stage, this goal was to be attained through the dictator-
ship of the proletariat. The result was a totalitarian state, in whose concentra-
tion camps many more people were murdered than in the better known con-
centration camps of the Nazis. It is estimated that in the Soviet Union alone
up to 20 million people were murdered for political reasons, and that the
numbers in China may have been even higher. The experiment in Cambodia
with so-called stone-age communism is supposed to have cost a third of the
population their lives. Even if these figures are overestimations, they certainly
exceed the estimated six million victims of National Socialism’s concentration
camps.

One can argue that there was at least a theoretical difference between
National Socialism and communism. Whoever was born as a Jew remained a
Jew and was killed by the Nazis in a concentration camp. Whoever was born
as a class enemy had at least the theoretical possibility of converting to social-
ism and communism. Socialism and communism are therefore ideologically
nearer to the world religions than National Socialism, but in political reality
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INTRODUCTION

the difference was small. Those who were born class enemies were offered
the chance of conversion only on rare occasions. But even the conversion to
socialism and communism offered no protection against death in a concen-
tration camp under Stalin, Mao Zedong, Pol Pot, and other dictators.

It would be a major success if in the third millennium, as described in this
book, humanity were able to transform all states into service companies that
worked for the people on the basis of direct and indirect democracy and the
right of self-determination at the local level. Shareholders in this service com-
pany “state” would be its citizens, to whom the state would pay out profits in
one way or the other as described in Chapter 10.

Naturally, an anarchist could claim that a monarch from a family that has
reigned for centuries cannot possibly be in favor of abolishing the state. In
response, I should like to note that the Princes of Liechtenstein are not paid
for their duties as head of state by either the state or the taxpayer. The total
cost of our monarchy, in contrast to almost all other monarchies, is covered
by the Prince’s or the Princely House’s private funds. It is true that being
head of state offers many gratifying moments and certain advantages; but it
is surely more of a hindrance than a necessity for happiness, not least because
of the responsibilities that must be borne and the expectations that cannot be

fulfilled.

As a convinced democrat committed to a form of democracy that far
exceeds what is normal today, I offer my book to all those who have neither
the time nor the inclination to read a political science treatise many hundreds
of pages long. Politicians seldom have the time for this unless they have just
lost an election. I have therefore tried to write a book that is short and easy to
understand by leaving out footnotes and too much background information.

Another reason for the absence of footnotes is the fact that it would be
difficult for me today to retrace the sources from which I obtained the infor-
mation over the decades. It certainly stems from a great number of books
and articles I have read, but also from many conversations I have had with
scientists from various fields or with politicians at both national and inter-
national level. Thus I have limited myself in Chapter 1 to illustrating for the
reader the personal experiences that have shaped my conception of the state.
I have been able to look at the state from many different angles: as a head of
state; as a politician, who had to win referenda in a direct democracy; as a
businessman active not only in his own state but also in different continents;
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and as an amateur historian fascinated by the evolution of humanity and the
influence of military technology, transportation, and the economy on the
size of states. In Chapters 2 to 9, I single out those forces that I believe have
influenced human history in the past and in all probability will continue to
do so in the future. These include, among other things, religions, ideologies,
military technology, economics, and systems of transportation. Some readers
may find that about seventy pages of human history is too short and others
may find it too long,.

Readers who are less interested in history can skip Chapters 1 to 9 and
concentrate on Chapters 10 to 13. Proposals are explained therein that serve
to make the traditional democratic constitutional state more democratic and
more eflicient. I also discuss possible strategies on how to realize worldwide
the modern democratic constitutional state in the third millennium. The
objective of the third millennium must be to transform all states into peace-
ful service companies that are at the service of humanity. Humanity should
no longer serve the state and have its existence threatened by wars or other
state measures. This is the purpose of the draft constitution for the state of
the third millennium that is included as an appendix and is commented on

in Chapter 11.
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1. 'The right to self-determination—
a personal conviction

When I was a high school student in the 1950s, I became interested in the
factors that led to the war in Algeria. I just could not understand why the
right to self-determination applied to a mere twenty thousand Liechtenstein-
ers but not to the various ethnic groups in Algeria, some of which numbered
in the millions.

I was confronted with the same problem in Spain in 1966 during the time
of Franco. I was an economics student doing a bank internship in the Basque
region of Spain. Diplomacy was never really a strength of mine, and in dis-
cussions I could not resist the temptation to suggest that if the right to self-
determination applied to the small number of Liechtensteiners, it should also
apply to the Basques. My Basque friends were pleased but my Spanish friends
were more diplomatic than I was. They would have been justified in respond-
ing that if self-determination did not apply to the Basques, then there was no
reason to apply it to the Liechtensteiners either.

If one is born into a family like mine, one is usually interested in history
and is internationally minded. History and world politics were discussed and
criticized in the family, and from a certain age the children were in a position
not simply to follow discussions but also to participate in them. It had been
clear to family members for quite some time that the model of a hereditary
monarchy whose authority to rule was based on religious legitimation or “the

grace of God” had had its day.

The only difference in opinion related to whether this model had ceased to
be workable in the 19®® century or even earlier. Within the family all were in
agreement that ideological forms of legitimation like nationalism or socialism
were cul-de-sacs of human development. Despite its fundamental problems,
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democracy appeared to be the only credible alternative to “the grace of God.”
However, during my youth there was no complete agreement about which
model of democracy was the best.

Witnessing the decades of decolonization was a fascinating experience for
me as a young man. Unfortunately, sooner or later, all the models for democ-
racy and economic development in the new nations proved to be political and
economic failures, regardless of whether they followed the British, French, or
American example. The few economic successes, such as Singapore or South
Korea, were the exceptions that proved the rule. Political analysts and econo-
mists had almost unanimously predicted dim prospects for Singapore when it
obtained independence. For a long time after the Korean War, South Korea
was considered a problem case without a future. At the time, in the 1960s,
experts predicted a bright future for the states of Asia, Africa, and Latin America
that were rich in raw materials. Unfortunately, nationalism and socialism in
those states have destroyed not only every experiment in democracy but also,
as a general rule, the economy.

A further problem was that the post-colonial states were almost without
exception artificial creations. Colonial powers drew borders without consult-
ing the affected populations. This resulted in states with very heterogeneous
populations or so-called multi-ethnic states. The historic Habsburg monarchy
is an interesting parallel: a classic example of a multi-ethnic state, it intermin-
gled many languages, races, and religions in very close proximity. Languages
were different from one village to the next; one village was Catholic and its
neighbor Protestant or Orthodox; and Jewish minorities lived within these
communities. Nationalism destroyed the Habsburg Empire and drove Europe
into the political catastrophes of the 20" century. Nationalism continues to
exert its destructive influence, both inside and outside Europe; minorities are
suppressed, expelled, or exterminated.

My family’s intense analysis of the problems of the Habsburg Empire, as
well as our interest in similar multicultural and multi-religious empires and
states throughout history, are understandable in the light of our close and
amicable relations with the Habsburg family over the centuries. Already
under the Babenberg dukes (predecessors of the Habsburgs), my family had
a strong position in what are today eastern Austria and the Moravian region
of the Czech Republic. When the Babenberg family died out in the 13*" cen-
tury, we supported the Habsburgs. Only during a brief period in the 15 and
16 centuries did we have religious and political differences with them. In
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THE RIGHT TO SELE-DETERMINATION—A PERSONAL CONVICTION

addition to the political connections, the two families were also personally
related. My grandmother, for instance, was a younger sister of Franz Ferdi-
nand, who was next in line to the throne when he was assassinated in Sarajevo.
We often discussed in my family what political reforms might have saved the
Habsburg Empire from its demise. With the example of the Swiss on our
doorstep, robust democracy at the local level and political decentralization
were the obvious solutions. The political decentralization of the Habsburg
Empire was proposed by the young Emperor Charles I after the death of
Emperor Franz Joseph I during the First World War, when it was unfortu-
nately already too late.

In the second half of the 20" century even Switzerland, the model democ-
racy, faced a minority problem in the canton of Bern, where the Swiss capital
is located. Bern is one of the largest and most important cantons in Swit-
zerland. In the Jura region of the canton, the French-speaking Catholics felt
politically and economically disadvantaged compared to the German-speak-
ing Protestant majority of Bern. The French-speaking population aspired to
greater autonomy for the Jura region, but they met with resistance from the
German-speaking majority. The conflict escalated: there were bomb attacks,
and radical elements wanted Jura to become part of France. The Confederal
Swiss Government intervened in the internal cantonal problem and mediated
a solution in 1974. The French-speaking regions of the canton of Bern voted
for Jura to become its own canton. The decision was supported by a clear
majority, although some French-speaking communities chose to remain in
the canton of Bern. Over the years the political and economic developments
in Jura exceeded expectations, and several French-speaking communities that
had remained with Bern decided to join the canton of Jura. This peaceful
and democratic solution, after such violent conflict, was for me an impressive
example of a successful experiment in self-determination at the local level.

In addition to the historical and political interests that I inherited from
my family, my studies of economics and law at the University of St. Gal-
len in Switzerland led me to a rigorous analysis of the planned communist
economies in Eastern Europe. In my family we were mainly convinced that
the communist systems in Eastern Europe would sooner or later collapse. The
only question was when and how it would happen. My father, Prince Franz
Josef 11, was convinced that the Soviet Empire would fall prior to the turn of
the millennium and that it would be a peaceful process. In view of the high
oil prices since the beginning of the 1970s, from which the Soviet Union ben-
efited substantially, I personally believed that the economic collapse would
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probably only take place after the turn of the millennium and possibly after
a major nuclear war. My father turned out to be right. The collapse of the
Soviet Empire and the Soviet Union started in 1989, and the people of Eastern
Europe were able to free themselves from their socialist dictatorships.

Influenced by the collapse of the Habsburg monarchy and its unfortunately
negative consequences, I pondered how the Soviet Union could be reformed
in order to prevent a collapse. I concluded that only radical reforms can save
large multi-ethnic states from disintegration.

In contrast to the Habsburg monarchy, a reform of the Soviet Union required
a complete economic reorganization with the introduction of a market econ-
omy. Nevertheless, there were parallels between the two empires. Both were
multi-ethnic states with significant minority populations. A breakup along
the often haphazardly drawn borders of provinces or regional republics would
lead inevitably to new minority problems, bringing the potential danger of
ethnic cleansing and civil war. However, as long as minorities are not infected
by the sickness of nationalism or incited to violence by religious fanatics, they
can live together in peace for centuries. Indeed, experience throughout the
world shows that a diverse mix of minorities can be a considerable enrichment
for culture and trade.

When the crisis of the Soviet Union became unmistakable in the 1980s, it
appeared to me that the only possibility of saving it would be the right to self-
determination at a local level; a reorientation of the central government solely
to matters of foreign affairs, defense policy, internal security, and the law;
and a radical program of privatization and rapid integration into the world
economy. President Gorbachev never recognized the necessity of such radi-
cal reforms. However, even if he had, his chances of success in implementing
them would have been minimal. He would first have had to use the military
and the KGB (secret police) to oust the Communist Party, and then turn the
KGB against the military in order to pursue a radical reduction in armaments
expenditure. Finally, the only way he could have built a constitutional state
would have been to dissolve the KGB. Nevertheless, President Gorbachev’s
achievements were truly great and historic. Not only did he dissolve the Soviet
Union more or less peacefully, but he also prevented a major civil war that
could have escalated into a nuclear conflict. I sincerely hope that historians in
the future will honor the major achievements and statesmanship of President
Gorbachev and of the other leading Soviet politicians of that time.
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During the second half of the 20™® century, Canada also had a political
problem with the French-speaking minority in Québec. Nearly half of Qué-
bec’s population wanted independence, but this would have meant problems
for the English-speaking and indigenous native American minorities in Qué-
bec who wanted to remain within Canada. At that time I had the opportunity
of discussing with Canadians a possible solution to the problem based on
the right of self-determination at local level. Under this proposal, a relatively
narrow strip of land along the St. Lawrence River, where most of the French-
speaking population lives, would have become independent. The larger part
of Québec, which is richer in natural resources and includes the city of Mon-
tréal, would have remained within Canada. Under these conditions, indepen-
dence would have lost much of its appeal for the French-speaking minority.
Since then certain concessions to the French-speaking minority seem to have
solved the problem at least to some extent.

At almost the same time, a counter-example could be witnessed in Yugo-
slavia, where, particularly in Serbia and Croatia, the leadership failed com-
pletely. Yugoslavia collapsed into a long, bloody civil war and a period of eth-
nic cleansing. Even though Yugoslavia was politically and economically closer
to the West than to the Soviet Union, this catastrophe still occurred.

From the very beginning, the actions of the international community in
Yugoslavia were mostly ill-fated. The highest priorities were non-intervention
and the inviolability of all existing borders, with no clear concept of how to
prevent the imminent civil war. When the first shots were fired, the inter-
national community began to recognize the sovereignty of the individual
republics within their existing borders, although they were aware that, with the
exception of Slovenia, these borders were artificial and extremely problematic.
Yugoslavia might have been saved and civil war averted, had the international
community insisted that the sovereignty of Yugoslavia and the inviolability
of its borders would only be recognized on the condition that Yugoslavia
respect the right of self-determination at the local level. Under pressure from,
and with the support of, the international community, the functions of the
Yugoslav state could have been reduced to their core competencies, and at the
end of the process the European Union (EU) could have offered member-
ship to a fundamentally reformed Yugoslavia as an incentive. The borders
of the constituent republics could have been redrawn to correspond more
closely with the needs and desires of the local population. These constitu-
ent republics could have assumed important functions in social, economic,

and specific legal spheres, which had previously been the responsibility of the
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central government. The international community could still have recognized
the sovereignty of these constituent republics, if the Yugoslav central govern-
ment ignored its recommendation to grant self-determination at the local
level. Sadly, ethnic cleansing came once again to European soil, and Europe
only looked on, which damaged the credibility of Europe worldwide.

There was one further factor that made me realize early on that states would
be much more exposed to centrifugal forces in the next hundred years than
in the previous century, and that the danger of their disintegrating either
peacefully or through civil war would grow. When I completed my studies
at St. Gallen in the 1960s, the predominant view of both private corporations
and states was “the bigger the better.” A state like Liechtenstein, not only
small, but also a monarchy, was seen as a curious relic from a bygone age with
no future. Europe, it was argued, could only survive politically and economi-
cally through unification. Since I was expected to become the head of state of
just such a small country, I had to ask myself whether it was sensible to pre-
pare for a job that had no future. I therefore analyzed intensely the question
of the relevance of the small state.

Throughout history there have been periods and regions in which small
states have dominated and others in which large states have prevailed. Prior
to the Roman Empire, small states like the Greek city-states controlled the
political landscape in Europe, and after the fall of the Roman Empire, Europe
was characterized primarily by small states until the end of the Middle Ages.
Subsequently, the trend moved again towards larger and more centralized
states. It was assumed that this trend would reach its peak with the integra-
tion of the European states into the EU.

As an economics student, however, it occurred to me that Liechtenstein’s
economic success after the Second World War directly contradicted the wide-
spread belief in “the bigger the better.” When I confronted experts with this
contrast between theory and practice, they replied that the finance industry,
tourism, and postage stamps were the reasons for Liechtenstein’s economic
upturn. Yet this was not strictly true. Tourism had some significance for this
small country before the Second World War but collapsed during the war
and played only a subordinate role thereafter. Postage stamps, compared to
larger countries, made a disproportionately large contribution to the national
budget and helped to keep taxes low, but that still did not account for the
postwar upturn. And although, soon after the First World War, Liechtenstein
had tried to support the finance sector with low taxes and favorable legal
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regulations, success was limited by Europe’s restrictive foreign exchange poli-
cies between the wars. The annexation of Austria in 1938 by the Third Reich
then led to a withdrawal of foreign capital because there was widespread fear
of a German military occupation of Liechtenstein.

A closer look at Liechtenstein’s statistics in the 1960s clearly reveals that
industry was the real motor of the country’s economic upturn after the Second
World War. Liechtenstein’s industry had its roots in the second half of the 19®®
century, when a customs agreement was reached with the Habsburg monar-
chy. Low taxes, low wages, and a well-trained labor force made Liechtenstein a
relatively attractive location for the neighboring Swiss textile industry, which
supplied the large market of the Habsburg Empire. With the First World War
and the fall of the Habsburg monarchy, Liechtenstein’s small industry lost its
market and had to be restructured around the Swiss market because high tar-
iffs and currency restrictions made exports to the rest of Europe difhicult. This
reorientation towards the Swiss market was only possible because Switzerland
was willing to conclude a favorable customs agreement with Liechtenstein,
similar to the previous agreement with the Habsburg monarchy.

Following the Second World War, Western Europe did not repeat the error
made after the First World War, when individual states had allowed nation-
alistic impulses to seal off their markets. Last but not least, pressure from the
United States liberalized European trade, especially in the industrial sector
both within Western Europe and with the United States and Canada.

New markets opening worldwide in the industrial sector offered unex-
pected opportunities for little Liechtenstein, whose industrial experience,
though modest, was nevertheless nearly a century old. Liechtenstein attracted
foreign investment and encouraged domestic entrepreneurial talents with its
well-trained population, low taxation, legal framework, and hardly any state
bureaucracy, which it simply could not afford at that time. Liechtenstein was
also attractive to highly skilled personnel from Germany and Austria, who
faced an uncertain political and economic future in the wake of the Second
World War. Guest workers from Liechtenstein had gone to work in Switzer-
land until 1945, but soon the Swiss were coming to work in Liechtenstein
instead.

The more closely I studied Liechtenstein’s economic development and

the many small successful companies that had sprung up after the Second
World War both in Liechtenstein and elsewhere, the more firmly I was
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convinced that the prevailing belief in “the bigger, the better” was funda-
mentally false.

For hundreds of years before the Second World War, trade over long dis-
tances was expensive and difficult, due to the high cost of transportation,
unsafe trade routes, poor communication, high customs duties, technical reg-
ulations, and other obstacles. Consequently, larger states had a decisive com-
petitive advantage over smaller states because, unlike the latter, they could
produce virtually everything within their own borders. Internal trade barriers
could be abolished, and monopoly profits could be earned from sought-after
raw materials or other products for which production was regionally lim-
ited. As transportation over water was much cheaper than by land, states like
France built expensive waterways and covered part of their country with an
intricately constructed canal system, so reducing transportation costs further.
Other states like Great Britain had a natural advantage because, like ancient
Greece, every economically important region was easily accessible by sea. The
seafaring states were the most successful builders of colonial empires. Colo-
nial empires made industrialization easier by offering large markets and nearly
every raw material within their borders.

At the beginning of the Industrial Revolution, smaller countries, and espe-
cially land-locked ones, were doubly disadvantaged. On the one hand, they
had to import raw materials at high cost, and on the other, industrial mass
production demanded a large volume of potential sales that domestic mar-
kets could not generally provide. Exports, which could have financed imports,
were hardly competitive because of trade barriers and high transport costs to
the markets of the large states. Whenever cheaper, and often better, indus-
trial goods produced in large quantities replaced old handicrafts, small states
found themselves in an increasingly critical economic, political, social, and
military situation. From the end of the Middle Ages until the end of the Sec-
ond World War, the trend toward larger states appeared to be inevitable for
economic and military reasons.

As far as I can judge, this trend toward larger states was not only inter-
rupted following the Second World War, but had turned again toward small
states, not only for economic but also for military reasons, as I shall try to
explain later. The Austrian professor Leopold Kohr (1909—94) and some of
his friends recognized this early on and coined the phrase “small is beautiful.”
Nevertheless, for Kohr’s group it was not economic or political considerations
that inspired this conviction, but rather the human dimension, which in their
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opinion had been lost in the growth of large states and corporations. Professor
Kohr was a fan of Liechtenstein, and after the Second World War he often vis-
ited the country. I had the honor and the pleasure of making his acquaintance
and of having the opportunity to discuss these questions with him.

With the extensive reduction of trade barriers in the so-called western
world and the drastic reduction of transportation costs by land through the
expansion of road and railroad networks, it became possible even for a small
country such as Liechtenstein to import cheaply for the benefit of consumers,
as well as to develop a competitive export industry for the benefit of workers.
One further factor was also in our favor. Industrial development moved away
from cheap mass production towards smaller, more flexible, and innovative
industrial units in which products could be manufactured at higher profit
margins. After the Second World War, Liechtenstein was ideally placed to
exploit these opportunities and to industrialize rapidly.

Large states had not only lost their economic advantage over small states
like Liechtenstein, but were even at a disadvantage. Their industries relied
mainly on domestic or colonial markets for purchases and sales. This usually
meant, first, that their purchase prices were too high; second, that they missed
the newest innovations on the procurement market; third, that they were
dependent for their sales on a protected market; and fourth, that they paid
lictle attention to the worldwide development of competition.

Any leader today who still believes that he or she can protect domestic
markets with tariffs and trade barriers inflicts dual damage on the economy,
first because consumers have to pay higher prices for inferior quality, and
second because the workplace is endangered, since both the consumer and
the producer must pay higher prices and are at a disadvantage in relation to
foreign competition.

Since Liechtenstein could not offer its companies any significant domestic
market in the industrial sector, they had to concentrate from the very begin-
ning on European or even world markets. Averaged over recent years, over
40 percent of Liechtenstein’s industrial exports go outside Europe, over 10
percent go to Switzerland, which can almost be considered a domestic market,
and the rest of Europe accounts for 40 percent.

A further factor, namely the lack of labor in Liechtenstein, forced success-
ful Liechtenstein entrepreneurs to develop their own subsidiaries abroad. The
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reservoir of labor in Liechtenstein and in the neighboring regions of Switzer-
land and Austria was rapidly exhausted, and companies began recruiting guest
workers. By the 1960s the number of foreigners had risen to over 30 percent of
the population; it became a political problem and led to regulations restrict-
ing the hiring of foreign labor. Labor costs and salaries rose swiftly. Automa-
tion and streamlining offset some of these costs, but companies planning to
grow had to relocate part of their production, sales, research, and administra-
tion abroad. Liechtenstein companies soon employed more workers abroad
than domestically.

I was able to follow this development very closely and compare it with what
was happening in larger states, both within and outside Europe, which I knew
as a result of my own entrepreneurial activity. By the late 1970s I was con-
vinced of the overall shift in favor of small states, at least in economic terms.
The collapse of colonial empires was not just due to politics. It was above all
the liberalization of world trade that reduced significantly the economic com-
petitiveness of colonial empires. States that could not integrate with the global
economy had no future, no matter how large they were. As time progressed,
colonies increasingly became an economic and political burden. With the
globalization of the world economy, forces were released that could put the
existence of many states in doubt.

However positive this development was for a small state like Liechtenstein,
provided it maintained its successful policies, I recognized that these trends
posed dangers to world peace. As I have already mentioned, I considered
the Soviet Union to be in particular danger. By 1990, when Liechtenstein
obtained membership of the United Nations (UN), the disintegration of the
Soviet Union appeared as imminent as that of Yugoslavia. The time seemed
right to combine my first speech to the UN General Assembly with an initia-
tive for the right to self-determination. In 1992, in an address at the Wood-
row Wilson School of Public and International Affairs at Princeton Univer-
sity, Princeton, New Jersey, I outlined the possibility of a new interpretation
of self-determination as a means to avoid bloodshed and conflict. Shortly
thereafter I established a research program there, which in 2000 became the
Liechtenstein Institute on Self-Determination. Princeton University was in
my opinion the ideal location for such an institute because of its proximity
to the UN headquarters in New York. Professor Woodrow Wilson, before
becoming president of the United States, was president of Princeton Uni-
versity and was an important supporter of the right to self-determination

after the First World War. Professor Wolfgang Danspeckgruber, with whom I
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had discussed these issues since the early 1980s, became director of the insti-
tute. A series of conferences was organized in Princeton and Liechtenstein,
to which international experts and representatives from UN member states
were invited, and a UN draft convention on the right of self-determination
through self-administration was formulated and published.

The topic and the draft proposal met with strong interest but, as might
be expected, also considerable opposition. Some states saw in such a con-
vention the opportunity to decentralize and thereby save states that were in
danger of collapse. Others feared that such a clear definition of the right to
self-determination, a right already established as part of the UN Charter but
never precisely defined, would in fact hasten the disintegration of many states.
Today, the right to self-determination remains a central but still unfulfilled
principle of the UN.

In light of the difliculties in reaching a consensus on this problem at the
UN, I decided not to pursue the matter any further there for the time being.
Another reason for my decision was the growing discussion about the consti-
tution in Liechtenstein regarding the position of the monarchy. On the one
hand, I feared that the criticism leveled by my political opponents, namely,
that the monarchy failed the test of democratic legitimation, would sooner
or later be used against the Liechtenstein initiative for the right to self-deter-
mination in the UN. On the other hand, I saw the opportunity not only of
legitimizing the monarchy democratically, but also of making the right to self-
determination at the local level explicitly part of Liechtenstein’s constitution,
and in a form that went even further than what was proposed in the UN draft
convention. Following the reform of the constitution, Liechtenstein could
again present the initiative for the right to self-determination from a much
more credible position, should a more favorable opportunity arise at the UN.

In the meantime, the Liechtenstein Institute at Princeton University could
focus on educating students, conducting research, holding conferences, and
issuing publications that address this question.

As I have already mentioned, the right to self-determination is firmly estab-
lished in the UN Charter and should be discussed not just in a narrow circle
of political experts, diplomats, and politicians, but also among the general
public. I find it problematic that world leaders try continually to treat the
right to self-determination as an impractical theory that can never be applied
in practice. Even for the most powerful world leaders, this will cause many
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more problems in the long run than if the international community agrees on
a well-defined right to self-determination.

I hope that my remarks have succeeded in helping the reader understand
why my family and I are supporters of democracy and the right to self-deter-
mination. We in the Princely House wish to provide the head of state in
Liechtenstein only for as long as it is the wish of the majority of the popula-
tion and provided that we have democratic legitimation. It is not the size of
the state that matters, or whether the state is a monarchy, oligarchy or democ-
racy, but rather whether the state serves the people or not. In principle it is all
the same to us in the Princely House whether the Principality of Liechtenstein
is one hundred and sixty square kilometers, or just sixteen. Far more impor-
tant for us is the question of whether the people of Liechtenstein can live in
happiness and freedom.

Even if it were only sixteen square kilometers (about six square miles), the
Principality of Liechtenstein would still be almost ten times the size of the
Principality of Monaco, where some 30,000 people live in freedom and hap-
piness. The Principality of Monaco could probably only expand its population
by expanding its territory proportionally; the Principality of Liechtenstein,
on the other hand, could greatly multiply its population within its existing
boundaries, with unlimited immigration. Unfortunately, neither one of these
scenarios is possible. We should therefore devote our efforts to the creation
of numerous small principalities throughout the world, where people can live
in happiness and freedom. The large states need not be destroyed in order to
achieve this goal. Rather, they must be convinced of the need to decentral-
ize politically in order to bring democracy and self-determination into their
smallest political units, namely local communities, be they villages or cities.
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2. 'The origins of the state

When, where, and how the first state was born is unknown. Moreover,
political experts and historians are not in total agreement about what should
be called a state and what should not. For the purpose of this book, I have
used a very simple definition of the state as a geographical area that is more
or less defined, with a population that in the majority has accepted a central
authority or has been forced to accept such an authority over a long period
of time. This central authority has to be in a position to defend its territory
and its population against external aggression, either with diplomacy or with
weapons.

Defined thus simply, the state has its origin in a time period when human-
ity consisted of hunters and gatherers. There are no written documents from
this time, but we can study the hunter-gatherer societies that have survived
into our time. Some historians might argue that the first state was born much
later, in the agrarian period—perhaps with the Sumerians or the Egyptians—
but certainly not with rather primitive nomads.

On the basis of my chosen definition of the state, however, hunter-gatherers
without permanent residence are nevertheless able to create states. Nomadic
tribes usually control a particular territory. The borders of the territories of
hunter-gatherer societies were perhaps not as well defined as in the later agrar-
ian period, but border disputes have existed throughout human history up to
the present time.

This glance far back into history makes it easier to understand the origins
and varieties of states. If states or state-like organizations have shaped human
history not only over the last few thousand years but over hundreds of thou-
sands of years, humanity should be much more receptive to the order of a
state than if the state were a more recent phenomenon.

_17_.



THE STATE IN THE THIRD MILLENNIUM

Those hunter-gatherer tribes that have survived until today usually have a
chief in their village or tribal community. The office of chief is either heredi-
tary or elective. One can assume that as early as the Stone Age there were
hereditary and elected chiefs or monarchs. In larger communities today, the
monarch is supported by a council, the membership of which is decided by
age, through election, or on the basis of some other criteria. Monarchic, oli-
garchic, and democratic elements have probably existed in human society for
much longer than the last few thousand years.

The ancient Greeks classified the different types of states and gave them
the names of monarchy, oligarchy, and democracy. In ancient Greece, mon-
archy meant the rule of a single person, the monarch, and the expression
was not restricted to hereditary monarchy. Some monarchs have always been
elected: the Holy Roman Emperor, for instance, was a monarch elected for
life. A president might be considered a monarch elected for a limited period
of time.

The rule of the few was known as oligarchy. Most people are not as familiar
with this term as they are with monarchy and democracy, which are often and
wrongly seen as being opposites. Quite early on the term oligarchy obtained
a somewhat negative connotation, and oligarchs preferred to be called aris-
tocrats, which means in Greek “the rule of the best.” As a member of an old
aristocratic family, I have nothing against such a term, but it would be histori-
cally unjust to favor oligarchy over monarchy and democracy. Nevertheless,
one cannot stress enough that in each state the monarch, elected or hereditary,
and the people, have to delegate a number of important tasks to the oligarchy,
in order to ensure that the state can function. These tasks can be in govern-
ment, administration, defense, economy, the legal system, or the formula-
tion and resolution of laws, for example by a parliament. The oligarchs, be
they members of government, parliament, the courts, the administration, or
political parties, could be described as the technocrats of state power. Without
an oligarchy the duties of the state towards its population cannot be fulfilled
over a long period of time. The oligarchy is therefore the strongest element in
the state, but if it does not fulfill the interests of the state, it loses the trust of
the people or of the monarch and the existence of the state is jeopardized.

Democracy means the rule of the people (demos). However, from antiquity
until the American Revolution in the 18 century, the prevalent wisdom was
that democracy is only possible in political units which are sufficiently small
for the people to be able to gather to discuss and resolve together important
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questions of common interest. It was also generally believed that democracy
leads to arbitrary rule, because people change their opinion too often, and
that the rule of law is therefore not possible in a democracy over a long period
of time. The fear was that democracy would be the first step towards anarchy
and dissolution of the state order.

Anarchy was seen as an unstable and dangerous condition that might
threaten the very existence of the people. In antiquity, it was thought that
no type of state could remain stable over long periods of time: sooner or
later monarchy would be followed by oligarchy, oligarchy by democracy, and
democracy by anarchy; if the state wanted to survive, it had to be saved by a
monarch, and the whole cycle started once again. Only mixed constitutions
that combined monarchic, oligarchic, and democratic elements into a har-
monic symbiosis were thus considered to be relatively stable. On this basis
Cicero praised the Roman Republic and Montesquieu the English type of

state.

For thousands of years, religion was an important element in the creation
and preservation of the state. It has had a dominant role in human history
because a certain religiousness is probably part of our genetic background.
Illiterate tribes had and still have laws that are passed on orally from genera-
tion to generation. There is a need for legitimation of these laws and for the
authority that has to execute them, so that they are accepted by the people
over a long period of time. This legitimation in the eyes of the people can
be achieved essentially in two ways: religious legitimation, where law and
authority are basically given by God or the gods; or democratic legitima-
tion, where the majority of the people entitled to vote makes decisions either
directly or indirectly.
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3. The role of religion in the formation
of the state

Throughout human history religion has been the usual means of legitimat-
ing the law and state authority. Even in the old democracies, religious beliefs
were the foundation for the law and state authority. In the various republics in
Greece and in the Roman Republic, religious ceremonies had a central role to
play in the state. The state treasury was kept in a temple and each state occa-
sion was accompanied by religious ceremonies. For the Greeks in antiquity
and the Europeans of the Middle Ages, religion was an important link that
connected people despite all the wars they were waging against each other.

Why has religion played and still plays such a central role in human his-
tory? Apart from other explanations, human evolution might help explain
why humans seem to have an inborn religious sense.

In animals social behavior is guided to a large extent by innate instincts.
Social behavior—from the breeding and raising of the next generation,
through group behavior, to the defending of territory—is crucial to the sur-
vival of a species. It is not so much the interests and survival of the individual
that really matter as the genes and social behavior that promote the survival
of the group or species in a particular environment. One speaks about the
egoism of the genes, which can to some extent conflict with the egoism of
the individual. In the animal kingdom this conflict is decided in favor of the
group and the species by behavior that is guided by instincts. The higher the
intelligence, the more the individual can realize that his instinctive behavior
might be good for the survival of the species, but a disadvantage for him per-
sonally. Everybody will agree that the social behavior of humans is guided to
a much greater extent by intelligence than is the case with apes, despite our
genetic proximity to them.

_.21_.



THE STATE IN THE THIRD MILLENNIUM

It seems that evolution, nature, or God has—through the inborn religious-
ness of humanity—tipped this balance between instinctive social behavior
and intelligence back in the direction of the preservation of the species, to the
disadvantage of the egoism of the individual. If we take evolution as an expla-
nation, inborn religiousness has partly overtaken the role of instinct through
the increasing intelligence of mankind. Humans with a high intelligence and
a lower degree of religiousness have apparently had fewer descendants than
others throughout the course of history. It is assumed that in the Roman
Empire, Christianity spread through a higher birthrate rather than through
conversions. States with the relevant statistics usually show higher birthrates
for religious families.

The question of whether evolution has indeed caused a genetic embedding
of religiosity in the brain will perhaps be answered one day by neuroscience
or biogenetic research. Such research has already produced surprising results.
Today, it is possible to measure and localize brain activity, which develops due
to emotions or the cognitive process, by exposing the brain to magnetic fields.
Perhaps one day, we may even discover that emotions caused by religion and
ideology take place in similar areas of the brain. That would indeed mean that
ideology represents an “ersatzreligion.”

Besides having fewer surviving descendants, those tribes ruled by non-
religious groups might have been less competitive because religions convey a
belief in life after death as well as in a compensating justice. This compensat-
ing justice after death can be of divine nature or a law of nature, for instance,
in Buddhism, where reincarnation plays a central role.

There will always be intelligent individuals whose innate religiousness is
very weak. Some of them will try to take advantage of those people whose
behavior continues to be guided either by instincts or religiousness. As long
as these people remain in a minority and do not dominate a society or a state
through their egoistic, non-religious behavior, society and the state will sur-
vive. It becomes problematic when those people rule the state or shape society
and persecute or suppress religions. It normally does not take long for such a
state to collapse and be replaced by another one. The Soviet Union is a good
example, even if this was not the only reason for its collapse.

For an intelligent person who is convinced that there is no life after death

and no compensating justice after death, the best strategy might be to achieve
the maximum gain in his short life here on earth. The barriers of religion and
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morality disappear. The law is only a deterrent as long as there is a danger that
transgressing it will be noticed and that the consequent punishment could
outweigh the potential advantages. Communism, which tried actively to sup-
press religion, was a failure. However, a materialistic ideology which values
self-realization and the amusement of the individual is also problematic. The
materialistic, fun society of Western Europe, which sees religion as a relic of
the past without meaning for the future, might also turn out to be a failure.
Communism and the materialistic society share a low birth rate. Before com-
munism died out, it collapsed economically. In the welfare state, the state
bears the cost for sickness and old age. The family and raising children are
often seen as an unnecessary burden. The materialistic society is an economic
success, but produces few heirs to inherit the wealth it creates.

A society without religion not only produces fewer or no heirs but may lay
the foundation for a state that is dominated by religion. History provides a
number of examples of a new religion or religious movement taking over a
state in which the old religion had lost its strength. In many of these cases, tol-
erance for other religions or non-religious groups was the first victim. Those
of the intelligentsia who do not believe in life after death and compensating
justice should commit themselves—in their own interest—to ensuring that
religions still play an important role in the state of the future. On the other
hand, the state has to require respect for the freedom of conscience of each
person, whether he believes in religion or not. The problem of the fun society
can only be solved if one succeeds in connecting the market economy focused
on consumption by the individual with the inherited religiousness of human-
ity and turns it into a fortunate symbiosis for the welfare of humanity.

Apart from intelligence, a fortunate mixture of individuality and social
behavior distinguishes humanity from most animal species. An animal spe-
cies of highly intelligent individuals, whose parents do not invest any time
in raising their descendants and who only occasionally meet for breeding, is
not able to build a modern civilization, which demands complex cooperation
among many individuals. If a typical loner in the animal kingdom, such as
the bear, were much more intelligent than humans, humans would still be
far superior to the bear because of their social behavior. On the other hand, a
highly intelligent animal species with a strong herd instinct that fully domi-
nates the behavior of the individual would be just as unable to build a modern
civilization. It would be a very conservative society with hardly any freedom
and progress. Humanity is characterized by the fact that people have a high
degree of individuality and intelligence, which gives them the freedom to
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experiment and research, but also the ability to pass on the knowledge gained
to the group and their descendants. The development of language and later
on of writing accelerated this process in a decisive way.

It was certainly one of the major challenges of human evolution to find
the right balance between egoistic individuality and social behavior. The herd
instinct and the egoistic anti-social behavior of many people are the result of
this evolution. Obviously, we need both of them, otherwise human society
either falls apart or stagnates. Neither the herd instinct nor the egoistic behav-
ior of the individual should dominate the state and society; rather, a very fine
balance has to be found between the two.

This unique combination of intelligence and social behavior made it pos-
sible for people to settle in all climatic zones, from the tropical rainforest to
the frozen deserts of the Arctic region. On top of that, humans can organize
themselves according to their needs, from a small tribe with a few dozen
individuals to large states with millions of inhabitants. States with several
hundred thousands or even millions of inhabitants are, as far as we know, a
rather recent phenomenon in human history. They have their origins in the
agrarian era, because agriculture and cattle breeding allowed a much higher
density of population in a given area than the hunter-gatherer societies of the
Stone Age.

During the transition from the hunter-gatherer society to the agrarian age,
state structures did not change much initially, despite the fact that some states
had much larger populations. In the larger states, the monarchic and oligar-
chic elements were strengthened to the detriment of the democratic element.
In states with several hundred thousand people, it was simply not possible to
gather the whole population and to vote on issues. Since at best only a small
part of the population could read and write, written ballots were not possible.
Religious legitimation for the law, and for the state authority which had to
execute the law, became more and more important. Most readers will know
from the Old Testament about the tablets with the Ten Commandments
given to Moses by God. However, the religious legitimation of law and state
authority is not confined to the Jewish and Christian cultures, but was also
the rule in the ancient world. Monarchs tried to trace their ancestors back to
the gods. Well into the 20 century, for example, many Japanese believed the
Imperial House of Japan to be of divine origin.

Religious minorities became a problem for states that sought their legiti-
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mation in religion. In the ancient world this problem was often solved by
integrating the religion of the minorities into the religion of the dominant
population. Before a war, the people asked their own gods for help and prayed
and offered sacrifices to them. Defeat and subjugation were a sign that the
gods of the enemy were stronger, and, as a result, the subjugation of their
own gods to the foreign god and integration of their religion into a foreign
religion was usually possible without too much difhiculty. The Roman Empire
is a good example of such a religious policy, which was successful for centuries.
In ancient Rome there were temples dedicated to a large number of foreign
religions and foreign gods. To strengthen the authority of imperial rule in the
Roman Empire, the emperor was elevated to a divine position. This was no
problem as long as the foreign religions accepted the predominance of the
Roman gods in the hierarchy of the gods.

Difhiculties started with the Jews and the Christians, who believed in one
god and did not acceptany other gods. The idea of a divine emperor was totally
unacceptable to them. That brought into question the religious legitimation
of the emperor, the state authority, and state laws. This explains, to a large
extent, the difficult relationship between the Roman Empire and the Jews, as
well as the repeated persecution of the Christians. The Roman Empire viewed
the Jewish religion as the smaller danger because the Jewish religion did not
seek to make converts, unlike Christianity. Furthermore, the Jews lived in
an area on the periphery of the Roman Empire, whereas Christianity spread
rapidly into the center of the empire in Rome. There were conversions not
only among the lower classes but also among the upper classes, which made
Christianity even more threatening in the minds of the imperial authorities.

Besides the higher birthrate noted earlier, the rapid spread of Christian-
ity in the Roman Empire can probably be attributed to two other factors.
First, as already mentioned, the pantheon of gods in the old Roman religion
increased continuously for political reasons, which led to a loss of credibility
of the old religion in the eyes of a large part of the population. The behavior
of some of the Roman emperors did not exactly support belief in a system
that turned the emperor into a divine being. Second, the close connection
between state and religion invariably led to a situation where politics misused
religion. Mistakes by state leaders and bad laws then weakened both state and
religion, a problem that can hardly be avoided when law and state authority
are based on religious legitimation.

In the year 313 the Edict of Milan, issued by Emperor Constantine I, gave
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the Christians freedom of religion. The old Roman religion lost its position as
a state religion and became just one religion among others within the context
of the new religious freedom. It was probably little noticed at the beginning
that the state authority thus lost its religious legitimation, because the power
of habit gives legitimation for a limited period of time after the original legiti-
mation has been lost.

Emperor Constantine and his immediate successors probably did not real-
ize the loss of legitimation for law and state authority; otherwise they might
have replaced the old religion immediately with Christianity. However, Chris-
tian teachings are not necessarily compatible with making Christianity into
a state religion. Christ mentioned several times that His empire is not of this
world and that one should give the emperor what is due to him and God what
is due to God. A democratic legitimation of law and state authority was never
taken into consideration, for reasons mentioned above.

Signs of decay in the Roman Empire convinced Emperor Theodosius
approximately sixty-five years later finally to declare Christianity the state
religion. The old temples were destroyed or turned into Christian churches
and other religions were suppressed. Not much later the old Roman Empire
broke apart. Christianity survived, but split. The model of a state religion
with close connection between church and state survived in the Byzantine
Empire. This concept survived in the Orthodox Church even after the down-
fall of the Byzantine Empire.

The popes in Rome developed another model. With the creation of the
papal state, the popes were able to maintain considerable independence from
emperors, kings, and other secular rulers. In the Middle Ages the popes even
extended their influence over the secular powers. There was a latent conflict
between church and state, and between the pope and the emperor or king.
The open question was whether the secular power would rule primarily over
the spiritual power, as was the case with few exceptions in all those states that
based their legitimation on religion, or whether the Catholic Church would
succeed in ruling over the secular power. The difference between the Byzantine
Empire and Western Europe was that Western Europe was politically divided,
and individual rulers were not interested in strengthening the emperor or
the different kings; it was therefore possible for the pope to find allies to
defend his political independence. At a time when democratic legitimation
was restricted to very small political entities, the ruling houses and their laws
were dependent on religious legitimation by the pope. In the so-called Holy
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Roman Empire, the emperor was elected, but those who elected him were
either hereditary monarchs without democratic legitimation or bishops who
were usually nominated by the pope.

The contrast between religious power, with a Catholic Church and the
pope, on the one hand, and secular power, with the emperor, kings, and
dukes etc. on the other, gave medieval Europe political diversity within a
common religious and cultural framework. Parallels can be seen in ancient
Greece, with the difference that political, economic, and military competi-
tion was not restricted to Greece itself but was extended to a whole continent.
The exchange of people, new ideas, and products took place not only within
Catholic Europe but also with Byzantium, the Islamic world, and the Asian
world as far as China.

Europe absorbed many ideas from outside and through intensive competi-
tion inside Europe was able rapidly to adapt such ideas, concepts, and prod-
ucts to European needs and to develop them further. Already in the Middle
Ages Catholic Europe was militarily superior to the Byzantine and Islamic
empires provided that it was more or less united, as it was during the crusades.
Looking back, the worldwide European predominance during the second half
of the past millennium is not surprising: it had emerged already in the first
half of the second millennium.

During the Middle Ages, the Catholic Church played an important role in
the economic growth of Europe. Monasteries were the centers of knowledge,
medical care, and education. Rulers attracted and settled monasteries through
large land grants and other privileges in order to develop backward regions.
In addition, the Catholic Church received donations from all sections of the
population so that at the end of the Middle Ages the Church was the largest
landowner and the largest economic enterprise in Europe.

The influence of the Catholic Church on economic development was, how-
ever, not only positive. A skeptical or even negative attitude towards earthly
wealth can already be found in the origins of Christianity, as expressed in an
often cited sentence of the Bible: “It is easier for a camel to go through the
eye of a needle than for a rich man to enter into the kingdom of God” (Mat-
thew 19:24). This had negative influences on the financial and loan business,
trade, and other business areas. In addition, a large part of the huge income
from church assets and donations from the population was invested in build-
ing, decorating, and maintaining churches and monasteries. The purpose of
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many of these buildings was mainly to pray. This was a very understandable
policy for a church that sees its main task as bringing the glory of God nearer
to the people here on earth and preparing people for life after death. For the
economic development of a state, however, it was not helpful.

The delicate balance between ecclesiastical and secular power led to an
extensive separation between church and state, and thus for many parts of the
population to freedoms that did not exist in other regions of the world. When
this balance was disrupted at the end of the Middle Ages, the areas of freedom
survived despite some setbacks, and expanded step by step.

In the 16" century the structure of power in Europe changed substantially.
Through clear rules of succession, the ruling families established something
like dynastic legitimation. Dynastic legitimation was basically legitimation
through the power of habit. The people became used to a certain ruling family,
and as long as the ruling family did not weaken itself through incompetence
or internal quarrels, it had the support of a large part of the population. This
applied not only to the ruling family and the type of state but also to the laws.
They had become customary rights, and even for a powerful ruler it became
dangerous to break or to change them.

During the same period, the Catholic Church was weakened spiritually
and morally by a stronger earthly orientation and some abuses. The call for
profound reforms became stronger, leading to the Protestant Reformation.
In addition, new discoveries in science slowly changed the concept of the
world from that of the Middle Ages. The ruling families of Britain, Northern
Europe, and parts of Germany, as well as the Netherlands and Switzerland,
used the opportunity to escape from the influence of the Catholic Church, to
expropriate and divide the often large properties of the church, and to elimi-
nate the separation of church and state. The king or the queen of England
even became the head of the new Anglican Church. These were not always
peaceful changes, and they led to the Thirty Years’ War, which destroyed large
parts of Europe, especially Germany.

The Thirty Years' War ended without a winner and with the exhaustion of
the two opponents, the Catholics and the Protestants. The opponents agreed
that the ruling families, or in the republics the political leaders, would decide
the religious belief of the population: Cuius regio eius religio or “whose rule,
whose religion.” There were some areas where religious tolerance prevailed,
but overall Europe split along religious borders. Those who were not willing
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to accept the religion of the political leadership were suppressed, persecuted,
or expelled. In remote areas there was more religious tolerance because the
political leadership wanted to keep those areas settled in order to receive at
least some limited taxation. This was especially true for the colonies of North
America. One hundred years later these colonies would have special relevance
for the further development of the concept of a state and the relation between
state and religion.

The expropriation of the Catholic Church and the elimination of its politi-
cal influence led in the Anglican, Protestant and, especially, Calvinist states
of Europe to a liberalization of the economy and to increased investments in
the productive part of the economy. The result was stronger economic growth
in those areas. This also weakened the influence of the Catholic Church on
the economy in the Catholic areas of Europe. The Enlightenment, the French
Revolution, and the political developments of the 19" century such as liberal-
ism, nationalism, and socialism further weakened the political influence of

the Catholic Church.

The religious wars and persecutions in Europe during the 16 and 17®
centuries had weakened the influence of religion not only in Catholic but also
in Protestant areas—a development that later extended to the Orthodox areas
of Europe in the south and east, and still continues today. The more religion
and God were put aside, the more the individual came to the center: man,
the discoverer of the world and the laws of nature in a huge universe, which
had always existed and was not created by God. The religious legitimation of
law and state authority became ever weaker over time. As already mentioned,
monarchies tried to replace religious legitimation with dynastic legitimation.
This development reached its peak in the French monarchy, when King Louis
XIV declared “Iétat cest moi,” or “I am the state.” This attempt to replace
religious by dynastic legitimation failed in France with the French Revolution
at the end of the 18" century and in the other European states in the 19™ and
20! centuries.

In a world where religion has lost its influence and in states with religious
freedom, one can understand why religious legitimation cannot remain the
intellectual foundation for a state. The question is, however, why dynastic
legitimation failed after such a short period of time. The reason is certainly
that dynastic legitimation is not an independent but a deductive legitima-
tion that is based either on religious or on democratic legitimation. If one or
the other legitimation disappears, sooner or later the dynastic legitimation
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collapses. The transition from religious to democratic legitimation was a dif-
ficult process worldwide that is still not completed and has led humanity into
a number of cul-de-sacs.

Most French people will not like to hear it, but the French Revolution o@
1789 produced mainly chaos and a bloodbath, as did the Russian Revolu-
tion 128 years later. Since the revolution, France has had four monarchies,
and has now reached republic number five. The Russian Revolution was the
beginning of one of the cruelest dictatorships of human history, which lasted
for approximately seventy years. Neither the French nor the Russian Revolu-
tion was willing to fulfill its promises of democratically legitimized rule. The
French Revolution, the First World War and its consequences, and the Rus-
sian Revolution led both in Europe and outside Europe to a situation in which
religious legitimation was mostly replaced by the ideological legitimation of
nationalism and socialism and not by democratic legitimation. The intellec-
tual contribution of Europe to the beginning of the democratic age should
not be underestimated, but without the American Revolution this contribu-
tion would probably have remained of theoretical and historical interest. To
the detriment of humanity, religious legitimation would have been replaced
to an even greater degree by the ideological legitimation of nationalism and
socialism.

The transition from the age of the hunter-gatherer to the agrarian age pro-
duced very similar state models not only in Europe but also worldwide, nearly
all of them based on religious legitimation. Even the American civilizations
of the agrarian age, such as the Aztecs, Incas, or Mayas, who were isolated
from Europe, Asia, and Africa, developed very similar state models based on
religious legitimation, with a divine monarch at the top and an oligarchy
that had its legitimation from the monarch and religion. The vast majority of
the population had hardly any rights and no influence on state policy. This
state model of the agrarian age gradually collapsed in Europe during the sec-
ond half of the last millennium. This development has now reached all other
continents.

The first attempt to replace the religious legitimation of the state with
dynastic legitimation failed. The second attempt to replace religious legitima-
tion with the ideologies of nationalism and socialism ended in the greatest
bloodbaths of human history. The third attempt to replace religious legitima-
tion with democracy has somehow become stuck halfway. I very much hope
humanity will have the courage to go the rest of the way.
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4. 'The size of states and the influence
of military technology

The varying size of states has been discussed above. One might imagine that,
in principle, states should have an optimal size based on factors such as popu-
lation and geography. However, this is clearly not the case, as the size of states
varies over time and space. There have been times when large, centralized
states have dominated, and other times when small or strongly decentralized
states were predominant. There are continents where large and small states
have coexisted for long periods and others where that has not been the case.
At first glance, it would seem that such differences are just quirks of history.

A closer analysis over long periods, however, reveals that a number of fac-
tors influence the size of states. Geographic conditions have a role to play. Flat,
easily traversable terrain is difficult to defend and simplifies the development
of larger states. Mountainous and inaccessible terrain, as well as islands, are
easily defended and improve the chances for the survival of small states.

Opver the course of history, we see still other factors that influence the size of
nations. Military technology and transportation systems play a decisive role. In
the Middle Ages, for instance, military technology favored defense, when high
city walls provided ample protection and the transportation infrastructure was
very poor. Both these factors were optimal for either small states or decentral-
ized ones like the Holy Roman Empire. On the other hand, highly developed
siege technologies and eflicient transportation systems permitted the develop-
ment of large, centralized states like the Roman or Chinese empires.

To study how states originated in the Stone Age, in the absence of written
records, we must rely on archeology. As far as we can tell, pre-agrarian Stone
Age cultures developed only small states with regard to area and popula-
tion. Nevertheless, there is evidence that extensive trade relations appeared
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very early. Shells, stone tools, and similar items were traded over great
distances.

The emergence of agriculture some ten thousand years ago marks the estab-
lishment of small, as yet unfortified cities as trade centers. Shortly thereafter,
fortified cities were built in the region stretching from modern Turkey to
Egypt in the so-called fertile crescent. These city-states appear to have been
frequently at war with one another. The first large empires appeared along
great rivers such as the Nile, the Euphrates, and the Tigris. Large rivers per-
mitted shipping routes and thereby trade, irrigation of fields, and a thriving
agrarian economy. Transportation by water extended beyond rivers to seas
and oceans; naval warfare was another byproduct of these developments.
Homer describes the siege of Troy as having lasted for years. Troops had to be
transported, relieved, and otherwise supported. The transport of personnel
and materials over water was already much cheaper and safer than over land.
The first empires in China also arose on the banks of great rivers, although a
lictle later than in the Near East.

The use of horses and the invention of the wheel facilitated land trans-
portation considerably. Nevertheless, road networks existed even before these
developments. Native American cultures, which knew neither horses nor
wheels, had a well-developed system of roads for trade and military use. The
Inca Empire had an extensive network of roads over high mountains and
through thick jungle areas.

With favorable geographic conditions, small city-states could survive
behind high fortified walls for centuries. The fragmented political landscape
of ancient Greece is a good example. However, if one of these small city-states
succeeded militarily against any of its neighbors and brought a land or naval
transportation system under its control, or created one, it could establish a
large empire quite rapidly.

A good example from ancient times is how the Roman Empire came to power.
A small city in the middle of a politically fragmented Italy gradually united its
neighboring city-states with a combination of diplomatic and military skill, as
well as considerable endurance. The Romans recognized early the importance
of roads for military expansion and built the most efficient infrastructure
the world had ever seen. Once they had conquered Italy and built a dense
network of roads, they assembled a huge fleet to conquer the Mediterranean.
They constructed still more roads and harbors along the coasts and rivers from
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North Africa to England and from Spain to Romania. The Romans controlled
this enormous empire with relatively few troops because they could quickly
move them from one trouble spot to another. Geographic barriers like the
Alps or the Pyrenees, which were difficult obstacles for armies before and after,
were quickly overcome and integrated into the empire. A visit to the almost
impregnable Jewish fortress, Masada in eastern Israel, gives some insight into
the effectiveness of the Roman Empire even on the periphery of the empire.
In a region of little economic, political, or strategic importance, the Romans
did not hesitate to build an enormous ramp on the mountain leading up to
Masada, which finally enabled them to conquer it after a long siege.

After the fall of the Roman Empire other, still larger empires arose, rap-
idly established by the equestrian armies of Central Asia. Nevertheless, as
rapidly as these empires arose, they disappeared again. The horse was ideal
for work and transportation across the Asian steppe with its large grazing
plains. Equestrian peoples such as the Huns, the Magyars, and the Mongols
were optimally situated to perfect cavalry as an instrument of war. In densely
populated, agricultural regions like Europe, the Mediterranean, and South
Asia, however, horses were a luxury, affordable only by a privileged few. The
vast majority of soldiers in these regions were infantry and, compared to the
equestrian armies of Central Asia, the cavalries of the Middle Ages were small
and far more expensive. The narrow confines of Western Europe were also
not ideal for a purely cavalry-based military. For example, many strategically
important regions, such as the Alps and the Pyrenees, were mountainous, so
a cheap infantry had a military advantage over cavalry. The Habsburg cavalry
faced this very problem in Switzerland during the 14" and 15" centuries.

It is interesting to ask why the militarily superior equestrian armies of Asia
and their leaders were unable to establish stable empires like Rome’s. These
empires were often hereditary monarchies in which the line of succession
was unclear. This could lead to the division of the empire by the founder’s
successors, with conflicts tantamount to civil wars, as was the fate suffered by
Alexander the Great’s empire after his death. The Roman Empire later became
a hereditary monarchy, in which the rule of succession was often unclear.
Rome, however, had the advantage of a justice system and an oligarchy that
could at least govern, and these factors sustained the empire through many
crises. Rome’s judicial and legislative systems were developed at the time of
the republic and gave the empire a political stability even at times when the
monarch was incompetent. Rome had another advantage over the empires of
central Asia—for long periods its government was legitimized by its religion.
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This is perhaps the decisive reason why the equestrian armies of the Arab
world succeeded where the Asian armies had failed, namely in establishing
an empire that was stable for a long period of time. Islam gave legitimacy to
rulers and their governments and also motivated their armies: whoever fell in
the righteous war was sure of a place in heaven. Islam was also more tolerant
than other religions and this helped their leaders to find allies among groups
oppressed by intolerant rulers. Some Christian rulers persecuted not just other
religions but even those Christians whom they considered to have strayed
from the true beliefs of Christianity. Consequently, there were Christian eth-
nic groups in the Arabian peninsula and the Near East who supported Islamic
rulers. Even today, there are Christian minorities in states that have been
Islamic for centuries. Until the establishment of the state of Israel, there were
substantial, important Jewish communities in Islamic states whose ancestors,
fleeing from Christian persecution, had been welcomed by Islamic rulers.

The equestrian armies of the Arabic world were, nevertheless, as unsuccess-
ful as their Central Asian counterparts when it came to establishing the stable
political and judicial systems necessary for sustainable economic growth.
Possibly the orthodox interpretations of Islam’s economic and political rules
posed a greater obstacle to economic development than those of Christianity.
There was also no tension of the kind that existed between the pope and the
emperor and between spiritual and temporal power, which had led to the cre-
ation of the political and economic freedoms in parts of Europe that underlay
the economic upturn there. In any case, the Islamic Empire lost its political
and religious unity and broke into provincial states, governed only weakly by
the Caliphs in Baghdad. Consequently, the Mongols conquered much of the
Islamic world, and in 1258 they also conquered Baghdad. The Islamic world
survived the Mongol invasion, but it never regained political unity, just as the
Christian world failed to do after the fall of the Roman Empire.

In the long period from the building of the first fortified cities about 8ooo
BC to the end of the Middle Ages, there was an uneasy balance between for-
tification technology on the one hand, with which cities and small political
units could defend themselves, and siege warfare and transport capacities on
the other. In fortified cities and castles, a few people could defend themselves
against much larger forces. A successful siege was normally difficult to achieve,
requiring not just a superior military force on site but also effective means of
transportation. Infrastructures for land transport were particularly expensive
to build and maintain. Sea transport, though less expensive, was dependent

on wind, weather, and good harbors. Up to the end of the Middle Ages, the
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use of horses for military purposes probably had the greatest impact on the
size of states. During this period, however, it was easier to conquer than to
govern. A military advantage that helped carve out an empire had little role
to play in transforming such an empire into a politically stable, economically
successful state, which would last for centuries. Until the end of the Middle
Ages, the Egyptians, Romans, and Chinese were successful but few others
were.

This era that had lasted over nine millennia finally came to an end around
the year 1500. In 1453, Turkish artillery destroyed the city walls of Constanti-
nople and transformed military technology more radically than the horse had
ever done. The development of artillery shifted the military balance decisively
in favor of the aggressor and thus paved the way for the large state.

The Turks had already displaced the Arabs in key military positions under
the Caliphate of Baghdad. They understood early on the significance of artil-
lery, which they therefore developed. In the 15*" and 16? centuries, the Turkish
Empire expanded rapidly over much of the Islamic world, however, without
successfully conquering and unifying all the Islamic states. They also con-
quered southeastern Europe, which was Christian, and even besieged Vienna
at the end of the 16" century and again at the end of the 17" century, though
they were unsuccessful on both occasions.

The military significance of artillery was also quickly recognized by the
Europeans and an arms race began in which smaller states, even the wealthier
Italian city-states, did not last long. The existing large states such as France and
the Habsburg Empire soon proved superior. Sweden developed its natural iron
ore resources and metallurgical skills towards the end of the 16™ century and
rapidly became a major political player in Europe. The possibilities of expan-
sion within Europe were, however, clearly limited, and European powers used
their military advantage to build colonial empires beyond Europe’s borders.
The Spanish and the Portuguese were the first, but the English were the most
successful. They all benefited from the fact that significant progress had been
achieved in shipping and that ships were fitted with artillery and converted
into sailing fortresses, which enabled the successful attack on fortified coastal
cities from the water. City walls and forts offered increasingly less protection
from such assaults, and it grew ever more difficult to defend cities against these
well-armed invaders, especially when outnumbered. Artillery thus shifted the
balance decisively towards the large, centrally governed states that had suffi-
cient resources to compete in the escalating arms race in artillery.
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Soon after the arrival of artillery, another development reinforced the advan-
tage of the large, centrally governed states: industrialization. Before industri-
alization, smaller states had the economic disadvantage of having fewer raw
materials, and thus being more dependent on trade. Larger states, however,
had no advantage in terms of production costs. The benefits of industrial
production were already recognized in the Roman Empire: long before the
industrial age, pottery was mass-produced and transported throughout the
Roman world. After the fall of Rome, however, pottery reverted to being a
cottage industry for the local market.

Large states, especially colonial empires, had an advantage not only because
they possessed almost all the raw materials they needed within their own
borders, but also because of their large domestic markets. In these large states,
industrial production often began in state-run factories that manufactured
luxury items along with weapons. The large domestic markets arose following
the abolition of internal tariffs and other trade obstacles and the introduc-
tion of standard weights and measures and a single currency. The internal
transportation systems in these states were initially focused on canals because
transport by water was less expensive than by land. It was not until around
1,800 that the European road system was finally as advanced as the one built
by Rome, some 1,300 years before.

As already mentioned, the Turkish Empire could still besiege Vienna in the
17" century, but by the 18" century it lagged behind the Habsburg Empire.
Although it was one of the leading powers worldwide at the time when artil-
lery was developed, the Turkish Empire was not in a position to follow with
industrial development. This had not only economic but also military effects,
because only an industrial state could produce large quantities of high quality
weapons at low costs. It soon became clear that the leading industrial states
were those in which not the government, but rather the market and private
commerce, played the dominant role. The Turkish Empire and the rest of the
Islamic world were unable to build a functioning market economy and pri-
vate sector, despite their geographic and intellectual proximity to Europe. The
Turkish Empire soon came to be called “the sick man of the Bosphorus.”

Well into the 19" century, it seemed as if industrialization was some sort
of Christian privilege. Until the 16™ century, China was in many areas as
advanced or even much more advanced than the European powers. Around
this time, however, China fell behind due to the rapid development of Europe.
It was the industrialization of Japan at the end of the 19™" century, however,
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which proved that a non-Christian culture was in a position to industrialize
and become a major power. The war of 1905, in which Japan defeated the Rus-
sian fleet, was a shock for Russia and Europe.

Like China, Ethiopia, and Thailand, Japan was spared European coloniza-
tion. There were several reasons for this. Japan was distant from Europe and had
none of the natural resources or riches that the European powers desired. By
the time Japan had any contact with Europe, it already had a highly developed,
well-organized political system and was able for quite some time to protect itself
from foreign influence. Only when the United States had integrated the west-
ern part of the American continent did it begin to extend its influence across the
Pacific to Japan. In 1853, an American fleet under the command of Commodore
Matthew Calbraith Perry forced diplomatic and trade relations upon Japan.

The American success led to a radical change in the policy of the Japanese
leadership. The new Japanese leaders realized that applying the European and
American models of success to Japan could guarantee Japan a position of
equal power on the world stage. Young Japanese were sent to Europe and the
United States for their education. Japan’s apparent mimicry of the West even
became the object of European scorn until the crushing defeat of the Rus-
sian fleet in 1905. At the beginning of the 20" century, the world was largely
divided between the colonial powers; Japan therefore extended its influence
at China’s expense. Korea and large parts of China fell under Japanese control
and remained so until the end of the Second World War.

The First World War was undoubtedly ignited by a series of unfortunate
coincidences, but it was probably unavoidable. War was seen generally as a
normal tool of politics. The wars of the 19" century had shown that superior
technologies, tactics, and strategies ensured swift victories. The Napoleonic
wars were the precedent: they showed that it was possible to use general con-
scription to build a massive army and to supply it in the field. A combina-
tion of artillery and cavalry guaranteed rapid territorial gains. The Prussian—
Austrian war of 1866 and the German—French war of 1870 brought decisive
victories in a very short time at comparatively little cost. The introduction of
the railways made supplying massive armies easier than it had been during
the Napoleonic wars. Every European power had optimistic battle plans up
its sleeve anticipating quick victories. The Russian defeat by the Japanese led
to Russian ambitions in the West; the Russians realized that supporting Slavic
nationalism in Europe could lead to Russian expansion and that this would

be at the cost of the Turkish and Habsburg empires.
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But there was a new development in military technology, which was under-
estimated by military strategists: the machine gun. The infantry suddenly had
a relatively cheap, light, and long-range weapon that could be used not just
against opposing infantry, but more significantly against their more mobile
opponent, the cavalry. For a brief moment in history, defense, not offense,
became the best defense. The First World War marked a return to a time
when there was no cavalry, and aggressors had to invest in long and costly
sieges requiring large quantities of troops and material. When quick victories
did not materialize at the beginning of the war, the Habsburg and German
empires were besieged by the Western and Russian allied forces. The Turkish
Empire, allied with the German and Habsburg empires, was economically
and politically too weak to play a decisive role, and at the end of the war the
Turkish Empire finally broke apart.

In contrast to the siege of a city or fortress in the Middle Ages, the First
World War offered the defenders a wider geographic area and granted the
aggressors little mobility, because cavalry was by and large disposed of by the
machine gun. Even if the aggressor broke through the lines of defense with
the massive use of artillery and infantry, it could not use cavalry to penetrate
deep into enemy territory and bring the defender to the point of collapse.
The defending army could always set up a second line of defense a few miles
further back. The gain in territory was only a few square miles. In the age of
fortresses and city-states, such a loss would have meant total defeat, but for
a large empire the loss of a few square miles meant little. The German and
Habsburg empires were victorious on the Eastern front and the war there
effectively ended with the collapse of the Russian monarchy. However, the
war was decided on the Western front, when the United States entered the
war and poured in large amounts of fresh troops, arms, and supplies.

During long wars, new weapons, technologies, tactics, and strategies are
always developed, and are applied towards the end of the war. Although their
significance is mainly lost at the beginning, they are decisive for the next
war. Tanks and airplanes, for instance, were used towards the end of the First
World War but had little influence on the course of events. This would change
dramatically in the Second World War.

The military and political leadership in Germany recognized the impor-
tance of these new weapons earlier than others and realized that the new tech-
nologies would fundamentally alter the art of war strategically and tactically.
When the Nazis seized power, their first priority was to build up a new army.
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At the beginning of the war, the Third Reich’s opponents had more tanks and
airplanes, but strategically and tactically they were stuck in a First World War
mindset. In just twenty years, the balance had shifted decisively once again
in favor of the aggressor. Long defensive lines with trenches were no longer
required; mobile tank formations with high fire power were able either to
break through or to avoid them altogether. Machine guns were able to stop
cavalry but not a tank formation. The Third Reich’s mechanized armies were
able to take huge territories even faster than the cavalries of a bygone era.

The Third Reich, however, was no more successful than the equestrian
armies of the past in establishing a politically stable, economically thriving
political system in its conquered territories. Hitler’s forecast “Thousand Year
Reich” was finished after just five years of war. Impressive as the military suc-
cesses of Hitler, Napoleon, Genghis Khan, and Attila may seem, when all
is said and done they offered little more to human history than short and
bloody episodes, when compared to the long periods of the Roman and later
the Holy Roman empires.

During the Second World War, new developments in weaponry again
shifted the balance in favor of the defender. Anti-tank weapons, the so-called
“Panzerfaust” or “bazooka”, were developed for the infantry and inflicted
heavy losses on tank units, especially in terrain that offered infantry conceal-
ment such as urban areas and forests. The battle of Berlin, for instance, saw
weak infantry forces inflicting heavy losses on Soviet tank divisions.

The success of the bazooka at the end of the Second World War led to the
development of anti-aircraft missiles for infantry. Although anti-aircraft mis-
siles were only effective against low-flying aircraft or helicopters, they granted
infantry significant protection against air attacks in favorable terrain. Anti-
tank and anti-aircraft missiles were substantially cheaper to produce than
tanks, airplanes, and helicopters, both with regard to production and the
training needed to use such weapons.

By the time of the Korean War, just five years after the end of the Second
World War, mobility on the battlefield was so reduced that it seemed like a
return to the static warfare of the First World War. A surprise assault by the
communist forces of North Korea, supported by the Soviet Union and China,
took nearly all of South Korea. They were, however, quickly repelled by UN
forces led by the United States. Both sides then dug into their positions, and
neither could make any decisive territorial gains even though UN forces soon
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controlled the airspace. The border region between the north and the south
was mountainous and thus not suited for mechanized units. Eventually, both
parties agreed to a ceasefire, and the border between North and South Korea
is to this day based on the ceasefire line.

In the two Vietnam wars, first the French and then the Americans suf-
fered crippling defeats by a well-equipped and trained infantry army, which
was both tactically and strategically very well organized. The terrain provided
ample cover and concealment for their forces, and, perhaps more importantly,
they were willing to take heavy losses. Air supremacy and tanks were useless
against infantry under such conditions and in such terrain. The Soviet experi-
ence in Afghanistan was much the same.

The wars after 1945 show that aggressors using mechanized formations can
only achieve major gains in territory and quick victories in the appropriate
terrain and against an opponent who has similarly built his defense upon
mechanized formations and an air force. As a general rule, whoever achieves
air supremacy at the beginning of such a war wins. Mechanized units with
their supply lines are easy targets in open terrain for aircraft even from a rela-
tively high altitude. The wars between Israel and its Arab neighbor states as
well as both Iraq wars are good examples of the importance of this.

However, if the opponent has a well-equipped and modern infantry and is
prepared to defend cities and terrain that is less suited to mechanized forma-
tions, no quick victory can be gained with tanks, absolute air supremacy, and
extensive use of helicopters. On the contrary, the chances are high that the
heavily armed aggressors will not win. Such a defense strategy is, however,
sustainable only under the following conditions:

1. Anyone who is willing to use infantry to defend cities has to be ready to
sustain very heavy civilian casualties and large-scale destruction. The only
way out of this is either to have a strong civil defense, such as the Swiss
have, or to evacuate cities prior to military engagement.

2. Defending a city with infantry where there is still a civilian population
requires their support and cooperation; otherwise, there is nothing to

prevent civilians from acting as informants for the aggressor.

3. The aggressor has to respect human rights in its treatment of the civilian
opulation. If, however, an ageressor is comfortable with using weapons
pop g8 g weap
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of mass destruction, he will take the city or the most difhicult terrain.
Saddam Hussein, for instance, was willing to use chemical weapons
against the Kurds, soldiers, and civilians alike.

It is always difficult to foretell how new forms of military technologies,
strategies, tactics, and means of transport will impact on warfare and the size
of states in the future. It is easier to form a general idea of where such innova-
tions are most likely to occur. When, for example, the horse started to gain
a key role for military purposes several thousand years ago, the people of the
steppes were in a favorable position. There, large numbers of horses could be
bred and used generally by the population as transport and working animals.
From the steppes of Asia and the Arabian peninsula, armies of cavalry rose
that were in a position to conquer large areas in a short time because they were
superior to the military formations of the agrarian states and empires. With
the emergence of artillery, those regions with the necessary natural resources
and metallurgical skill had the advantage. Industrialization was the further
prerequisite for mass-producing weapons, and that does not seem likely to
change in the foreseeable future.

It is therefore possible to eliminate those regions that lack a broad and
highly developed industrial base. The economic collapse of the Soviet Union
showed that an eflicient market economy is also necessary today. This may
surprise some readers, but I believe that from a military standpoint neither
China nor India can compete with the United States in the foreseeable future.
China and India have the necessary industrial base. They also have nuclear
weapons and long-range missiles, but an arms race with the United States
would undoubtedly bankrupt them sooner or later, just as it did the Soviet
Union. To compare defense spending worldwide is difficult, but since the
end of the Cold War, the share of the United States is around 5o percent of
the total. Britain is next with approximately 5 percent and China follows
with somewhere between 4 and 5 percent. The US military research budget,
according to some estimates, is greater than that of the next twenty states
combined. The private sector also invests far more heavily in research than
in China or India. Much of this civilian research, such as in communications
and information technology or aircraft design, also has military applications.

The other industrial states such as Japan, Germany, France, and Great Brit-
ain are just as unlikely as China or India to pose a threat to US military
supremacy during the next few decades. None of these states has a weapons
industry that can arm its own troops with cutting edge technologies. The
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United States supplies these countries with whole weapon systems, or at least
with their most advanced components, which makes their armed forces heav-
ily dependent on the US. They need American satellites for intelligence and
reconnaissance, and they need American military transportation to move
troops and supplies over long distances. Over the decades, the absolute domi-
nance of the American defense industry has only increased in terms of both
quantity and quality, and there is every indication that this trend is bound to
continue in the coming decades.

An enthusiastic European may argue that Europe is on its way to creating
the United States of Europe and will be America’s equal in military power.
When the political leaders of Western Europe planned and made attempts
to found a European Defense Community after the Second World War, the
project was still credible. Western Europe was justifiably afraid that the other
military superpower, the Soviet Union, might occupy Western Europe. The
Soviet Union had already occupied the whole of Eastern Europe and parts
of Central Europe, and had amassed an impressive arsenal of both conven-
tional and nuclear weapons on its western frontier, which left no doubt as to
the Soviet capability to annex Western Europe. Western Europe was totally
dependent on the military protection of the United States, but the US army
was preoccupied first with Korea and then with Vietham. American assur-
ances to defend Europe if necessary with nuclear weapons were not totally
credible in the eyes of many Europeans, because in a nuclear war the United
States would have been destroyed too. Nevertheless, efforts to form a Euro-
pean Defense Community failed in 1954. A European Economic Community
of six states emerged a few years later as an economic and not a military
entity. Its founders hoped that economic cooperation would one day lead to
a United States of Europe with a military capacity strong enough to defend
itself against possible Soviet aggression without American help. The United
States of Europe did not, however, materialize.

Clearly, what could not be achieved under the constant military threat
posed by the Cold War will not be achieved today, following the collapse
of the Soviet Union. How can the European voter be convinced to take on
the enormous financial cost of building Europe into a military superpower,
just when no military threat to Europe can be seen on the horizon? Argu-
ably the chief threat today is from terrorism, and a military superpower is
no better protected against a terrorist threat than any other state. Even if a
United States of Europe is one day possible, its military power will be dwarfed
by America’s, and this is exactly the way it should be. In the past thousand
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years, we Europeans have waged more than enough unnecessary wars both in
Europe and outside Europe. If there is one thing we should have learned from
the past millennium, it is to find a more intelligent goal than becoming a mili-
tary superpower just so that we can compete in this area worldwide with the
United States. Europe has more to offer to the world and should concentrate
on working with the United States to make the world a safer, freer, and more
prosperous place, as described in Chapter 12.

In the coming decades, humanity will find itself in a fortunate, and from the
standpoint of history, quite exceptional, position. For the first time, the world
is dominated by one military superpower that has no ambition to expand its
territory. American policy can of course be criticized, and mistakes are cer-
tainly made from time to time. But a close examination of American military
interventions in the 20" century reveals that America never had the intention
of conquering territory. In some instances the United States or its allies were
attacked; at other times, American leaders believed they had to promote free-
dom and democracy in one state or another and intervened, sometimes suc-
cessfully, but all too often not. In all cases, however, the United States eventu-
ally withdrew, which was not always what the country it had occupied may
have wanted. If the US has a worldwide network of military bases today, it is
in agreement with the states in question, with the exception of Guantanamo
in Cuba. In the midst of the Cold War, France, for instance, demanded the
withdrawal of US and NATO forces, and they quickly complied.

Whoever criticizes the United States today for the Iraq war should not for-
get that Saddam Hussein was one of the most brutal dictators since Hitler
and Stalin. He invaded Iran and Kuwait for their oil fields. He used weapons
of mass destruction against Iran and his own population. A more justifiable
accusation may be that the United States did not do more during the first Iraq
war to bring him down, which would have spared the Iraqi people tremen-
dous suffering. It is clear that little thought was given to developing a sensible
plan for building a truly democratic, constitutional state in Iraq. European
states, however, were not much more successful with their former colonies
in this regard. The failures of the past should therefore be analyzed, and new
solutions formulated.

Surprises are, of course, to be expected at a time of radical technologi-
cal and political change. At the end of the 19™ century, no one could have
predicted the political revolutions the 20" century would bring. The rise
of an aggressive military superpower, while improbable, cannot be ruled

_43_.



THE STATE IN THE THIRD MILLENNIUM

out. Technological breakthroughs and political cataclysms could bring about
another superpower, unlike the United States, without a democratic constitu-
tion and a market economy, driven by a desire for military expansion and the
subjugation and assimilation of conquered populations. Such a superpower
would eventually fall, but in an age with weapons of mass destruction it could
take a staggering part of the world’s population along with it. The equestrian
armies of Central Asia took many lives and depopulated large territories in
their conquests, and their weapons were far more primitive than those of
today. We now have the opportunity and the need to develop a clear con-
cept of how to build democratic constitutional states and integrate them into
the global market economy. Europe squandered the same opportunity at the
beginning of the 20" century, when it governed most of the world. Instead, it
caused two world wars. In the 21%¢ century, we may hope that Europeans can
work with the United States and other democratic constitutional states and
succeed where we failed miserably a hundred years ago.
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5. Monarchy, oligarchy, democracy

History shows that it is not easy to develop and implement concepts for
states, based on democracy and the rule of law, which will guarantee political
stability and economic success. The larger the state, the more difhicult the task.
There have been many military leaders who were able to conquer large ter-
ritories in a short time, but only a few succeeded in turning those conquests
into lasting states that offered their population the rule of law, prosperity, and
freedom. Only those states that had the active or at least the passive support
of the population were successful over long periods of time. In the past this
could be achieved by religion; today one needs democracy.

In the 19" and 20 centuries, attempts were made again and again to
introduce European and American models of democracy both inside and out-
side Europe. Unfortunately, nearly all of them failed. It therefore makes sense
to study the types of state of the past before new types based on democracy
are developed and implemented. I have found it rather helpful to rely on
the ancient Greeks, who considered the different types of states—monarchy,
oligarchy, democracy, and anarchy—as a cycle. The goal is to avoid anarchy
and to build a stable state based on the rule of law from the different elements
of monarchy, oligarchy, and democracy. Ideally all three elements should be
brought together so that they operate in harmony for the benefit of the state
and its population.

As mentioned before, elements of monarchy, oligarchy, and democracy can
be found in Stone Age hunter-gatherer societies, which have partly survived
into our time. For hundreds of thousands of years, people have had to live
and solve all kinds of tasks together in order to survive. To kill large and
dangerous animals like elephants, rhinoceros, lions, and tigers, people had to
work together in large groups over long periods of time with clear command
and organizational structures. New and well-preserved archeological evidence
shows that the predecessor of modern man, so-called homo erectus—who
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existed in Africa two million years ago and later settled in Europe and Asia—
was able to hunt and kill large and dangerous animals and that his life was
probably not very different from that of Neanderthal man or the modern man
of the Stone Age.

The hunting of large and dangerous animals had to be planned very care-
fully, from the manufacture of the necessary weapons, through the training
of hunters in the use of these weapons, to the development of strategies on
how to kill as many animals as possible with a minimum of risk. Careful
planning was also necessary to decide what to do once the animals had been
killed. Tools had to be ready to cut up and preserve the meat for a time when
there was less to eat, such as in winter. For example, evidence has been found
at Schéningen in Germany that a large group of homo erectus killed a herd
of at least twenty wild horses 400,000 years ago. The bodies of the animals
were cut up with stone tools and even the bones were used. The archeologi-
cal evidence shows that homo erectus was able to keep all predators away until
everything was secured. Either they were able to work very rapidly, indicating
that many people were involved, or they were able to set up watches to keep
away predators day and night. During these excavations wooden spears were
found that are not much different in their aerodynamic properties from the
javelins which are used today in competitions. Tests using copies of these
spears have shown that they could be used to kill large animals at a distance
of twenty to thirty meters.

To be successful in such big game hunting, homo erectus had to have an
organizational structure and means of communication in the form of lan-
guage, similar to the hunter-gatherer societies of modern man. Already, then,
the group or tribe needed something like a chief or monarch, who was respon-
sible for leading the group. In addition, there must have been smaller groups
that needed leadership. Women as well as men were probably involved in the
preparation of the hunt, perhaps even took part in it, and certainly played an
important role in how the meat was prepared and kept.

If one looks at Stone Age societies that have survived until today, or where
there are reliable reports, one sees that at the top of the hierarchy there is a
chief and close to him very often a medicine man, who is not only respon-
sible for medicine but also for religious ceremonies. There is also a group of
lesser leaders, who have important functions inside the group. The chief as the
monarch and the lower chiefs as the oligarchy were only able to fulfill their
duties in an eflicient way if at least a majority of the group or tribe trusted
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them. This trust was essential for efficient cooperation and for the survival of
the group over generations under difhicult and often dangerous conditions.
Already in prehistoric times there must have been, besides the elements of
monarchy and oligarchy, an element of democracy in these Stone Age groups.
Another reason this is likely is the fact that throughout history the element of
democracy has usually been stronger in small groups and states than in large
ones.

One should not forget, in this context, that the animal kingdom uses simi-
lar hierarchies and group structures. There are several animal species, living
in groups, that need the cooperation of the different group members and rely
on the concept of a leader and an oligarchic structure with subleaders. In
recent decades behavioral research has shown amazing parallels between the
group behavior of humans on the one hand and different animal species on
the other.

The interaction between monarchy, oligarchy, and democracy in small
groups of a few hundred individuals is the result of a long evolution. The opti-
mal size of the group has varied, depending on the climate, the geographical
environment, and the availability of food. Archeological evidence and surviv-
ing hunter-gatherer societies suggest that there were minimum and maximum
sizes of population and area. Archeology also indicates trade between groups
over large distances. Experience shows that trade between different groups of
humans leads to friendships and marriages. Human history was certainly also
shaped from its beginning by warlike conflicts over the best resources for food
and water, the best residential areas, and the most beautiful women.

Intense competition between the different human groups explains why
early Stone Age man settled the whole planet with the exception of Antarc-
tica. In order to survive as a group and to remain independent, the losers in a
conflict had to move into new territory and to settle there. One has to be full
of admiration for the intellectual achievement of homo erectus from tropical
Africa. Rather than adapt his body to the environment, as was the case with
other species, he adapted his environment to his needs. When our ancestors
moved into colder areas, they did not slowly grow thick fur but rather made
warm clothes, built huts to protect themselves from the wind and the cold
weather, and used fire to warm themselves. When homo erectus added larger
animals to his diet of fruits and small animals, he did not grow long teeth like
the wolf or large claws like the lion, but developed weapons, which he used
to kill the largest and most dangerous animals. When he started to live along
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sea coasts, the shores of lakes, and the banks of rivers, he learned to swim, to
build boats, and to make nets, harpoons, fishing rods, and lines in order to
catch and eat fish.

The fact that early humans did not physically adapt to the environment,
and that there is hardly any genetic difference between people of different
regions, is a further indication of the rapid spread of humanity as soon as the
genetic conditions were fulfilled for the intellectual development and social
structures of the group. Despite all the wars, the genetic exchange between
different human groups was intensive. Genetic research shows that neigh-
boring groups of chimpanzees are much less related than different human
groups across the continents. Unfortunately, we will probably never know
how genetically different homo erectus was from modern man.

In any case, homo erectus with his intellectual capacities was already highly
successful not only as an individual but also in his group structure. In this
long and tough competition between different individuals and groups, all
those genes and social structures that did not follow the successful model
either died out or were wiped out. Whether we like it or not, we are, as indi-
viduals and as a social structure, the product of this long selection process.

To give the reader a feeling for the span of human development and selec-
tion process from its beginning to our time, I want to use an image which
has always helped me to get a feeling for these long time spans. Let us take
the time that humans have lived on earth and imagine it as one year. If homo
erectus two million years ago represents January 1, or the beginning of human
development, then only on December 29, 12,000 years ago, did a few people
try out agriculture for the first time in a small area. When, on December 31, or
4,000 years ago, agriculture finally spread and started to shape human society,
this agrarian-style society was already coming to an end.

Most people today live in a society that has been shaped by the manufactur-
ing and service industries. In a few decades probably only a small percentage
of the world population will live as farmers, as is already the case in the more
developed regions of Europe, Asia, and North America. Agriculture was never
able to shape humanity as much as Stone Age hunter-gatherer societies did,
either genetically or with regard to social structure.

Nevertheless, the introduction of agriculture, or what is known as the agri-
cultural revolution, about 12,000 years ago, has influenced the development
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of the state up to today. This revolution made it possible to feed several hun-
dred thousand people in areas that before were only able to feed a few thou-
sand, provided that the area was appropriate for intensive agriculture and that
the population used its knowledge and the appropriate technology. The close
cooperation between monarchy, oligarchy, and the people in the relatively
small groups of the hunter-gatherer society was replaced by a small group of
leaders working with the monarch and the oligarchy on the one hand, and a
large population that had to work in the fields on the other.

A population that is dependent on agriculture is much more dependent on
storage to feed itself between harvests than a hunter-gatherer society with a
low density population in a large area, which usually offers a large variety of
food resources all year round. A storage economy and the protection of stor-
age facilities against hungry neighbors led, in the first agricultural areas of the
Near East, to the development of fortified cities, which were used as centers
for administration and trade and where food stocks were stored and protected.
The monarchy and the oligarchy were responsible for administration and mili-
tary protection. In the advanced agrarian civilizations of the Near East, hunt-
ing became more and more the privilege of the monarchy and oligarchy, and
they also had the military power. The majority of the population, who worked
the land, relied for their living on agriculture and thus became more and
more dependent on the monarchy and oligarchy. The element of democracy
was slowly pushed back and survived only in small states and societies such
as the city-states of ancient Greece. In larger states, democracy had no chance.
It would not have been possible to bring together the whole population and
then to make decisions in assemblies in the traditional way. Anyone who has
visited one of these popular assemblies in some of the cantons of Switzerland,
where they still survive, knows that this traditional form of democracy has a
limit on the number of participants.

As mentioned before, the time span of the agrarian revolution was too
short and humanity with its high intelligence too successful for the revolu-
tion to result in a genetic change. However, the social structures in the group
and in the states adapted to the new situation. In the larger and usually more
successful states, the democratic legitimation of the monarchy and oligarchy
disappeared. A new legitimation had to evolve for the state to survive: reli-
gious legitimation. In this state structure the monarchy or the monarch was
the centerpiece. The monarch was chosen by God or the gods, and acquired
divine status, in the large and old empires of Egypt, China, and Japan and
the Indian civilizations of Middle and South America. It is interesting to note
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that in all these different civilizations, the same state model was successful:
hereditary monarchy with a strong religious legitimation.

Obviously, this model offered advantages that other models did not. @
Hereditary monarchies were politically more stable. The clear succession line
reduced the battles for power and civil wars, which was much more impor-
tant in an agrarian economy than in an economy shaped by hunter-gatherers.
Destroyed harvests or stolen food stocks brought starvation for large parts of
the population. In the hunter-gatherer civilization there are no fields where
the harvest can be destroyed. The larger the state, the better the protection for
its fields and food stocks against robbery, and the stronger the position of the
monarch and the oligarchy became. If such a state succeeded in integrating all
the land suited for agriculture in the whole region, the state was protected for
a long time from attacking, hunter-gatherer neighbors. Egypt and China are
good examples of successful states: once united, empires with a divine mon-
arch at the top remained surprisingly stable over thousands of years. If one
dynasty died out or was overthrown, a period of civil war or anarchy might
ensue, but those states or empires soon returned to the old model.

The large agrarian states had another advantage compared to neighboring
states based on a hunter-gatherer economy or compared to states with an
economy based on cattle breeding. In an agrarian economy there is a relatively
short and labor-intensive period during cultivation and harvest, and then lon-
ger periods where there is not much work to do and where most of this work
is rather light and can be done by women. Thus a large agrarian state had
a large unused work potential at the disposal of the political leadership. It
could be used for military purposes, but this had two disadvantages: first, the
soldiers had to be sent back home for cultivation and harvest, and second, the
entire male population would have weapons and would be militarily trained.
For a political leadership that was not fully supported by the population, this
could be a threat. Very often, therefore, agrarian-based states preferred to rely
on a professional army and to use the workforce potential instead for build-
ing military fortifications, roads, irrigation systems, flood protection, temples,
palaces, pyramids, and many other things.

Monarchies had to rely on oligarchic structures to rule over large agrarian
states and to fulfill the requisite tasks: military defense, the administration
of the storage system, transport and irrigation systems, and—of vital impor-
tance in a rule based on religious legitimation—religious administration, with
its priests and temples.
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Whereas in the hunter-gatherer society there was primarily a division of
labor between men and women, in agrarian societies a multifaceted division
of labor and specialization developed. This specialization, however, only took
place in large states. The geographical limitations of smaller political units,
whether they were mountainous or on islands, meant that humans could not
specialize to that extent but had to undertake a wide variety of functions. In
the developing cities of the larger states there was, on the other hand, a variety
of craftsmen, tradesmen, and other professions.

In order to finance the administration, the military, priests, churches, and
so on, these states were obliged to impose taxes. Very early in the develop-
ment of states, taxation was used not only to finance work and tasks for the
common good, but to enable monarchs and oligarchs to live in great luxury
compared to the farming population. Taxation and the waste of the taxpayers’
money is certainly another negative consequence of the agrarian revolution.

In the context of religious legitimation, the oligarchy was normally more
or less dependent on the monarch, who could select, nominate, and also dis-
miss its members. Whenever the oligarchy was able to strengthen its position
compared to the monarch, a hereditary oligarchy or nobility emerged and
was able to pass on to its children the titles, functions, and economic advan-
tages connected with these positions. This weakened the position of the mon-
arch. Even in states without hereditary nobility, the oligarchy always tried to
strengthen its influence to the detriment of the monarchy. This latent conflict
between the monarchy and the oligarchy can be seen in different periods
and in different regions of the world. Nevertheless, they were dependent on
each other and had to live in a symbiosis. The monarch needed the oligarchy
to administer and defend the state; the oligarchy needed the monarchy as a
religiously legitimated symbol for the people and as an arbitrator in conflicts
between the different oligarchs.

Until the American Revolution at the end of the 18" century, few large
states had existed that were not hereditary monarchies over long periods of
time. Rome prior to the imperial era was an exception. Indeed, during the
time of the Roman Republic, internal conflicts and civil wars resulted in the
republic becoming a monarchy. The rise of the small Roman Republic to
become one of the largest and most important empires in history was pos-
sible in part because of the political and geographical fragmentation of Italy,
and also because the rapid rise and fall of Alexander the Great’s empire left a
political and military vacuum in the Mediterranean region. This was initially
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exploited in the western part of the region by another republic, namely
Carthage.

The wars between Carthage and Rome, which lasted for approximately
one hundred years, were characterized on both sides by political leadership
that was divided and hesitant. The oligarchy of patrician and noble families
was often more afraid of a strong and victorious military leader who might
take over all political power than it was afraid of the enemy. When Hannibal
stood before the gates of Rome, the Roman Republic would have been lost
had Hannibal received full support and necessary supplies from the political
leadership in Carthage. The retreat of Hannibal and the defeat of Carthage
made it possible for the Roman Republic first to gain control of the western
Mediterranean and the bordering areas up to the Atlantic coast, and then to
conquer the successor states of Alexander the Great’s empire in the eastern
Mediterranean.

The rise of Rome as the superpower of its time was not the work of an out-
standing military leader or of a dynasty which tried over generations to realize
the vision of a world empire. It was a long, painful road full of defeats, inter-
nal unrest, and civil wars. Rome did not become a world empire by intent or
as a result of a long-term strategy, but by the accidents and coincidences of
history. When the last Roman king, Tarquinius Superbus, was driven out of
Rome in 509 BC, the noble families not only decided to establish a republic
under their rule, but also worked out elaborate regulations to prevent, first, a
hereditary monarchy, and second, the outbreak of a civil war. In the event the
elaborate regulations were not able to prevent either monarchy or civil war,
but the political structures and laws provided the foundation for the leading
empire of its time. These gave the republican and then the imperial state both
the stability to survive all the storms and sufficient flexibility to integrate
politically large areas and their populations into the growing Roman Empire.
The senate became the dominant political force in the republic, but at times
of crisis individual consuls or dictators were granted extraordinary political
power for a short time. The other republican city-states of the Mediterranean
were less successful and were integrated into the Roman Empire.

The political structures and the laws of the Roman Republic not only pro-
vided a solid base for later imperial rule, during which the state model could
be further developed, but has also influenced the development of the rule of
law in Europe, and from there throughout the world. The study of Roman law
was an obligatory part of the training of lawyers well into the 20" century.
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The Roman Republic was the most successful republic in human history
until it became a hereditary monarchy. Later, other republics emerged which
were ruled by oligarchies, such as Venice at the end of the Middle Ages, but
none had the size and importance of Rome. It was only two thousand years
later, with a new concept of the state, that the United States of America suc-
ceeded in becoming the leading world power.

Human history from the beginning of the agrarian revolution until the
American Revolution at the end of the 18® century shows that, at least in
larger states, a combination of a hereditary monarchy with religious legitima-
tion and an oligarchy was usually more successful than other models. There
were different ways to become a member of the oligarchy. If the monarchy was
strong, the monarch decided who would become a member of the oligarchy;
if the oligarchy was strong, other methods decided on its membership: elec-
tions, casting lots, wealth, military achievements, education, or membership
of certain families or classes of the population. A strong oligarchy was able to
reduce the monarchy to a religious symbol, as was the case in Japan between
1615 and 1868. In that period political power rested not with the emperor, but
with a kind of hereditary prime minister, the so-called shogun from the noble
family of the Tokugawas.

The state model of a symbiosis between hereditary monarchy and oligarchy
turned out to be a success story not only in the agrarian areas of the world, but
also in the large grazing areas of Asia and Africa. There, cattle breeding allowed
a much higher population density than hunting and gathering. The popula-
tion with its livestock was far more mobile than the population in the agrar-
ian areas, and led a nomadic life similar to the hunter-gatherers. It was more
difficult to unite them under one leadership than the population in agrarian
areas, and they were not able to develop the different professional groups or
specialized oligarchic structures. On the other hand, all men were potential
warriors. For the large agrarian empires, this was no problem as long as those
nomadic tribes did not have horses. However, as the horse became a more
important element of warfare, the nomadic tribes gained a double advantage.
Cavalry was much more mobile than infantry, and therefore made it pos-
sible to control larger areas. The smaller population density of the nomadic
empires was outweighed by the fact that the nomadic population was used to
horse riding and weapons from childhood, whereas the agrarian population
was generally less suited for warfare. China, in particular, became a victim of
these large armies of horsemen, but so did other parts of Asia, Europe, and
North Africa. Over long periods of time, however, military success could not
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be turned into political success. The victorious armies of horsemen with their
nomadic culture had the choice either to retreat or to adapt to the existing
political structures and be fully integrated into the much larger population of
the agrarian culture after a few generations.

Over hundreds of thousands of years, the symbiosis of monarchy, oligar-
chy, and democracy had shaped the human population in the small states of
hunter-gatherer societies. The agrarian revolution and cattle breeding reduced
this symbiosis to one of a hereditary monarchy with religious legitimation and
oligarchic structures in most parts of the world. The agrarian revolution made
it possible to feed many more people in areas that were suited for agriculture,
but the people had to pay a price with their health: deficiencies caused by an
unbalanced diet, wear and tear to the body through unnatural work, parasites,
and epidemics because of the dense population, especially in cities.

Politically, the agrarian revolution offered the population advantages and
disadvantages. In the large agrarian states, it was better protected against
attacks and robbery from its neighbors. The state offered some legal protec-
tion that facilitated trade both inside the state and with other states. This was
necessary for the development of an economy based on the division of labor
that could specialize in agricultural produce, cattle breeding, mining, and
handicrafts, a development that increased the prosperity of the state and its
population.

The political disadvantages of this symbiosis between monarchy and oligar-
chy for the large majority of the population were also obvious. The larger the
state, the fewer the political rights of the population. This creeping erosion
of democratic rights often spread to smaller states. Only in remote regions—
in the mountains or on islands—or in nomadic tribes was this erosion of
democracy less pronounced. Through the loss of political rights, high taxa-
tion, or wars, the agrarian part of the population slowly entered into a kind
of serfdom or slavery.

The deteriorating living conditions of the agrarian population increased
the pressure on people to become part of the oligarchy. Conversely, the
existing oligarchs tried to exclude new members and to secure for them-
selves and their descendants membership of the oligarchy by all means.
Monarchy and oligarchy were usually financed through taxpayers’ money
and very often they did not have to pay taxes and duties themselves. Farm-
ers had to carry a rising tax burden, whereas it was then, as now, easier for
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merchants and craftsmen to escape taxation or to pass on the tax burden to
their customers.

Wars or crop failures could lead to peasant revolts, which failed most of
the time, but even when they were successful did not change the system. The
monarch and the oligarchy were exchanged, taxes and expenses might be
reduced as well as the number of the oligarchs, but then the whole cycle
started again. The long history of China or the Roman Empire gives us several
examples of this. There are historians who believe that high taxation hastened
the collapse of the Roman Empire. The oligarchy paid hardly any taxes; the
peasants and other groups who were important for the economy had to carry
a high tax burden, with the result that the economy of the empire became
weaker and weaker and the defense budget smaller and smaller. At the end of
the imperial period, the Roman army was mainly a mercenary force, reluc-
tant to fight without being paid. Serfs and slaves were not suited for military
defense, either by training or motivation. The collapse of the western part of
the Roman Empire did not lead to a change of system but brought anarchy,

and several centuries later the Holy Roman Empire emerged with Emperor
Charles the Great.

The model of a symbiosis between a monarchy based on religious legiti-
mation and an oligarchy started to fade when the religious legitimation of
monarchy was brought into question and when the possibility emerged that
democratic legitimation could be possible even in large states. The successful
example of the American Revolution started a worldwide process that even
today, after two hundred years, is not yet concluded.

Unlike the American Revolution, the French Revolution with its mass exe-
cutions was a shock. Nevertheless, it was not possible to turn back the wheel
of history in Europe and in the world, even after the failure of the French
Revolution and the restoration of the monarchy. During the 19" and 20th
centuries, oligarchies with democratic legitimation slowly gained the upper
hand in politics through general elections. Sometimes this was a peaceful pro-
cess, and sometimes a revolution. The economic foundations of the old oli-
garchy were usually agricultural and forest estates that lost their importance
as a result of industrialization. The old oligarchies were noble families closely
connected with the monarchy, who, like the monarch, were not happy with
democratic legitimation through elections. Since revolutions normally end
in a bloodbath, it was in most cases more advantageous to agree on a peace-
ful compromise solution. Great Britain was a good example and a model for
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other states: the once powerful House of Lords, which was controlled by the
nobility, and the monarchy, had to give up one right after another to the
democratically legitimized House of Commons.

The position of most hereditary monarchies was too weak to risk a politi-
cal battle with an oligarchy with democratic legitimation. The costs of the
monarchy were usually financed by taxpayers. Step by step, parliaments had
gained control over taxation and the budget and could therefore put pressure
on the monarchy. The monarch could not address the people directly and
bypass parliament, as the constitutions of the European states, with the excep-
tion of Switzerland and Liechtenstein, are based on indirect or very weak
forms of direct democracy. To avoid a conflict that was difficult to win, the
monarchies, like the old oligarchies, had to retreat step by step.

Insofar as the monarchies were not abolished, their power was drastically
reduced, either through changes to the constitution or through the applica-
tion of the Japanese solution from the time of the Tokugawas. For the people
and the outside world the monarch was, according to the constitution, still
a powerful man or woman, but internally the monarch had little to say. The
signature of the monarch under a law or a change in the constitution became
a pure formality from which the monarch could not escape. If the monarch
for reasons of conscience was not willing to sign a law, like the late Baudouin,
King of the Belgians (reigned 1951-93), the solution was to declare him incapable
for one day and have somebody else sign the law. Speeches for the opening of
parliament are no longer written by the monarch but by the government, and
the monarch merely reads them out.

Since the monarchy still has a symbolic value for parts of the population,
this solution is also advantageous for an oligarchy with democratic legitima-
tion. I doubt that this kind of solution makes sense for the monarch and his
family. Usually not only has the monarch lost his political power, but he and
his family have also gradually lost their freedom of speech. In a number of
monarchies, the monarch and members of his or her family have to ask per-
mission from the government or parliament if they want to marry. Toward the
end of the 20™® century, a new and less enjoyable task was added: the private
life of the monarch and his family became the object of general entertainment
for the public and the media. Employees and friends of the monarch were
bribed and paid to obtain information, photos, or family letters in the hope
of increasing the circulation of a newspaper or the number of viewers for a TV
station. Those monarchs and their families are not privileged any more, but
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are sitting in a cage that everybody can look into, and they have no privacy
and no freedom of speech or opinion. Under such conditions it is difficult to
lead a normal family life and to raise children. For people who have lived in
freedom before and marry into one of these families, it is especially difficult to
get used to such a life. The task of the monarch and his or her family in these
states has been reduced to representational work. They are well paid, but as a
normal citizen I would not like to change places with them.

Would it not be more humane to abolish those monarchies, to open the
cage, and to give back to the monarchs and their families their privacy and
freedom of speech and opinion? Perhaps it would make more sense to keep
those monarchies, to respect their privacy, and to give them a political func-
tion together with democratic legitimation, as in the Principality of Liechten-
stein. The republicans among us should take note that during human history
republican periods have been relatively short and periods of the hereditary
monarchies relatively long.
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6. The American Revolution and
indirect democracy

Until the 18® century, the development of states around the world was very
much influenced by Europe. The success of the American Revolution in 1776,
however, changed this trend, and in the 19™ and 20™" centuries European
countries looked increasingly to the American constitution of 1787 as their
model. Latin America and later other continents followed suit. The United
States became an inspiring example. The development of this state from its
beginnings as an English colony to its status as a superpower is certainly worth
closer examination.

Britain’s colonies in North America were not just oriented towards Eng-
land; their European heritage was far more diverse than in other colonies.
Spanish, French, and Portuguese colonies, like other British colonies around
the world, were inhabited mainly by the occupying colonial power and
the indigenous population. Such was the case in the European colonies of
Latin America, Africa, and Asia, whereas in North America Britain’s colo-
nies mirrored Europe’s religious and national diversity. Part of the population
had fled from Europe because of their religion: Protestants were fleeing from
Catholics, Catholics from Protestants, and other religious minorities from
both. If it had not been for a mismanaged conflict over taxes that led to the
war of independence, the region of the world that is today the United States
would probably have remained a part of the British Empire until well into the
20" century, just as so many other British colonies did.

When the United States achieved independence, the founding fathers faced
a problem. Religious diversity made religious legitimation of governmen-
tal power hardly possible. Besides, as the former colonies had just rejected
the British monarchy, it made little sense now to legitimize a new dynasty.
Ideological legitimations like nationalism and socialism had not yet been

_59-


Jaime L
Resaltado


THE STATE IN THE THIRD MILLENNIUM

conceived. In the absence of any other alternatives, democracy was the only
way to legitimize the authority of the state. The authors of the American
constitution knew from their study of history that traditional democracy had
certain limits. Rule by the people required people to assemble. This could
only be done within small political units in which voters could easily meet
and vote regularly. However, at the end of the 18®% century, the United States
was already far too large both in area and number of inhabitants for such a
model to work. In addition, the founding fathers were afraid that the masses
of the people could be easily swayed by populist slogans and endanger not
only the rule of law but the very existence of the new state.

The separation of powers in Great Britain was quite progressive for its time
and for this reason, despite the grievances over high taxes, the British monar-
chy served as a model for the American constitution. Over the centuries, the
English political system had developed—relatively undisturbed from the out-
side—a politically stable state under the rule of law on the British Isles, which
provides a certain legal security. At the same time, it is important to remember
that the British political system of the 21°¢ century is different from that of the
18th. The American system, with a strong president and two equally powerful
chambers of congress, namely the Senate and the House of Representatives, is
therefore more similar to the British model of the 18®® century than to Brit-
ain’s political system today.

The founding fathers of the United States of America found a solution that
was both simple and brilliant. They based their constitution on the English
political system, with some improvements, and replaced the religious legiti-
mation of the king with the democratic legitimation of the president. The
House of Lords and the House of Commons were replaced with the Senate
and the House of Representatives, both elected by the people. Members of
the Senate were elected indirectly by the people through state legislatures
until 1913 when they, like members of the House, were also chosen directly by
popular vote. Other important new developments included a very influential,
independent justice system and a high degree of autonomy for individual
states. The Supreme Court is a constitutional court in function if not in name:
it has the power to annul laws and decrees passed by the president and Con-
gress if they are not in accordance with the constitution. The judges of the
Supreme Court are appointed by the president with approval of the Senate
and are lifetime positions. Some other judges in the United States are elected
directly by the people. Initially the federal states were nearly independent. The
Civil War in the 19®® century, the two world wars in the 20" century, and an
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increasing centralization of power in the federal government in Washington
over the past few decades have greatly weakened the autonomy of the states.
Nevertheless, the American federal states usually enjoy a greater autonomy
than equivalent regions in European states, with the possible exception of
Switzerland.

History shows that even strongly decentralized nations will, over the course @
of time, become more centralized and more bureaucratic. Wars often acceler-
ate this process decisively. The so-called Holy Roman Empire was for over a
thousand years more the exception that proves the rule. Some claim, however,
that it was neither Holy nor Roman and certainly not an Empire.

Another new development in the American constitution was the clear sepa-
ration of church and state, as well as the commitment to religious freedom.
As mentioned before, religious diversity prevented the religious legitimation
of the state. Although the founders were, as far as we know, devout Christians,
they were philosophically consistent and the foundations for the equality of
all religions were laid in the constitution. Freedom of religion did not mean
freedom from religion, but freedom for religions with the assurance that the
state would not support one religion and oppress another. In the United States
today the various religions are in competition with one another, and it is up @
to every member of a religious group to give his support to his religion as well
as to his brothers and sisters in faith. Perhaps this is the reason for America’s
greater religiosity when compared to Europe.

The founders of the United States of America did not agree on whether
their political system was really a democracy in the classical sense. My belief is
that neither the American constitution, nor almost any other modern consti-
tution I know of, can be called truly democratic. At the most, one can speak
of certain democratic rights. I shall try to justify this claim below.

In all indirect or representative democracies, the people’s democratic rights
are restricted to personnel decisions. Candidates from various political parties
are usually elected as the people’s representatives in local, regional, or national
offices. Any executive who has to make personal and commercial decisions
for a company knows that personal decisions are usually more difficult than
commercial decisions, particularly when an unknown candidate from outside
is recruited for a management position. The effects of commercial decisions,
like opening or closing a factory, or increasing or lowering a price can be
calculated and evaluated more easily than the chances of success for a new
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member of management. In a company, at least, there is the possibility of
having personal conversations with the candidates, as well as applying other
selection methods. Such options usually do not exist for voters. It may be
argued that voters are not choosing a person they do not know, but rather
a political program to which the candidate is committed. The programs of
modern political parties, however, differ little from one another and are often
more similar to car advertisements. Even then, a car buyer has the legal right
to sue the car company if the technical claims in a car advertisement are not
fulfilled; the disappointed voter, on the other hand, has no choice but to wait
a few years and vote for another party. Anyone who defends indirect democ-
racy on the basis of the credibility of party programs puts the credibility of
indirect democracy in question.

To limit the democratic principle to indirect democracy perhaps made sense
when large parts of the population had little education and illiteracy was wide-
spread. Today, it is much more difficult to justify. First, there is little difference
in the level of education between the rulers and the ruled. Even where there are
great differences in the level of education within the population, as in a num-
ber of African states, one does not gain the impression that the most literate
and educated people are in the ruling positions. Second, the whole population
has to bear the consequences of bad decisions at the highest level.

The American constitution originally offered a very limited democracy for
another reason: it was essentially the democracy of white man. Slaves, women,
and the native Indian population, to the extent that it survived, were excluded
from democratic rights for a long time. It must of course be recognized that
the Greek model for democracy also denied women and slaves democratic
rights. Yet in spite of the bloodiest civil war of the 19" century over issues
that included the abolition of slavery, the United States and its constitution
survived.

Despite its weaknesses, the model of democratic legitimation of oligarchy
and monarchy realized by the American Revolution represented a tremen-
dous step forward in the history of the development of the state. For the first
time since the agricultural revolution over 12,000 years before, it was again
possible to direct the development of the state towards democracy in a large
agrarian state. It is fortunate for human history, which has been so amply
beset by mistakes and tragedies, that the first constitutional draft for a demo-
cratic state based on the rule of law was so successful, in spite of a series of
weak points in this constitution.
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7. The Swiss constitution of 1848 and
the path to direct democracy

Switzerland made a very important step in the direction of more democ-
racy in the year 1848. In some cantons of Switzerland the original form of
direct democracy survived as it had been known in ancient Greece. It is true
that far into the 20™ century women in Switzerland had no voting rights, but
unlike the United States and ancient Greece there was no slavery. Before 1848
Switzerland was more a confederation of states than a federal state. Napo-
leon conquered the old confederation and turned it into a short-lived state.
When the Napoleonic Empire collapsed, Switzerland, like the rest of Europe,
returned more or less to the old political order.

Nevertheless, the ideas of the French Revolution and the Napoleonic age
have shaped Europe and with it Switzerland in a decisive way up to the pres-
ent time. The restoration of the old order turned out to be unstable. In 1848
political unrest broke out in Switzerland and in other European states. The
French Revolution had been aimed against the monarchy, the nobility, the
Catholic Church, and the religious legitimation of state authority. Unlike the
American Revolution, the French Revolution was unable to create a function-
ing state order with democratic legitimation, for a number of reasons. To
explain them all would be beyond the scope of this book: just a few should
be mentioned, however, which might perhaps help to explain why the United
States and Switzerland succeeded in forming states with democratic legitima-
tion and why other attempts both within and outside Europe often failed.

The French Revolution tried to replace a religion that was weakened by its
close link to the monarchy and the state with the ideology of nationalism.
The aim was not the tedious and complicated construction of a decentralized
democratic state, with the separation of powers and the rule of law, but a
powerful state that would create “heaven on earth” for the French people. In
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the state with religious legitimation, the good Lord in heaven is responsible
for divine justice and for paradise in heaven, whereas in a state based on
nationalism the state here on earth is responsible for justice and paradise on
earth. The logical conclusion of such a nationalistic concept of the state is
socialism. Since the French Revolution, the world has seen more or less unat-
tractive combinations of nationalism and socialism. Sooner or later they have
failed, because they were not able to fulfill the hopes of the population; those
that have not yet failed will fail sooner or later.

The ideology of nationalism assumed that the state had to care for the wel-
fare of the people and therefore of the nation, which theoretically was not
a bad idea. However, the European states of the 18t" century were not yet
nations and did not have any unified national population. Small, local politi-
cal units and a division of the population into different classes with different
privileges and duties were typical even of the French kingdom, which had
followed a policy of unification since the 17" century. This policy of unifica-
tion met some resistance, but larger economic areas were created that made
economic growth and industrialization possible. The abolition of internal
duties, a unified currency, the unification of weights and measures, the aboli-
tion of private monopolies, and other privileges were in the interest of the
consumer and of those producers who were able to adapt and could survive
the increased competition.

Quite often the unification of economic areas leads to political problems,
especially if not all privileges and monopolies are abolished. There are people
who have lost their privileges, and there are producers and employees who
have lost their business or their jobs because of increased competition. They try
to save their business or their job with all possible means, even extreme ones.
There is more at risk for the producer than for the consumer, who can choose
between a range of products. Changes in the price and the quality of products
occur all the time, and for the consumer it is not always easy to gain an over-
view and to judge them. In addition, many consumers are convinced that the
successful producer is making much money at their expense. They envy him,
especially when he shows his wealth in public. The consumer, however, rarely
goes into the street to fight for lower prices and better quality. The consequence
is that there is little political support from those people who gain the most by
the opening of the markets and the creation of large economic areas.

To solve this difficult political problem the political leadership, perhaps
correctly, did not trust the wisdom of the people. At the end of the 18" and
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the beginning of the 19™" century, the majority of people were illiterate, and
as today only a small percentage of the intellectual elite was interested in or
familiar with the laws of a market economy. It was natural to rely on famil-
iar religious symbols and to convince the people that they were “the chosen
people.” Instead of the good Lord in heaven and a very human monarch by
the Grace of God here on earth, the now almighty absolute state would create
heaven for “the chosen people” on earth.

The next logical step was that the state should grant to all people what they
needed and what they deserved. To reach this goal all means of production
had to be nationalized and an all-embracing state bureaucracy was necessary.
At the end of human evolution, true socialism would be attained. History has
shown that neither nationalism nor socialism can create heaven on earth or
even the withering away of the state, as many socialists believed at the begin-
ning. On the contrary, as nationalism leads to socialism, so socialism leads to
the almighty bureaucratic state, perhaps with the small difference that there
is no “chosen people” but a “chosen class of the workers and farmers.” When
analyzed in greater detail, it is clear that a nationalistic and socialistic policy,
which still has many supporters particularly in the Third World, is in fact
extremely non-social and is directed against the national interest.

Switzerland and the United States have escaped this fate up to now because
their populations are very diverse, both religiously and nationally. In Switzer-
land there are four language groups: German, French, Italian, and Rhaeto-
Romansch. The Catholics are the largest religious group, but in the 16" cen-
tury Switzerland was an important center for the Reformation, with Calvin
and Zwingli both operating from there. As the borders between the twenty-
six cantons were not drawn along linguistic or religious divides, the linguistic
or religious majority can change from community to community within a
canton.

In Switzerland religious legitimation, if present at all, could not simply be
replaced by the ideological legitimation of nationalism. The varied structure
of the population and the geographical conditions encouraged the creation
of a decentralized democratic state based on the rule of law and separation of
powers. Neither the population in the United States nor that of Switzerland
wanted to have a powerful central state which would create heaven on earth.
They feared that a powerful state would create heaven on earth for a small
minority at the expense of a suppressed majority.
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A strong centralized state would also have reduced the democratic rights of
the voters in the communities and cantons of Switzerland. The development
of democracy in Switzerland and the United States was not only a top down
process: it was just as much a process from below, developing from the com-
munities upward. The growth of democracy from the smallest political unit,
the community, upward is probably critical if a state based on democracy and
the rule of law is to remain stable over long periods of time. This assumes,
however, that the leadership from above encourages the growth of a state
based on democracy and the rule of law. Democracy in the smallest political
unit is only viable if the voter also has the right to make financial decisions
for this political unit. In a strong centralized state, where the smallest political
units are merely the recipient of orders and money, democracy and the rule of
law will sooner or later be undermined.

Just as the founding fathers of the United States were able to take advantage
of the English experience when they wrote their constitution, so the authors
of the Swiss constitution were able to benefit from the century-old experi-
ence of direct democracy in their cantons as a confederation of states, as well
as the experiences of indirect democracy in Europe and in North and South
America up to the middle of the 19*" century. For example, if written ballots
were successful in indirect democracy, there was no reason not to use them in
a direct democracy too.

In a direct democracy the political right of the people is not reduced to the
election of a representative, who then makes all the decisions for them; the
people themselves have the right to make material decisions. In the Swiss, the
Liechtenstein, and other systems which have elements of direct democracy,
two fundamental rights can be distinguished:

1. The referendum, which gives the people the right to vote directly on a decision
of parliament. Once parliament has made a decision, people can collect,
within a specified period, a minimum number of signatures from voters
demanding that the decision of parliament should go to a popular vote.
If a majority votes against the decision of parliament, the law will not
come into force. For practical reasons, not even in a direct democracy
is it possible to have a referendum on every decision by parliament. The
referendum is therefore confined to decisions relating to the constitution
and the law. Switzerland also has obligatory referendums for a series of
decisions at federal, canton, and community level. The problem with
these obligatory popular votes is that people have to vote on subjects of
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little interest. This is probably the most important reason for the many
popular votes in Switzerland and the low participation of voters, which,
of course, calls into question the democratic legitimation of some of
those decisions.

2. The right of initiative. This allows citizens to put forward initiatives, with
a legally determined number of signatures collected within a certain
period, proposing a change in the constitution or the law. Parliament
can then either accept or reject the proposition. If parliament rejects it,
a popular vote is necessary and the people decide for themselves. Parlia-
ment also has the right to make a counter-proposal, which can lead to a
situation where both proposals are rejected by the people and everything
remains as before.

The greatest difference between the United States and Switzerland is in the
state structure. In the United States the counter-balance to the oligarchy in
Congress and the courts is a strong “monarch” with democratic legitimation,
namely the president. In Switzerland the monarch is missing. The executive
branch, legislature, and the courts are controlled by an oligarchy with demo-
cratic legitimation. The counter-balance in Switzerland to the oligarchy is
direct democracy. In both the United States and Switzerland, autonomy at the
local state level and the cantons is also, to a certain degree, a counter-balance
to the oligarchy of federal institutions. Nevertheless, one has to emphasize
that during the 20 century the autonomy of the states in the United States
and of the cantons in Switzerland has been severely eroded. The central state
and thus the bureaucracy expanded, thus strengthening the oligarchy. The
more centralized the state and the more diverse the tasks of the state become,
the more difficult it is for a monarch, either elected or not, and the people to
oversee and to control the oligarchic bureaucracy which is necessary to fulfill
these many tasks. This raises the question of whether this process toward a
centralized bureaucratic state, dominated by an oligarchy, can be stopped and
reversed in both Switzerland and the United States.

The Swiss model of direct democracy has without doubt brought the people
more democracy than the indirect democracy of the United States. Why has
the Swiss model not been more successful either inside or outside Europe
during the past 150 years? One reason might be that the new oligarchies were
mainly interested in replacing the legitimation of the old oligarchies and
monarchies and not so much in giving the people more democratic rights.
In the name of democracy, the religious and dynastic legitimation of the old
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monarchies and oligarchies was destroyed. The majority of the people had no
idea how democracy worked in reality. In the 18" and 19™" centuries, there
was a continuous democratic tradition only in Switzerland, in Iceland, and on
a local level in some parts of the world. For the new monarchs and oligarchs
it was, therefore, easy to describe indirect democracy as the best model for
the new age. It had the advantage of giving the new monarchs and oligarchs
a democratic legitimation without forcing them to give up too much political
power.

Much more could be said about the constitutions and state models of
Switzerland, the United States, and other states. I hope the reader will for-
give me if, as the Reigning Prince of Liechtenstein, I use the Principality of
Liechtenstein as my third example. Despite its small size, Liechtenstein has
made an interesting contribution to the development of democracy and to
the development of the rule of law. Anyone who has studied the different
constitutions of human history will notice that the Liechtenstein constitution
contains a number of new elements.
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8. Liechtenstein’s constitutional
reform of 2003

As has already been mentioned, the United States is based on a “monar-
chy” and oligarchy with democratic legitimation, whereas Switzerland has an
oligarchy with democratic legitimation and direct democracy. Liechtenstein
has all three: monarchy, oligarchy, and direct democracy. Liechtenstein is the
first and only example in constitutional history of a state in which these three
elements come together and contribute to a largely harmonious and balanced
political system. The main reason is that apart from Switzerland, Liechten-
stein is the only state in which direct democracy is fully developed. In other
states direct democracy tends to take the form of plebiscites to serve the inter-
ests of monarchs and oligarchs, and it does not go as far as in Switzerland and
Liechtenstein. The right to call for a popular vote may rest with the monarch
or the oligarchs, and even if the people have such a right, the popular vote
tends to have a consultative character only.

The first Liechtenstein constitution of 1862 was still influenced by the German
Confederation, of which it was a member until the Confederation’s dissolution
in 1866. The constitution was based on the principles of monarchy and oligarchy,
and the judicial system was well developed for its time and for a country of its
size. However, Liechtenstein did rely on Austria for its laws and judges.

During the First World War, Liechtenstein remained neutral, but the dis-
integration of the Habsburg monarchy, with which the Principality and the
Princely Family of Liechtenstein had had excellent relations for centuries, had
political consequences. Following the war Liechtenstein turned its foreign
and economic policies towards Switzerland. The customs treaty with Austria-
Hungary was replaced by an agreement with Switzerland. On the domestic
front there were calls for more democracy. This led in 1921 to a fundamental
reform of the 1862 constitution.
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The constitutional state was developed according to the most up-to-date
thinking at the time, for instance, with a comprehensive constitutional and
administrative judicial system. Following the example of Switzerland, direct
democracy was introduced at both state and community level. Of course, it
must be kept in mind that local communities had always exercised a relatively
large measure of autonomy, just as in Switzerland.

The Swiss experiences of direct democracy were extremely valuable and
instructive. Nevertheless, some improvements to the Swiss model were under-
taken. No obligatory referendums at state level were written into the constitu-
tion, which, as mentioned, force the people to vote on matters of little interest
to them. If in Liechtenstein part of the population disagrees with a decision of
parliament, 1,000 votes or 5 percent of the voters can demand a referendum
within thirty days. The Prince, as the head of state, ratifies a law or a constitu-
tional addendum only after this period of thirty days has expired.

Compared with the Swiss system, Liechtenstein expanded the right of initia-
tive, that is, the right of the people to propose a law or constitutional amend-
ment. In Switzerland only constitutional initiatives are possible at state level,
while the people of Liechtenstein have the right to propose both laws and
constitutional amendments. Proposing a law requires 1,000 signatures and
proposing a constitutional amendment requires 1,500. When a constitutional
amendment is proposed in Switzerland, the parliament has years in which to
accept or reject the proposal or to offer the people a counter-proposal. From a
democratic and constitutional standpoint, this is not entirely unproblematic,
because it allows an oligarchy to delay the referendum for years. Liechtenstein
found another solution. Whenever the initiative takes place, parliament has
to declare its position at its next sitting and has three options:

I it accepts the initiative, based on whatever majority vote is required by
the constitution in such a case;

2. it rejects the proposal without offering a counter-proposal;
3. it rejects the proposal and offers a counter-proposal.
If parliament rejects the proposal, the government is required to hold a

plebiscite immediately. Compared to Switzerland, the element of democracy
is thus strengthened in Liechtenstein to the detriment of the oligarchy.

_.70-


Jaime L
Resaltado

Jaime L
Resaltado


LIECHTENSTEIN'S CONSTITUTIONAL REFORM OF 2003

The unusual strength of direct democracy in Liechtenstein’s constitution is
easier to understand in the context of the monarchy’s historically strong posi-
tion. The monarch has the right to veto resolutions from the people or parlia-
ment; this power of veto has been exercised in the past and will be exercised
in the future if the monarch deems it necessary. The Liechtenstein model
thus protects against initiatives that are too populist at the cost of the general
good or that would negatively impact on minorities. What Switzerland tries
to achieve by postponing a decision of the people over years, Liechtenstein
achieves with the Prince’s power of veto or simply the threat of veto. The
Prince exercises or threatens to exercise his veto only if it is truly called for, so
as not to endanger the authority and legitimacy of the monarchy.

In the constitution of 1921, the monarch still possessed a religious and
dynastic legitimacy and a very strong position, which he could theoretically
have exploited to institute a dictatorship quite legally. This gave small groups
who were skeptical or negative toward the monarchy the opportunity to criti-
cize it repeatedly. The critics argued that for reasons of principle a heredi-
tary monarchy cannot be democratically legitimized. They claimed that in
our time a monarch can only have a justifiable role if this role is reduced to
pure representational work without a political function. To put it less politely,
these critics wanted to limit the role of the monarch to that of a “yes man.” As
a counterargument one can point out that most hereditary monarchies have
at least an indirect democratic legitimation and that the position of the monar-
chy in the constitution in Liechtenstein was ratified by a democratically elected
parliament in 1921 and a popular vote in 2003. And in any political system,
unelected appointees, such as judges and government officials, perform politi-
cal functions according to the constitution and might make very important
decisions, e.g. the judge in a constitutional court.

Critics of the monarchy in Liechtenstein are in a particularly difficult posi-
tion because the Princes and the Princely House have always successfully
upheld the constitution and strengthened the economy. All costs of the mon-
archy are born by the private estate of the Prince and the Princely House;
furthermore, over the centuries the Princes have often subsidized the country
and its people with donations from their private estate. Support of this kind
was interrupted by the Second World War and its aftermath. Despite Liech-
tenstein’s neutrality, Czechoslovakia confiscated all the assets of Liechtenstein
citizens after the war. This was a serious blow, as over 80 percent of my fam-
ily’s estate was in Czechoslovakia. The economic setbacks of the time also
weakened the Princely House and the monarchy politically. Initial attempts
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to rebuild the assets were unsuccessful, and the danger loomed that the mon-
archy might become financially dependent on taxes and thus on politicians.
The costs of the monarchy were essentially financed after the Second World
War through loans and the sale of art and real estate.

My father therefore suggested very early to me that I should study econom-
ics and business instead of history, archaeology, or physics, which I thought
were more interesting. Immediately after I had finished my studies in 1969,
I had to reorganize and rebuild the family business. After I had more or less
successfully finished this job in 1983, my father entrusted me with the exer-
cise of his sovereign powers in 1984. The Liechtenstein constitution gives the
Reigning Prince the possibility of entrusting the heir apparent with the exer-
cise of his sovereign powers as his representative. In the past different princes
have taken advantage of this possibility, and I did the same with my eldest
son in 2004. Our family believes that the Reigning Prince should not assign
this important job to his successor only after he is unable to fulfill it because
of his age, but rather when the successor is ready to take it over. Another
advantage of this solution is that the Reigning Prince can act as an advisor to
his successor.

Although the monarchy’s critics were a small, albeit vocal group, we in the
Princely House came to the conclusion following the death of my father that
we should address their justified concerns. The first step was to reform the
internal family house law. Ever since the Middle Ages, the Princely House
has had a private house law governing membership, voting rights, and suc-
cession within the family. The house law had not been changed since 1606
and was clearly in need of revision. The new house law of 1993 was published
in the Liechtenstein law gazette (Liechtensteinische Gesetzessammlung) for the
first time, in response to the wishes of the people. Apart from the above-
mentioned points, the new house law includes a procedure for the Prince’s
deposition as head of the family and head of state if he loses the confidence of
the voting family members by abusing his power or for any other reason.

The next step was a fundamental revision of the constitution. The revision
proposed by the Princely House met with considerable resistance from par-
liament, gaining only thirteen of twenty-five votes. The constitution of 1921
stipulated that constitutional amendments would require a three-quarters
majority in parliament or a simple majority in a popular vote. So we turned
to the people and collected the necessary signatures, hoping to achieve our
goal with a popular vote. Critics of the monarchy did the same, presenting to
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the people a proposal that would have weakened the monarchy. The referen-
dum of March 16, 2003 was decided in favor of the monarchy: the proposal of
the Princely House won 64 percent of the votes, the counterproposal won 16
percent, and 20 percent voted to retain the old constitution.

The constitution of 1921 stipulated that judges be proposed by parliament
and appointed by the Prince. Theoretically a good solution, in practice this
had led to an appointment process beset by party politics. Appointments of
judges became part of coalition agreements. If the majority in parliament
changed, the majority and the chairmanship in the highest courts changed
too. The Prince had the option either to stand by and watch, in the hope that
the courts would function reasonably well, or to risk a conflict with parlia-
ment, with the danger that seats in the courts would not be occupied. The
parties would then blame the Prince for the dysfunctional courts, a risk the
Prince, with very few exceptions, had generally chosen not to take.

Under the new laws, judges’ terms of office in the highest courts no longer
come to an end simultaneously but are staggered and the judges themselves
elect the chair. Candidates for the courts used to be elected at party meetings;
now an independent commission chooses candidates and presents them to
parliament. This commission includes representatives from the government
and parliament and is chaired by the Prince. If the commission and parlia-
ment cannot agree on a candidate, the judge is elected by the people in a
popular vote.

In the constitutional discussions of the 1990s, however, the central concern
was not the competence and independence of the judiciary, but rather the
status of the monarchy. In view of the strong position of the monarchy in
the constitution, it seemed to us in the Princely House that the constitution’s
indirect legitimation of a hereditary monarch was insufficient. Opponents
of the monarchy might claim that the abolition of the monarchy using the
procedures laid down in the constitution of 1921 still needed the monarch’s
consent. To counter such an objection, we in the Princely House developed
a new model in constitutional history, namely, a hereditary monarchy with
direct democratic legitimacy.

An article was introduced into the constitution that gives the people of
Liechtenstein the right, within the framework of a constitutional initiative, to
put forward a motion with 1,500 signatures for a popular vote on the aboli-
tion of the monarchy. Should a simple majority vote in favor of abolishing the
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monarchy, parliament has to draft a new constitution based on a republican
model. Ratifying this new constitution would again require a popular vote. In
order to exercise its political functions, the monarchy in Liechtenstein there-
fore always needs the confidence of a majority of voters and thus democratic
legitimation.

The new constitution also gave the people the option of separating the
monarchy as a form of government from the person of the monarch himself.
If the people have shown in a popular vote that they have lost their trust in the
monarch, then, according to the constitution and the house law, the Princely
House decides whether or not the Prince is to be deposed. There may be situ-
ations where the majority of the people have lost their trust in the Prince for
good reason, and there may be others where the Prince has lost their trust
because he has taken a correct but unpopular decision. In the latter case, the
Prince still deserves the trust of the Princely House, and it is up to the people
to decide whether then to accept the decision of the Princely House or to
abolish the monarchy.

Another new element in constitutional history was also introduced—an
article that establishes the wishes of local communities concerning member-
ship in the Principality of Liechtenstein. The right of self-determination has
thereby been created at the local community level. There are parallels: a right
of secession for individual republics had in fact existed in one of the constitu-
tions of the Soviet Union, thus providing the right of self-determination at
the republic level. However, the Soviet constitutions were always quite distant
from reality and their primary purpose was propaganda. When the Soviet
Union collapsed, this constitution was no longer in force, and the secession of
the individual republics was not a democratic, constitutional process.

Democracy and self-determination are closely linked and difficult to sepa-
rate. Either one believes that the state is a divine entity to be served by the
people and whose borders are never to be questioned, or one believes in the
principle of democracy and that the state is created by the people to serve the
people. If one says “yes” to the principle of democracy, one cannot say “no”
to the right of self-determination. A number of states have tried to separate
democracy and the right of self-determination, but they have never success-
fully put forward a credible argument.

The most important argument for such a separation between democracy
and self-determination is the claim that self-determination only applies to
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ethnic groups, and that only an ethnic group has the right to demand state-
hood. Are the Basques and the Kurds not ethnic groups? Are the Swiss or the
Liechtensteiners an ethnic group? The Swiss differ among themselves in terms
of language, race, and religion more strongly than they differ from respective
groups across the border in Germany, France, or Italy. The same can be said
of Liechtensteiners, Austrians, and many others. It is simply the vicissitudes
of history that have granted statechood and the right to self-determination to
some and denied it to others. How is one to explain this discrepancy to those
who are denied this right when it is granted to others?

We in the Princely House are convinced that the Liechtenstein monarchy
is a partnership between the people and the Princely House, a partnership
that should be voluntary and based on mutual respect. As long as we in the
Princely House are convinced that the monarchy can make a positive contri-
bution to the country and its people, that a majority of the people desire this,
and that certain conditions are fulfilled, such as the autonomy of our family
as established in our house law, we shall gladly provide the head of state. This
partnership goes back some three hundred years and it has been successful for
both the Princely House and the people. Liechtenstein, as I have mentioned,
retained its neutrality in both world wars and has been spared war since the
beginning of the 19" century. After the Second World War, a thriving, multi-
faceted economy has developed which has given the Liechtenstein population
one of the highest per capita incomes in the world, in a country with hardly
any natural resources.
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Admin thoughts on the role of the monarchy in Liechtenstein's political constitution:

The Princely House adds a private element to Liechtenstein's political structure, to its constitution. 

This offers autonomy and independence, which also adds the perspectives of a long term interest. 

Hans-Hermann Hoppe:
"A private government owner will tend to have a systematically longer planning horizon, i.e., his degree of time preference will be lower, and accordingly, his degree of economic exploitation will tend to be less than that of a government caretaker; and
subject to a higher degree of exploitation, the nongovernmental public will also be comparatively more present oriented under a system of publicly owned government than under a regime of private government ownership."

It reduces the possibility that the people be bribed with the state's resources, since the power of the monarchy cannot be changed of hands, unlike in a democracy, where power is transfered to he who offers more to his coalition. In monarchy, power is out of competition. 

Since the Princely House money is unredistributable, this allows for a sure basis of accumulated capital that cannot be squandered or taken away, and that is available for wealth creation.

Anthony de Jasay:
"The maximin-type safety of the democratic system provided by the government having to face the expiration of its tenure at regular intervals is paid for with a heavy price. Capital accumulation and investment tend to be lower, structural adaptation meets more resistance and budget deficits are more chronic in democracy than in some, though of course not all, non-democratic systems. One need not select such extreme examples as France or Spain compared to Korea, Singapore or Indonesia to perceive the general tendency." 

"Diverting income from corporations and the well-to-do who save much, to wage-earners and the needy who save little, reduces the rate at which the capital stock is increasing and hence also the rate at which the demand for labour increases, wages rise and jobs are created. (...) Labour rose from misery thanks to being too weak to be able to depress high profitability and hence the rapid accumulation of capital."

The Princely House has its own rules of succesion and family, and its financed by itself, not depending on tax revenues. Since it also has a strong economic gravity, it also has a great influence on politics. It is like a private fortress, of which Schumpeter spoke about.

The monarch is not an overreaching power, however. It is a contract between oligarchy (parliament), democracy (specially at the local level) and the monarchy. Each with responsibilities and rights.

Anthony de Jasay﻿: Government freehold property vs government leasehold property (democracy), democracy as destroyer of capital accumulation.
http://www.econlib.org/library/Columns/y2010/Jasaydemocracy.html
http://www.econlib.org/library/Columns/y2012/Jasayjudo.html

Hans-Hermann Hoppe﻿: Time preference and tragedy of the commons, monarchy and democracy.
http://mises.org/daily/4068
http://monarchists.blogspot.com/2009/09/democracy-or-monarchy.html
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9. The deficiencies of traditional
democracy

Indirect democracy, as enshrined in the American constitution of 1787,
which served as a model for most democratic states, is a weak form of democ-
racy if analyzed carefully. Compared to the state with religious legitimation,
not much has changed concerning the state structure and the distribution of
power inside the state. Political power still lies in the symbiosis of monarchy
and oligarchy. Monarchs and oligarchs are elected either directly or indirectly
by the people, but for the people it is very difficult to know from the outside
where real power and responsibility lie. Does power lie with the president,
the prime minister, the leaders of the parties, the financial supporters of the
party, the courts, or perhaps after all with parliament, or are the members of
parliament only the puppets of the party leaders? As mentioned before, only
the character of the legitimation has been changed.

The resistance of the oligarchy to giving more power to the people and to
developing direct democracy explains to some degree why the ideologies of
nationalism and socialism gained so much ground and why all too often only
lip service was paid to democracy, as it had been to religion. Nationalistic
and socialistic ideas gained strong influence in the 19™ and especially the
20" century. Like religions, they have a strong emotional element. It is much
easier to mobilize masses of people with populist slogans and ideologies than
to engage them in the long, tedious, and complicated process of creating an
efficient democracy and the rule of law. The oligarchies and monarchs in
power, whether elected or not, not only have to engage the people and them-
selves in this process but also have to be willing to give up power. Democracy
cannot be built only from the top down but, more importantly, also has to
be built from the bottom up, especially in large states. This means delegating
political power from the center to small political units, as happened in the
United States and Switzerland. Of course, the process there was much easier
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because the building of the state was started from the bottom up by nearly
independent states that then united. Less power at the political center in a
democracy means fewer opportunities for those with influence in the state to
buy votes one way or the other.

Many voters expect that the state will create heaven here on earth, and
governments have often done their best to provide it in the hope of winning
votes. So, typically, the welfare state was built up, the army of bureaucrats
increased, the tasks that the state took over became more diverse, and the com-
pendium of laws became much larger, more comprehensive, and more compli-
cated. Even in small states, the entire state bureaucracy has thus grown out of
control. Neither government nor bureaucracy, let alone parliament, has a com-
plete overview of the whole state administration and how the different parts
of the administration work together and, unfortunately, often also against one
another. In industrialized states, taxes and duties have grown continuously over
recent decades to finance the state administration. Efforts to reduce taxes and
duties have usually only been successful for a short time, often leading to higher
debt, with the consequence that taxes and duties have to be raised again.

All this is not surprising as long as most politicians and voters are rooted
in the ideologies of nationalism and socialism. In most democratic states the
parties are divided into right-wing and left-wing parties. The right-wing par-
ties are nationalistic and the left-wing are socialistic. The parties in the middle
try to be both. Few people up to now have noticed that, in reality, nationalism
and socialism are the obverse and reverse of the same worthless coin, which
in the age of globalization is slowly rusting away before our eyes. National-
ism and socialism are the names of a political cul-de-sac, which leads only
from right to left and again from left to right, but not ahead into the future.
Nationalism and socialism have divided people into nations and classes that
are fighting each other. If it is not possible to lead the state into the future in
this age of globalization, the state will rust and end up on the trash-heap of
history. Globalization, which nationalists and socialists resist so hard, is again
leading people back into the large family which genetically it has always been.
Globalism is depriving the ideologies of nationalism and socialism of their
justification for existence.

Nationalism and socialism have created states with huge bureaucracies and
oligarchies that now feel their existence threatened by the rapid progress of
globalization. Just as regional economic unification met political resistance
in nation-states in the past, so now does the accelerating globalization of the
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world economy. Yet globalization is resulting in a substantial gain in prosper-
ity for the whole world, just as the unification of the economic regions did
for nation-states. The enemies of globalization from right and left try to turn
back the wheel of history, without realizing that they are putting in jeopardy
the existence of their own states and their own people.

As early as the 18 century, students of the economy realized that free trade
within a state and between states was advantageous for everybody involved.
That raises the question of why human behavior has not adapted to this fun-
damental fact. Why was liberalism, which was the consequence of this discov-
ery, not more successful during the 19®® century?

One reason might have been the perceived threat to the safety of supply
channels. Trade between states works smoothly only in peacetime. Even then,
restrictions on exports, the blockage of trade routes, and other events can
endanger supply channels. Furthermore, customs duties are an easy way to
finance the state and the oligarchy, and can also be used along with other
import restrictions to protect parts of the local economy from foreign compe-
tition. Influential groups in politics and the economy like to use the fears and
ignorance of large parts of the population to their own advantage but to the
disadvantage of the state and its people.

Besides the economic advantages for some parts of the economy, restric-
tions on free trade also protect jobs that might otherwise be lost. The loss of
a job hurts not only the person who has lost his job, but also those who are
dependent on him. Nevertheless, jobs that add no value for the whole popu-
lation are a burden for the economy. In an economy that is less developed,
low-paying jobs are still attractive and will add to the prosperity of the whole
population there. This can lead to increased imports from the higher devel-
oped economies and to the creation of new and more valuable jobs in those
states that have lost jobs to cheaper labor.

Neither the safety of supply channels nor job security can justify limita-
tions on free trade. As far as vital products are concerned, securing the supply
can be achieved more cheaply by using large storage facilities than by mak-
ing the consumer and the taxpayer pay direct or indirect subsidies for whole
branches of the economy. In recent decades economic sanctions against some
states have also shown that the supply of the population can be sustained until
the state’s economy adapts to the sanctions. For the majority of the popula-
tion to accept free trade, it is probably more important that people who are
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unemployed and want to work have adequate financial support until they can
find a new job. All those measures will always be a tightrope walk between
benefits that are necessary from a social point of view and benefits that are
not conducive to the job search. Over a long period of time, only those states
that help their people to benefit from globalization instead of protecting them
from globalization will increase the welfare of their population.

Liberalism has used many of these arguments in its political fight for free
trade. Unfortunately it has remained a rather small political movement of an
intellectual elite, which with the introduction of universal suffrage lost out
against the parties of the masses based on nationalism, socialism, and the
Christian religion. In 19th-century Europe, the political enemies of liberalism
were the conservatives, the farmers, and the craftsmen, who saw free trade as a
threat. On the European continent, even large areas of industry were happy to
impose protective tariffs against the competition of leading British industries.
To attain at least some economic liberalization inside the state, liberal forces
on the continent formed an alliance with national forces. Liberal nationalists
stood in opposition to conservative religious groups. The Catholic Church,
especially, saw liberalism as its main enemy in the 19" century and at the
beginning of the 20" century. The Church and liberalism had different views
not only on politics and economics, but also on many questions of morality.
Neither in the 19th nor in the 20™ century was liberalism able to win the
hearts of the people. For churches and religious groups, the continual erosion
of the religious legitimation of the state led to a loss of political influence. In
Europe nationalism and socialism thus replaced liberalism and the Christian
religion as the main political force. The result was two world wars and con-
centration camps in the 20" century, with millions of people killed.

Christianity and liberalism share many fundamental values. Both place the
main emphasis on the individual, with his freedom and his responsibility, and
not on the state as in nationalism and socialism. In liberalism the individual
is responsible to himself; in Christianity, to God. Liberalism and Christianity,
as well as other religions, concern all people: they are catholic in the original
sense of the word. Liberalism and Christianity believe that the state has to
serve the people and not the other way around. Now, at the beginning of the
21 century, has not a time come for liberalism and Christianity, especially the
Catholic Church, to bury the hatchet of the 19® century and work in com-
mon for the welfare of humanity in the third millennium? Would it not be a
common goal to turn states into service companies for humanity?
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If, in the age of economic globalization, ideologies like nationalism and
socialism have lost their justification, we might reasonably ask what justifi-
cation for the nation-state remains. Has not the state been reduced to a service
company, which has to offer its customers a more or less decent service for a
certain price, namely duties and taxes?

Imagine the people as the shareholders of the state, and elections as share-
holders’ meetings, where the people either offer or withdraw their support for
the management team for another four years. Are not popular votes over state
taxes and benefits more or less the same as votes on dividend policy, changes
of capital, or other important decisions for the company, which have to be
taken by the shareholders according to the company’s articles of association?

To compare a modern democratic state in the age of globalization with a
company is understandable, but at least in my opinion, the analogy is not
accurate. In a company the shareholder can sell his shares if he is not happy
with the policy of the management or is outvoted at the shareholders’ meet-
ing. With the same money, on the same day, he can buy shares in another
company or use the money for something else. A citizen who cannot accept
the policy of the government any more and who has been outvoted has to
emigrate and accept all the related problems, assuming that another state will
accept him. It usually takes years before he is allowed to vote, and during that
time the policy in his new state might become just as unacceptable as in the
old state.

The citizen is much more at the mercy of the service company state than a
shareholder is at the mercy of any private enterprise. The type of company that
could be best compared to the state is a private monopoly, which not only lays
down the rules but is also both referee and player. Despite the separation of
powers in an indirect democracy, the oligarchy controls legislation, the courts,
and the government. The people as the small shareholder can then only choose
at the shareholders’ meeting every four years between a few syndicates—the
so-called political parties. The syndicates then negotiate between themselves
what the rules of the game will look like, who will become referees, and who
is allowed to play. In order not to subject the people to the arbitrariness of a
political oligarchy, it is critical to include safety measures in the state of the
future, in addition to the separation of powers and indirect democracy.

Monarchy and oligarchy, whether elected or not, form a symbiosis in many
states and have to rely on democratic legitimation, either directly or indirectly,
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if they want to exercise political power. It is understandable that a monarch
needs an oligarchy in a larger group and in a larger territory. A monarch can-
not make all the decisions, implement those decisions, or check whether they
have been realized. Not everything can be written down in regulations and
laws. Oligarchic structures, be they of a more formal or informal nature, are
therefore necessary. A pure monarchy, either with an elected or a hereditary
monarch, would be incapable of acting in a state without an oligarchy.

This is even more true in a pure democracy, because the people cannot come
together all the time to debate and vote on all matters. The exercises in grass-
roots democracy at some universities during the 1960s were very instructive. A
few student leaders made the decisions with the support of small groups and

all the others had to run behind.

Monarchy and democracy need the oligarchy in a state based on the rule of
law. But does the oligarchy need both democracy and monarchy? As history
has shown again and again, it does not need democracy as long as it can find
a credible alternative to democratic legitimation. History also shows, however,
that a pure oligarchy without monarchy and democracy has not been a suc-
cess story. An oligarchy governing a state tends toward slow and cumbersome
decision-making that looks for the lowest common denominator. Under such
circumstances a state can easily lose its competitive edge. The old Polish state,
which collapsed in 1795, was an oligarchy of noble families and in this respect
is often cited as an example.

The oligarchy can make compromises with relative ease in its decision-
making at the expense of a third party, especially in a state that is more or less
a monopoly. A strong oligarchy will therefore always try to reduce a mon-
arch step by step to a symbolic function or completely abolish the monarchy.
However, compromises are made to the detriment of not only the monarch
but also the people. Taxes and duties are raised as far as possible to give the
oligarchy and its supporters all kinds of advantages. In an economy where
there is competition, pure oligarchic leadership structures are usually con-
fined to small banks, auditing companies, or lawyers’ offices. In other areas
of the economy, the model of pure oligarchic leadership has not been very
successful.

The rule of an oligarchy with democratic legitimation in an indirect democ-

racy could be even more problematic than the rule of an oligarchy that does
not seek democratic legitimation at all. Even during the old Roman Republic,
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the oligarchy tried to buy the support of the people with panem et circenses
(bread and circuses). The United States has the longest and most extensive
experience of indirect democracy, and there the “buying of votes” with tax-
payers’ money or with tax benefits is simply called “pork.” Such gifts are
expensive, and are funded not out of politicians’ own pockets but by taxpay-
ers. Voters are recruited from different groups with different interests. To win
an election, politicians and parties have, on the one hand, to satisfy their loyal
voters, and on the other, to win the support of floating voters or even the
loyal voters of other parties. In order to reach this goal, they make promises
that realistically cannot be kept. Moreover, there is a strong temptation not to
raise taxes in order to pay for what has been promised to the voters, but first
to raise the debt burden, or just print money. As a state can print money and
increase debt for quite some time before the voter begins to feel the effects, it
is probable that those politicians and parties who were responsible for those
policies will no longer be in office when it becomes a problem. The problem
must be assumed by other politicians, parties, and governments, which must
either make themselves unpopular by introducing drastic measures in the
budget or be blamed for the resulting economic chaos and inflation. Since few
voters and politicians understand the rather complex inter-relationships in a
national economy, especially those of a long-term nature, one cannot really
blame them. The problem lies with the system and not the politicians.

The system more or less forces politicians to pursue special interests and not
the common interest; otherwise, they run the risk of breaking their election
promises and losing the confidence of voters. In addition, it is very difficult
for a politician in an indirect democracy to follow a long-term policy that is
in the common interest, as his fate and that of his party is decided at the next
election.

If one assumes, first, that the oligarchy is by far the strongest element of
the three elements of monarchy, oligarchy, and democracy; second, that rule
only by the oligarchy sooner or later creates problems; and third, that the
oligarchy is inclined to extend its power at the expense of the monarchy and
democracy, then the state in the third millennium should strengthen the two
other elements, namely monarchy and democracy. In our democratic age, the
monarchy can only be strengthened with democratic legitimation, either by
active legitimation, with an elected president in a republic, or by a passive
legitimation, through a hereditary monarchy such as in Liechtenstein, where
the people can always vote out the monarch and the monarchy.
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A hereditary monarchy with democratic legitimation and clearly defined
powers in the constitution is less dependent on an oligarchy than a president,
who is more or less dependent on the support by the oligarchy for his election
and re-election. Furthermore, a hereditary monarchy can pursue a long-term
policy, sometimes over generations, rather than the very short-term goals that
typify nearly all democracies because of the frequency of elections. Perhaps
more important, however, than the question of the type of monarchy are
strong direct democracy and the right of self-determination at local commu-
nity level. Only a strong direct democracy and the end of the state monopoly
on its territory will turn the state in the third millennium into a service com-
pany that will serve the people. It seems to be the only way to guarantee that
the state is not misused by monarchs and oligarchs to oppress and plunder
the people. If indirect democracy is the democracy of illiterates, then direct
democracy and the right of self-determination at the local level is the democ-
racy of educated people.
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10. The state of the future

The modern state is a very complex construction consisting of many sys-
tems that have to be in tune with one another. One can compare the state
with a large commercial aircraft. The commercial aircraft carries its passengers
through space, whereas the state carries its passengers—the people—through
time. If the aircraft is badly designed and has a tendency to crash now and
then, one tries to rectify the deficiency of the design and does not blame the
pilot and the passengers. With states one is inclined to blame the politicians
or the people who have chosen them, instead of designing state systems that
are as safe as possible and that will give their passengers a better chance of
survival if they crash.

What should the state of the future look like, so it can fulfill the needs of
humanity in the third millennium in an optimal way? Humanity has been
shaped in its genetics and its social behavior by a long history and a long selec-
tion process. In order to draft the model for the state of the future, one has
to start with the realities of the past, whether we like them or not. Too many
state utopias in human history have failed miserably because they began with
an idealistic picture of humanity that did not correspond to reality. Commu-
nism is just one of those utopias that caused much suffering to people, fulfill-
ing the proverb that the road to hell is paved with good intentions.

Initially through the agrarian and later through the industrial revolutions,
states or state-like entities, which were small in size and population, became
large states with very large populations. Compared with the long history of
humanity, those revolutions took place very quickly, and therefore human-
ity was unprepared for them both socially and genetically. In the large states
monarchs and oligarchs, elected or not, secured a privileged position for
themselves and their descendants, first through religious legitimation and
later by indirect democratic legitimation, mixed with an ideological legitima-
tion based on nationalism and socialism.
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A globalized world shaped by a worldwide communications network and
highly eflicient transport technology is now experiencing the next step in
human history. States are joining together in international organizations to
cooperate worldwide in areas of importance for the whole human race. We
are living at a time of profound changes, comparable with the transition from
hunter-gatherer societies to the agrarian age. The transition to the agrarian
age lasted several thousand years. The transition from the agrarian age to the
globalized industrial and service society and to the space age is taking place
over decades rather than centuries. This is a major challenge for humanity,
and one can only hope that it will not end in catastrophe but will be handled
successfully.

Two world wars and an enormous increase in knowledge, giving even small
groups the possibility of producing weapons of mass destruction, should
make us think carefully about our future. As worldwide knowledge of nuclear,
bacteriological, and chemical weapons has grown during the last fifty years,
so the cost of producing these weapons has fallen. The Nuclear Non-Prolifer-
ation Treaty (NPT) has not prevented the rise of new nuclear powers. Even a
small state like Israel has, according to reliable intelligence possessed nuclear
weapons for years. A very poor state, North Korea, is clearly at the point of
becoming a nuclear power. In fifty to a hundred years it may be possible to
produce weapons of mass destruction that we cannot even imagine today. In
1930 the leading physicists of their time could not imagine the production
of an atomic bomb, but only fifteen years later it was used. Humanity must
gradually forget about solving its problems on the battlefield, weapons in
hand. There are probably only a few decades left to steer international politics
toward avoiding a catastrophe in the third millennium that will make the two
world wars seem like minor conflicts.

The challenge for the third millennium will be to develop a state model that
fulfills the following conditions:

I. it prevents wars between states as well as civil wars;

2. it serves not only a privileged section of the population but the whole
population;

3. it offers the people maximal democracy and the rule of law;

4. it is geared to the competition of the age of globalization.
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Those goals can only be achieved if the state is seen as an organization that
serves the people and not the other way around. The state has to become a
service company facing peaceful competition, and not a monopoly giving the

“customer” only the alternatives of accepting bad service at the highest price or

emigrating. In this context, one has to remember that in the so-called people’s
republics of modern history emigration was more or less prohibited, and to
flee the republic was a criminal offense punishable by long prison sentences.
Many people were killed trying to flee such republics, and in the People’s
Republic of North Korea this is unfortunately still the case. But even where
people are allowed to leave their countries, for the large majority emigration is
not an option because the possibilities for immigration have been drastically
reduced. In addition, for many people emigration is not an attractive alter-
native. Before they consider emigration, they are therefore willing to accept
many disadvantages, including bad service from the state at an excessive price.
The alternative for many desperate and hopeless people is not emigration, but
violence, terrorism, revolution, and civil war.

Even in democratic constitutional states, some minorities, rightly or
wrongly, feel disadvantaged. One need only think of Northern Ireland, the
Basque Country, South Tirol, Québec, or the aboriginal populations of Aus-
tralia and North and South America. In a democracy, politicians orientate
themselves toward the wishes of the majority in order to win elections, which
the majority decides. Majority decisions can be unfair and the majority is not
always right. A relatively homogeneous majority that defines itself by eth-
nicity, religion, language, culture, or politics can in particular circumstances
bring about “ethnic cleansing” of the state’s territory by disadvantaging the
minority for so long in the economic, cultural, religious, or political fields
that it either emigrates or is assimilated compulsorily. In the United States
in the 19® century, a democratic state with the rule of law, the native Indian
population was even subjected to massacres in which women and children
were not spared.

A state model that is to secure peace, the rule of law, democracy, and the
welfare of the population has to give up any claim to a monopoly on its ter-
ritory. The “emigration” of the population is only a realistic alternative in our
world if the affected population can “emigrate” with its territory. For the state
to be able to give up its monopoly, the territory has to be divided into small
units, so even very small groups of people have the possibility of “emigrating”.
The smaller the unit, the smaller the probability that the affected population
will decide lightly to “emigrate.” For very small units it is difficult to create
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a viable democratic state in which the rule of law is applied and which offers
the population better conditions than the old state, when the latter worked
reasonably well. Nevertheless, the pressure for political reforms in a state that
works badly increases dramatically; otherwise, the state falls apart.

The larger the political units, whether they are called provinces, federal
states, or cantons, the greater the danger that they will exercise their right of
self-determination and leave the state. There is also a greater danger that inside
the new states there will be minorities who are discriminated against and who
will one day defend themselves violently. The break-up of Yugoslavia, the Soviet
Union, the colonial empires, or the Austro-Hungarian Empire clearly shows
the dangers of such developments. However, the smaller the political units
that are allowed to exercise their right of self-determination, the smaller is the
danger that the state will break apart and that minorities will emerge within
it who will be discriminated against.

The smallest political units in most states, which are more or less defined
politically and territorially, are local communities such as villages and cities.
In the past some local communities such as the city of Berlin were divided,
but it is questionable whether that makes much sense. There is much to be
said for treating local communities as political units that should not be ter-
ritorially divided any further. A community can consist of a village with a
few hundred inhabitants and a few square kilometers, or a large city with
several million inhabitants and several thousand square kilometers. In a local
community, disadvantaged minorities can also emerge if the majority of the
population votes to withdraw from the existing state. Nevertheless, usually
either such minorities are better integrated in their community, or emigration
to a neighboring community is easier. In a small community it will always be
very difficult to convince a majority of the population that withdrawal from
the existing state is the right solution.

For a successful mini-state like the Principality of Liechtenstein with its
population of approximately 35,000 and eleven communities, conditions
have been extremely favorable both historically and geographically. In the past,
even in Liechtenstein, there were some who doubted that sovereignty and the
associated right of self-determination made any sense. Nevertheless, there was
always a clear majority of the Liechtenstein people who wanted to maintain
the country’s sovereignty, for example, in the critical years between 1938 and
1945, when the Third Reich was our neighbor. In the last analysis, however,
the sovereignty of the Principality of Liechtenstein was only preserved over
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the centuries because of close and good relationships with the two neighbor-
ing states and the political and financial support of the Princely House. Other
independent political units in the neighborhood, which still existed in the
Middle Ages, were integrated into either Switzerland or Austria.

The right of self-determination, and therefore of sovereignty, at the level of
local communities is certainly the most unusual and controversial proposition
in the new model for a state in the third millennium. The majority of today’s
oligarchs who command a privileged position in existing states will fight it
tooth and nail. Yet those members of the oligarchy who look beyond the
next election might perhaps recognize that they too have some chances in the
new state and might even count themselves among the winners. A state that
is politically decentralized and more competitive in the age of globalization
is in their interest too. Even if an old state breaks apart peacefully because it
has lost its competitive edge in the eyes of the population, the old oligarchies
have a good starting position if they join the process of independence early
enough.

Let’s take a glimpse into a distant future, when the states of this world
have become service companies that are in peaceful competition for potential
customers. There the customer is king and can choose, just as he can choose
today whether he wants to buy a hamburger at McDonald’s or Burger King
or fry it himself, or choose what airline he wants to fly with, or whether he
prefers to travel by car or rail. We need to ask the question: What duties are
left to the state in the third millennium that cannot be solved better and more
cheaply by private enterprise or by communities themselves?
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10.1 The constitutional state

With the exception of foreign policy, the only area where the state, in my
opinion, still has a competitive advantage compared to private enterprise,
local communities, or associations of communities, is the rule of law. For
the vast majority of the population, the most important task of the state is to
offer them legal protection, or law and order. Most people are willing to pay
a high price for this, either financially or by giving up some of their freedom
and political rights. When anarchy looms, the call follows for a strong man
or dictator, who is then supposed to rule with an iron fist. Whoever wants to
have democracy and the rule of law will see that the maintenance of law and
order is by far the most important task of a state, long before it has taken over
all the other tasks.

To build a constitutional state and to maintain the rule of law is a constant
challenge in a globalized world with the high mobility of people, goods, and
information. If one looks at the explosive growth of laws and regulations over
the last fifty years in the highly developed democracies, one sees that those
laws and regulations are slowly filling whole libraries. Nevertheless, the citi-
zen is supposed to know all these laws and regulations, and if he unwittingly
breaks one of them he can be punished—ignorance of the law is no defense.
Another problem is that these laws and regulations sometimes contradict one
another. If a person or a company respects one law, he or it might break
another one. Even judges, lawyers, and the state administration have lost their
overview, not to mention the legislators. Moreover, laws and regulations are
changed quite often and are sometimes written in a technical language, which
is difficult for the typical citizen to understand. To make matters worse, even
in a number of highly developed democratic constitutional states, there is a
dangerous lack of personnel who are qualified in law enforcement, public
prosecution, and the courts. This is one of the reasons for the difficulty of
fighting white-collar crime across borders efficiently and rapidly. As a result,
legal proceedings in such cases can go on for years.
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The outcome for most democratic constitutional states is that the increase
in legal regulations has decreased the legal protection of the citizen. It has
become more difficult for the state to protect its citizens against both smaller
and more serious crime. As a result, the democratic constitutional state may
become a facade and collapse one day. Indeed, it is a small miracle that the
rule of law still works in many states. In most cases, we have to be grateful to
a number of idealistic individuals who work with much commitment in law
enforcement, public prosecution, and the courts, despite the fact that very
often they could earn far more money in the private sector.

What is the use of a democratic constitutional state, which has built up the
most sophisticated social system or has the most refined cultural policy, when
the main pillar of the constitutional state, the rule of law, is crumbling, and
the state is unable to offer its citizens decent legal protection? It is therefore
vitally important that the state sheds all those other tasks that can be better
performed by local communities or private businesses, either because they are
nearer to people and their problems or because, unlike the state, they have to
compete on the free market.

Politicians and bureaucrats like to state that the market has failed in this or
that area. This alleged market failure serves as a reason to produce a constant
stream of new rules and laws, ranging from retirement benefits to environ-
mental protection. Yet if the alleged market failure is investigated a little fur-
ther, it usually turns out to be a state failure. A market can only emerge when
there are property rights: if the state fails to protect such property rights by
law or regulations, there is no market. Property rights are very often created
by state laws.

Here again, it is worthwhile to look at human history. The hunters and gath-
erers of the Stone Age, for instance, did not own land that could be bought or
sold by the individual but only hunting grounds, used and defended by the
whole tribe. The state or the tribe intervened and issued rules for its usage if
common property, which was used by everybody, became scarce and valuable.
In the agrarian society and the agrarian state, the individual could own land as
property to be used and traded. Property rights were issued for land, for min-
eral rights, and for hunting and fishing rights. In our time, deep-sea fishing is
a good example of how rights of usage or property emerged. Everybody was
allowed to catch fish in the open sea as long as there were more than enough
fish. When fish stocks started to decline over the past few decades, states
expanded their territorial waters along the coast and restricted fishing. One
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of the difficulties of deep-sea fishing is how to regulate the exploitation of fish
stocks in such a way that property rights and efficient markets emerge.

If a common good like deep-sea fishing, which has previously been prac-
ticed without restriction, is simply restrained by laws and regulations, the
freedom of the individual is restricted. Such a system of laws and regulations
compels the state continuously to check whether they are being followed. This
is expensive and costs taxpayers money. In addition, such a system is prone
to corruption and other misuses. A market with property rights that can be
traded creates wealth for the individual and is more or less self-regulating.
The state has only to supervise the market and, if required, to change only
one regulation or other, which costs the taxpayer much less. The allocation of
resources through a market is much fairer and more efficient than by a large,
slow, and often corrupt state bureaucracy where personal connections can be
more important than economic competence. Luckily, in a number of states it
appears that a slow change of direction toward a market-regulated system is
taking place, even where the environment is concerned.

In order to design the democratic constitutional state for the third mil-
lennium, one should start with those authorities that produce the laws and
regulations. They include, among others, parliaments, state administrations,
governments, and the people where there is direct democracy. In this context
I remember the remark of someone who knew the whole process of legislation
very well: “The production of laws is like the production of sausages. It is
better not to look at the process from nearby, as it is unappetizing, but rather
to look at the result.” As a head of state I have had occasion to look at this
process from nearby on a national and international level and have to add that
unfortunately the “sausages” are often unappetizing too.

With the exception of Great Britain and New Zealand, all democratic con-
stitutional states have a written constitution as a basis for their legislation. In
this constitution the organization of the state and the fundamental rights of
citizens are written down. If the tasks of the state are essentially reduced to the
rule of law and foreign policy, a short and easily comprehensible constitution
becomes possible. This has the advantage of making it much easier for citizens
to know and to use it. Unfortunately, most constitutions that I am familiar
with are quite long and difficult to understand. There are even some people
responsible for legislation, such as members of parliament, who do not know
the constitution of their own state.
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The requirement that the legislator should write clearly and concisely should
not only apply to the constitution but also to all the laws and regulations with
which normal citizens have to comply. If the state expects citizens to know
the constitution and the laws, it is the state’s duty to inform them about the
constitution and the laws that are in force. In this connection, it cannot be
stressed enough that the state should be a service company, which has to serve
citizens, and not the other way around. Children in school have to learn many
subjects, some of which are of doubtful utility. Should it not be the task of
the state to ensure that schools should also teach the law? Should not the state
give each citizen a compendium of laws, which contains the constitution and
the most important laws, together with a commentary, so that citizens can
find their way in the constitutional state and know their rights and duties?

Of course, there are a large number of laws and regulations that citizens do
not have to know in daily life but that are nevertheless necessary, for instance,
to protect the consumer and the environment against harmful products. These
regulations are aimed at companies in the industrial, agricultural, and service
sectors. The large number of regulations is a burden, especially for small com-
panies. At the same time, those small companies are extremely important for
employment and innovation in a national economy. Besides high taxation, com-
plicated tax and social laws, and regulations that change all the time, are impor-
tant reasons why small companies are not set up in the first place or fail quickly.
Since companies pay direct and indirect taxes, duties, social security contribu-
tions, etc., to public authorities at the state or community level, it should be the
legal duty of these authorities to advise companies on such matters more or less
free of charge. If regulations are contradictory, those regulations that favor the
taxpayer and the companies should apply. Only then will the state and the local
communities serve the people and not rob them. If the state issues tax laws that
are unclear or contradictory, it should be liable and not the taxpayer.

It is not only the national production of laws and regulations that has
increased dramatically, but also the number of regulations created as a result
of bilateral agreements between states, membership in regional organizations
such as the European Union, and participation in global organizations such
as the United Nations. In theory, the national legislature should also deal with
this large legal field and determine which international regulations should be
applied on the national level and if so, how. However, anyone who has dealt
with this legal area knows that the national legislature is usually not compe-
tent to fulfill this task, and that international law is implemented in such a
poor manner that it is often in conflict with existing law.
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If the constitutional state, whether democratic or not, turns out to be
unable to cope with these problems, it might well disappear one day in its
present form. I have been able to follow this unpleasant development closely
over the decades. As a young man I had the chance to work in the office of an
American senator—Senator Claiborne Pell from Rhode Island—in Washing-
ton, DC. Despite the fact that being an American senator is a full-time job
and that each senator has a staff of qualified people, it was even then hardly
possible for a senator to maintain an overview of all the laws, treaties, regu-
lations, and other decisions made by the Senate. What was already the case
in the 1960s for a full-time senator and his staff is even more so today for all
parliaments, especially for those whose members do not work full-time and
who do not have a staff of qualified people. In legislation the constitutional
reality has deviated from the written constitution, which puts the credibility
of the whole constitutional state at risk.

What would a reform of law-making look like, which could bring this
essential process in a constitutional state back to the basic principles of a dem-
ocratic constitution? It is critical that the state focus on its most important
task, to maintain the rule of law, and give up gradually all those other tasks
that have been assigned to it over the past two hundred years by nationalistic
and socialistic ideologies. The transfer of all those tasks to private business or
to local communities would make it possible to reduce the number of laws
and regulations and to concentrate, as far as possible, on more general legal
guidelines. Local communities are much closer to problems such as social
security and welfare, and problems can usually be recognized at an earlier
stage and solved faster without countless regulations and a large bureaucracy.
Complicated and extensive laws and regulations at state level are often neces-
sary because they have to take into account all kinds of special cases which
have no relevance in most communities. If they do become relevant, they can
be solved in a fast and unbureaucratic way without establishing precedents for
other communities.

A strict self-limiting of the state in the constitution would make it more dif-
ficult and, in some cases, impossible for parties and politicians to “buy votes”
before each election with all kind of new promises. Apart from the large num-
ber of new laws created thereby, such promises also result in high costs. Bil-
lions are promised for the conservation of old industries and billions more for
the creation of new industries. The collection of those billions from the poor
taxpayer and their distribution to a number of privileged people is a bureau-
cratic process, which already consumes a certain percentage of this sum. Even
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for the entrepreneur in his own branch of industry, it is difficult to judge if
his investment will be successful. Politicians and bureaucrats are not entrepre-
neurs and cannot judge whether the enterprises which are receiving those bil-
lions of taxpayers’ money will survive or not. As a result, most of these billions
are lost. Since they had first to be earned by successful companies and hard
working people, the whole process becomes an exercise of money destruction,
which is taken away from the successful part of the national economy. The
healthy part of the national economy is thus weakened, less is invested, and
more successful companies and people emigrate. In the end only the politi-
cians, the bureaucrats, and the unemployed are left, and the state collapses.

Only one part of the problem is solved if the constitution limits parliament
to dealing only with the main tasks of the state, namely foreign policy and
maintaining the rule of law. Even in small states one could argue that mem-
bers of parliament should be employed full-time and given qualified staff to
assist them. This costs money, but the cost of parliament is small compared
with the costs it creates through bad laws and the total costs of a state. What
is important is that members of parliament can select their own staff and that
these are not civil servants who cannot be dismissed and are simply allocated
to them.

Another sensible measure would be to keep the number of members of par-
liament as low as possible. The expectation that members of parliament would
be a cross-section of the population and would therefore represent the people
turned out to be an illusion from the very beginning. The members of parlia-
ment represent their parties; and even if they do not always vote according to
the party line, they do not represent a cross-section of the population. With
a large parliament the duration of the debate increases, but unfortunately not
its quality. A large parliament is also a disadvantage because members do not
know one another very well and cooperation becomes more difficult. The
larger the parliament, the greater the danger that its main task, legislation,
will be taken over by the administration, political parties, the state bureau-
cracy, or some other group.

It is difficult to say what the optimum size of a parliament should be. It
probably differs from one case to another. Whenever there is doubt, a smaller
number is better. The parliament of Liechtenstein had for a long time only fif-
teen members and a few deputy members, none of them full-time. Compared
to much larger parliaments, the small Liechtenstein parliament did a good
job. Because of the increasing foreign policy obligations of parliamentarians
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and increasing membership in international organizations, the number of
deputies in the Liechtenstein parliament was increased from fifteen to twenty-
five in 1988, following a referendum with a very narrow result. The members
of the Liechtenstein parliament welcomed the higher number of deputies
because it made it easier to fulfill foreign policy obligations but it also made
their regular legislative work more complicated.

More important than a large and not very representative parliament is the
integration of the people into the process of legislation through direct democ-
racy. As explained in Chapter 8, the Liechtenstein model of direct democracy
seems to be superior to the Swiss model. Reservations about a strong direct
democracy can be dealt with by giving the head of state the power of veto over
decisions taken by popular vote. If the Reigning Prince of Liechtenstein has
veto power, there is no reason to deny it to the president of a republic. Both
need the trust of the people when they use their veto to prevent a wrong deci-
sion by the people. There is perhaps one difference. A monarch who got his
job by birth is more independent than a monarch looking for re-election.

One may ask whether a state needs a two-chamber system for its parlia-
ment if the tasks of the state are reduced constitutionally to maintenance of
the rule of law and foreign policy, and local communities have a high degree
of autonomy with the right of secession. A parliament with a two-chamber
system is more expensive and the decision process is more complicated. In
nearly all states with a two-chamber system, one of the chambers reflects a his-
toric development, which very often has lost its meaning. In the second cham-
ber federal states, cantons, or provinces are usually represented by deputies,
regardless of the size of their population. A second chamber is not required
if local communities have more autonomy than federal states, cantons, and
provinces have now. Within the framework of their larger autonomy, commu-
nities will always be free to cooperate inside those traditional regions. One can
therefore assume that regions that have developed historically, like the Federal
State of Bavaria or the Swiss cantons, will continue to exist and cooperate in
many areas in which the state will no longer be active.

In a state that sees itself as a service company for the people, some improve-
ments can be made in law enforcement, such as the police, who have to ensure
that the laws and regulations of the state are observed. As mentioned before,
laws and regulations that are complicated or contradictory can cause prob-
lems for the police. It is difficult for them to enforce unpopular laws because
people blame the police, not lawmakers, for these laws. This shortcoming is
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reduced in a direct democracy because a draft for a law, if it is fully under-
stood by the public and is unpopular, can be rejected in a popular vote.

In a number of states, the police not only complain about a lack of financial
and personnel resources but also about a lack of support from the politicians.
This should not be a problem in states that focus only on foreign policy and
the rule of law. Politicians and parties who fail in those two tasks cannot com-
pensate for this with achievements in other areas and will therefore endanger
their re-election. For the voter it will be much easier to make a clear decision,
as the whole system becomes more transparent.

What is valid for goods, services, and tourists in a globalized world applies
also to criminals, who are highly mobile and can cooperate worldwide. To
combat international crime efficiently, international cooperation is required
in several areas. The states need highly qualified police officers, who speak sev-
eral languages and are familiar with different cultures. White-collar criminals,
in particular, are active internationally through different companies in differ-
ent states. The police officers combating economic crimes also require a good
knowledge of the international economy. This is expensive, but it would be a
mistake to cut costs here, because the costs of white-collar crime internation-
ally are far higher than those of combating it.

In this connection a problem should be mentioned, which is one of the
main reasons that international crime has been able to finance a rapid expan-
sion over the last forty years—the drug problem. According to the estimates
of international organizations, double-digit billion dollar amounts are earned
every year through the production, trade, and distribution of illegal drugs.
The profits of the international drug cartels are much higher than the sums
states can spend combating the problem. The indirect costs are also enormous.
There are the health problems caused directly or indirectly by the consump-
tion of drugs. Drug addicts are very often not able to work, and their treat-
ment and living expenses usually have to be paid by the taxpayer, especially
if they have been infected by AIDS, jaundice, or other illnesses. Of special
significance for the constitutional state and the police are drug-related crimes
used to finance the consumption of drugs. The drug problem has probably
been responsible for the large increase in crime in most industrial states over
recent decades, and an end is not in sight.

States basically have three options for dealing with the drug problem:
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1. 10 continue the current policy of strict prohibition. This policy has not only
clearly failed, but it has enabled the drug cartels to build a worldwide
distribution network, better than Coca-Cola’s, with the help of large
profit margins, which are many times those of any legal business. The
distribution network of the drug cartels reaches into the smallest vil-
lages, not despite worldwide policy on drugs, but because of it. After the
First World War, a strict prohibition policy against alcohol in the United
States failed miserably after a few years. Nevertheless, this failed policy of
prohibition continues to be maintained with regard to other drugs.

2. 10 legalize and lift all controls on illegal drugs. It is doubtful whether this is
politically feasible or desirable today. A number of scientific studies have
indicated that illegal drugs are more damaging for at least the majority

of people than alcohol.

3. 10 combat illegal drugs by primarily respecting the laws of a market econ-
omy and treating drug addicts. The success of such a strategy depends on
whether states are willing to pay the producers, who are mainly poor
farmers in developing countries, a higher price than the drug cartels for
the raw materials used to produce illegal drugs. Drug addicts would have
to be able to obtain drugs at a much lower price than they can buy them
from the drug cartels. Since the cartels have to work illegally, their costs
for production, transport, and distribution are significantly higher than
for a legal and efficient organization. The fight against the illegal drug
business has to be carried out until the business loses its profitability for
the cartels. Drug addicts should be allowed to consume drugs in loca-
tions where they are supervised by qualified personnel, who inform them
about the danger of drug consumption and advise them about possible
therapies. The total cost of such a program would be much lower than the
costs now incurred by the policy of strict prohibition. Perhaps it would
even be possible to cover part of the costs, if the sales price for the drug
addicts included a profit margin. The consumer of illegal drugs cannot
expect that all the costs of his addiction should be met by the taxpayer.
Drug-related crimes would more or less disappear with such a strategy,
the cities would become safer, and the police could focus on other tasks.
Perhaps those politicians, especially from the United States, who rightly
preach to the whole world the advantages of a market economy, will
finally recognize that the laws of the market economy cannot be simply
ignored in the policy toward illegal drugs.
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The state will never be able to prevent the abuse of drugs completely.
However, it is certainly not the duty of the state and the authorities to
encourage this abuse by regulations that ignore the laws of a market econ-
omy. The present policy of strict prohibition undermines not only the rule @
of law in industrial states but also, in a much more dramatic way, the rule
of law in less developed countries. The billions of dollars of profit earned
every year through the production, trade, and distribution of illegal drugs
finance not only organized crime but also terrorist organizations and guer-
rilla warfare in Third World countries. High ideals and the best intentions
have led to the present policy on drugs, but if one looks at the result, one
gets the impression that they have been misguided. If there were a Nobel
Prize for stupidity, the inventor of this policy on drugs could be considered
a good candidate.

A state that transfers many tasks to local communities must also grant them
the authority to issue their own regulations based on local requirements and
give them the ability to monitor these regulations. Regulations on traffic, the
environment, municipal planning, social security, building codes, and many
other areas could be made by local communities within a wider legal frame-
work. Perhaps the laws and regulations issued by communities or local associ-
ations would be better monitored by officials and police who report to and are
paid by the communities or the regional authorities. In some cases it might be
advantageous to put a private company in charge of those tasks, as is already
the case in some states where private companies act under the supervision of
the state authority.

In a state that considers itself a service company for the people, civil ser-
vants should behave towards their customers—the people and the local com-
munities—like employees in a well-run service company. In a state whose
main task in domestic policy is the rule of law, the policeman will usually be
the most important representative of the state for most citizens. In this respect,
great progress has been achieved in many democratic states. The slogan “the
police, your friend, protector, and helper” has been put into effect to a large
extent. Among many other tasks, policemen teach traffic regulations to chil-
dren in schools and advise house owners on how to protect themselves against
burglars. If one compares the service provider state with a business, such as
a restaurant, then the policeman is the waiter and the legislature the kitchen.
The guests will only be happy and come back if the service is friendly and
efficient, the food is good, and the prices low.
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A state based on the rule of law not only needs a legislature and law enforce-
ment, but just as important it also needs an independent justice system. The
court organization of a future state can rely on the well-tested models of mod-
ern constitutional states:

1. the normal courts with their usual first, second, and third instances;

2. a constitutional court, which has to decide whether the laws, regulations,
and decisions of the state or local communities are in accordance with
the constitution;

3. an administrative court, to which individuals or companies affected by a
decision of either the state or a community administration can appeal.

With the introduction of the constitution of 1921, the Principality of Liech-
tenstein became one of the first constitutional states in the world to put this
concept of a comprehensive court system into practice. Liechtenstein was able
to follow closely the model developed and introduced by the new Austrian
republic. Legal developments in Austria always had and still have a strong
influence in the Principality of Liechtenstein. The constitutional reform of
2003 took into account not only the experiences of the previous eighty years
in the Principality of Liechtenstein, but also those in Austria and other states.
A future state in the third millennium, even if much larger than the Principal-
ity of Liechtenstein, should be able to use the same basic concept and organi-
zation for its court system.

The challenge in most states is not defining what an efficient court organi-
zation should look like, but rather securing the independence of individual
judges from party politics and other pressure groups. Direct intervention by
politicians in decisions by judges is rare and difficult to prove. Nevertheless,
many judicial decisions can only be explained as behaviour to please politi-
cians, which can be characterized as anticipatory obedience. One reason is
that political parties and special interest groups can have considerable influ-
ence on the appointment of judges.

Anyone who has studied court decisions that are politically sensitive, with
state interests at stake, will notice that even in democratic constitutional
states, courts make decisions that contradict the wording and the meaning
of the law. Those decisions are written so that only the expert will recognize
them as clearly contrary to the law. It is then nearly impossible to explain to
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the general public that the court has intentionally decided against the law to
protect certain interests, with state interests often used only as an excuse. Such
behavior sooner or later puts the credibility of the constitutional state and the
rule of law in question—and not only with the experts.

The main problem is that the oligarchy of political parties occupies all the
key positions in a state, from the legislature through the executive branch to
the justice system. When, in addition, the state has taken over many tasks
compared to earlier centuries and has become the dominant force in the econ-
omy, the freedom of the individual citizen is slowly eroded until only a facade
is left. The solution in Liechtenstein for the election of judges, as described in
Chapter 8, combined with a radical reduction of state duties to foreign policy
and maintenance of the rule of law, is one way of averting this danger.

The dismissal of judges, as well as their appointment, is a difficult subject.
Even with the most careful selection there will always be judges who are no
longer up to their task. A person changes over time. Intellectual or physical
strength becomes weaker and some features of character might emerge that
may make the person unsuitable for the position of a judge.

Even in democratic constitutional states, people are appointed as judges
for political reasons, when it is fairly clear that they are not suited to this
role. I have direct experience of such a case in Liechtenstein. The judge was
unable to make decisions, and undecided court cases piled up on his desk
over the years. People first complained to the politicians but without success,
because the judge was politically very close to the majority party at that time.
Finally, the people came to me as their head of state. After years of effort,
and after the judge had caused more problems for the state in the field of
international cooperation in law enforcement, it was finally possible, with
all forces combined, to send him into early retirement. In a small state such
as Liechtenstein, such problems are usually recognized earlier than in larger
states, and if there is the political will these problems can also be solved faster.
Nevertheless, even a small state needs controls to recognize such problems at
an early stage. In order to remove an incapable judge from office, procedures
are required that are transparent and comprehensive but that also protect the
privacy of the affected person. Anyone who has to deal with international
cooperation in law enforcement knows that even between European demo-
cratic constitutional states there are major differences in the efficiency of the
legal system.
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Another problem in most constitutional states is that there are not enough
judges, so that many court cases drag on for years. The shortage of qualified
law enforcers, state prosecutors, and court staff leads to a de facto denial of the
law by the state for its citizens. Some cases are no longer investigated, even if
there is a well-founded suspicion that a serial murderer is at large, as was the
case not long ago in Belgium.

The Council of Europe is supposed to defend the principles of the demo-
cratic constitutional state in Europe at the highest level, but even there the
situation is not satisfactory. The Council of Europe loves to give unsolicited
advice about human rights and the principles of the democratic constitu-
tional state both inside and outside Europe. This same Council of Europe
has a European Court of Justice concerned with human rights, where over
the years around 90,000 charges, often involving serious breaches of human
rights, have not been dealt with, according to a report from 2006 from the
Council of Europe. As if this were not already cause enough for concern,
this same European Court of Justice, which is apparently completely over-
worked, finds the time to deal extensively with cases that do not fall within
its jurisdiction but are important to some influential politicians. I have been
able to observe closely in a number of cases that affected the Principality of
Liechtenstein how the Council of Europe was breaching its own principles on
the democratic constitutional state. The Austrian professor Giinther Winkler,
one of the leading German-speaking experts on constitutional and European
law, has recently published a book in which he carefully investigated one of
these cases (7he Council of Europe: Monitoring Procedures and the Constitu-
tional Autonomy of the Member States, Springer, Vienna and New York, 2005).

Squeezed between a growing European Union, the OSCE (Organization
for Security and Cooperation in Europe), and the UN, the Council of Europe
has lost much of its significance for its member states. The Council of Europe
can, in principle, choose between three alternatives: a fundamental reform to
regain its credibility when defending the basic principles of the democratic
constitutional state; dissolution, because a Council of Europe which is sup-
posed to defend the basic principles of the democratic constitutional state,
but is now breaching its own principles and legal procedures, is doing more
harm than good; or maintenance of the status quo. Realistically, however,
there will be neither fundamental reform nor a dissolution of the Council of
Europe. As in the past, it will continue to serve the member states as an insti-
tution that supplies jobs and incomes to politicians, civil servants, and experts,
paid by the European taxpayer.
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European states, together with the United States, were the worldwide pio-
neers in the development of the democratic constitutional state in the 19™"
and 20 centuries. On both sides of the Atlantic, however, we now see signs
of an erosion of the constitutional state. If it erodes here, what will happen
in other parts of the world where it is still very weak? The politicians and
the people from the heartlands of the democratic constitutional state have to
realize that they have a worldwide responsibility. They have to free the state
from all the unnecessary tasks and burdens with which it has been loaded dur-
ing the last hundred years, which have distracted it from its two main tasks:
maintenance of the rule of law and foreign policy. In the democratic constitu-
tional state, the people should be allowed to decide whether the state is to be
restricted to its two main tasks. They should vote against all those politicians
and parties who try to “buy” votes with the people’s own money. If the people
allow themselves to be thus corrupted, they cannot be surprised if politicians
and parties are corrupt.

The state in the third millennium needs not only the legislature, the police,
the institutions which monitor whether the laws are being followed, and the
courts, which have to decide if a law has been broken, but also an institution
that is usually called the government or executive branch. If the state’s respon-
sibilities are drastically reduced, the government can become much smaller.
The head of the government is usually a prime minister or chancellor, who
chairs the meetings of the government and sets the guidelines for its work.
He or she also has the main responsibility for the relationships of the govern-
ment with the people, parliament, and the head of state, if there is one. The
ministry of foreign affairs is responsible for foreign relations and diplomatic
representations. The minister for domestic affairs is responsible for the police
and all those institutions that have to supervise compliance with the law and
regulations. The minister for justice is responsible for the administration of
the judicial system—so the courts can work in an efficient way—as well as
for state attorneys and prosecutors. The ministry of justice also has to assist
the government and parliament with the drafting and amendment of laws.
Finally, the minister of finance has responsibility for state finances and tax
administration.

In a democracy there are different models for forming and dismissing a
government. There are models where the parliament has no influence on the
formation of the government. This is the case where the members of the
government are elected directly by the people, such as in a number of Swiss
cantons, or where the head of government is elected by the people and then
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has the authority to form his or her own government, as in the United States,
where the president is the head of the executive branch and the head of state.
Nevertheless, in the United States the members of the government nominated
by the president have to be confirmed by the Senate. In other states, either the
government is proposed by the head of state to parliament and then elected
by parliament, or parliament elects the members of the government who are
then appointed by the head of state, if there is one. The head of state has the
right in most cases to dismiss the government, to dissolve parliament, and to
order new elections.

The different models have their advantages and disadvantages. It is usually
difhicult for a government without a majority in parliament to realize its pro-
gram. In the United States and in many Swiss cantons, however, governments
without a majority are still able to act and are not too much hindered in their
work by an opposing majority in parliament. This is probably because in both
these states the parties are not as strong as in other states, and members of par-
liament therefore have more freedom in their personal decisions. In addition,
Switzerland and a number of American federal states have direct democracy,
so a blockade in parliament can be bypassed with a popular vote.

More important than the model of government is the question of whether
a long-term component, independent of party politics, should be introduced
into the political system of a state, in the form of a strong hereditary mon-
archy like that of the Principality of Liechtenstein. A hereditary monarch is
under no obligation to the different parties, and he does not have to take
elections into account. Instead, he can concentrate on the long-term welfare
of the state and its population. In the Principality of Liechtenstein it has been
possible to pursue long-term policies over generations to the benefit of the
state and its people. A positive and close cooperation between the different
generations of the ruling family has been essential for this.

A question that frequently arises is whether a civil servant can be dismissed
like an employee in the private sector. It is important for judges and state
attorneys to be independent of politics and political parties, because the latter
usually control the legislation through parliament and the executive branch
through the government. A state attorney or a judge has to start an investiga-
tion and pass a judgment, even if the politicians or public opinion do not
agree. The dismissal of a judge or a state attorney should therefore be possible
only in exceptional cases and according to regulated procedures.
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In a number of states there is a tradition that, like judges, civil servants
enjoy de facto lifetime tenure and cannot be dismissed. For states which have
no or weak administrative courts, a good case can be made that civil servants,
like judges, should be independent. Where comprehensive and independent
administrative courts do exist, however, the citizen can bring his case to court,
if, in his opinion, the administration has acted arbitrarily or against the law.
In such a situation, there is no reason to give civil servants the same rights as

judges.

If civil servants had the same independence in their decision-making as
judges, they would obtain the discretionary powers that lie in the hands of
the government in a democratic constitutional state. A good argument can
therefore be put forward that civil servants should be treated like employ-
ees in the private sector and that they should not have special protection
against dismissal. Of course, if the state is reduced to its main tasks, a massive
reorganization of the whole state administration will also be needed. Many
civil servants will have the opportunity of moving to the administration of
local communities or a region, or transferring into the private sector, should
it take over some former state duties. Unfortunately, there will be cases where
the employment of a civil servant has to be terminated and he or she has to
look for a new position. In the United States, it has always been common
practice that a new government replaces most of the top civil servants of the
previous administration. A new government needs collaborators whom it can
trust and work with so that it can implement at least part of its program, as
long as it is carried out within the framework of the constitution and the
law. Even in the United States, with its tradition of job rotation between the
private and the public sectors, only a small percentage of civil servants are
replaced when the government changes.
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10.2 The welfare state

As discussed in Chapter 3, social behavior is a fundamental part of human
nature. However, should the state of the future maintain the welfare state as it
exists today, or perhaps even expand it further?

Our genetically influenced social behavior still corresponds to a large degree
to the political and economic structures of hunter-gatherer societies. There,
mutual support and the sharing of resources are necessary for the survival
of the individual and the group. This system is quite efficient, because social
control of the individual by the group is much easier than in a large state. In
hunter-gatherer societies the source of wealth is the common territory, which
sometimes has to be defended against other groups. Hunter-gatherers harvest,
but they do not sow. Personal property is essentially restricted to clothing,
weapons, a few household items, and a tent or simple hut.

In the agrarian age, personal ownership of land and with it the means of
production had already attained central importance. The farmer now had to
till, sow, and harvest his land year in and year out. Nature was still important,
but it was no longer the primary producer of wealth. In exchange for the pay-
ment of taxes and duties, monarchs and oligarchs, or the state, took on tasks
previously handled by the small group or tribe, such as protection against acts
of aggression from outside the territory and the maintenance of law and order
inside it. Sharing and support remained with the traditional groups such as
the extended family, village communities, or the region.

The genetically influenced social behavior of humanity and state structures
slowly started to diverge. In villages and small towns, social control, sharing,
and support by the group were still possible because everyone knew everyone
else. In large cities and states, however, this was no longer possible. Indus-
trialization, migration from the countryside to the cities, and the loss of the
extended family and the traditional social structures of the villages accelerated
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this divergent evolution between genetically influenced social behavior and
social structures. In industrialized states, a growing proportion of the popula-
tion was no longer integrated within traditional social groups. Consequently,
the practice of sharing and support was lost, along with the social control
exerted by small, traditional social groups. A state with a large population can
no longer exert the same kind of control. Attempts to do so lead inevitably to
the police state, corruption, and the loss of freedom.

The attempt by communism to return to the hunter-gatherer model of
shared and equal distribution of property turned out to be an economic and
political catastrophe. The individual was no longer motivated to produce new
wealth every year because the state’s oligarchy distributed it to others. There
was no longer competition over the best methods of producing wealth, but
only over how to distribute it. The social behavior of the Stone Age cannot
be applied to the social, economic, and political environment of the agrarian
and industrialized state.

The social market economy, on the other hand, tries to apply the social
behavior of villages and small cities of the agrarian age to the industrialized
state by maintaining private property and a market economy. This model has
been more successful than communism, but it is also now in crisis and will
eventually fail. The welfare state tries by legal means to apply the social behav-
ior of the traditional small group to the whole population. A large bureau-
cracy is required to manage and control this process. Apart from its high cost,
the system threatens the freedom of the individual and in a democracy gives
political parties the possibility of “buying” votes with taxpayers’ money. The
welfare state faces a crisis in the age of globalization with the rapidly increas-
ing mobility of people, services, and goods.

In addition, the welfare state faces a moral problem in our worldwide infor-
mation society. The human being is a social being, who should have compas-
sion for his neighbors, as demanded by Christianity and other religions. How-
ever, Christ pointed out to his Jewish fellow citizens that the neighbor could
be a stranger and that one should love even one’s enemies. Today, should a
father of a family in Munich, who works hard and earns well, really con-
sider the civil servant in Berlin as his neighbor? Is it his duty to pay part of
his pension so that this neighbor can retire at sixty and enjoy twenty-five
years of leisure, be it in Berlin or Florida during the winter? Is this father in
Munich not perhaps more a neighbor to some father in a Third World coun-
try, whose family is undernourished, deprived of medical care, and threatened
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by illnesses and injuries that are easy to cure? Is the welfare state perhaps the
product of an ideology that favors the few, instead of the principle of “loving
thy neighbor”? Are the people not duped into believing that the welfare state
and compulsory solidarity will create heaven on earth for the chosen people,
whereas the real beneficiaries are just a small, specially selected minority?

As globalization brings the extended family of humanity still closer together,
is it socially defensible for states to force their people to subsidize a life of lei-
sure for a small, privileged class? Would it not be more responsible to give
individuals and local communities the opportunity of helping the poorest of
the poor by individual donations or by supporting well-run communities in
the developing world? The amount of money paid in monthly pensions for a
single civil servant in Berlin could not only save the lives of dozens of children
in Third World countries but could pay for their education as well. Has not
state foreign aid in most cases been a waste of taxpayers’ money, hurting more

than it has helped?

The welfare state has also helped the state oligarchy to have access to the
private lives of citizens, to demand higher taxes from them in order to finance
the state bureaucracy, and to create mountains of debt, which will burden
future generations. Experts have warned for some time that the welfare state
in its current form cannot be afforded much longer, but before elections poli-
ticians buy votes by promising to expand it further. Until now, the politi-
cians who make these promises could count on generous retirement packages.
Pity those politicians who win an election just when deep cuts in welfare are
unavoidable.

The problem started at the end of the 19™ century, when Chancellor Bis-
marck promised citizens of the newly formed German Empire a state pension
from the age of sixty-five. Sixty-five was, in fact, the life expectancy at that time,
and because the pension itself was modest, funding the plan with taxes seemed
to be no problem. Since then, however, life expectancy has sharply increased,
as have pension payments, while the retirement age has been reduced in many
states. In the meantime, almost all industrialized countries have adopted the
German system and now share the same financial problems.

Only a few states have been able to ensure that at least a portion of the
pension funds are saved ahead of time. But even in these cases, mistakes have
been made because of failures either of supervision or of regulation. What
has happened in industrialized countries over the last century shows that the
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management of pensions should not be one of the state’s duties. The danger
of abuse at the cost of future generations is simply too great.

In addition, state pensions funded by the so-called pay-as-you-go policy
are probably contributing to the falling birth rates of most industrial states.
In the past, for most people, their children supported them in their old age.
Children are not only a source of joy for their parents, but they can also be a
burden financially and time consuming. Why should people take on the cost
and trouble of having children, when they are required by the state to pay
for the pensions of people they do not know, and the state guarantees their
own pension? However, an awareness is slowly emerging that the state cannot
take on this responsibility because the materialistic fun society, as mentioned
before, produces few if any heirs.

For our western civilization, lifelong work means a fundamental shift in
attitude, even though the state pension system is a relatively new develop-
ment. A sudden cessation of state pensions is therefore politically impossible
except in a serious crisis. People who are already retired or about to retire need
their state pensions to survive, because it would be very difficult for them to
find work. However, in those circumstances increases in pension payments
above the inflation rate are unjustifiable, because future generations will have
to finance their pensions themselves to enjoy the life currently enjoyed by the
retired.

In order to prevent greater crises, the retirement age will have to be increased,
and the pension system will have to be changed gradually from the current
unfunded pay-as-you-go system to a funded system. Once this change has
been effected, each individual can decide when to retire. Regulations that
make the employment of older workers unattractive must be rescinded. Soci-
ety will have to come to terms with the fact that increased life expectancy will
allow people to work longer. In fact, working past the usual retirement age
seems to contribute positively to mental and physical health for as long as the
work itself is not too physically taxing. This is an advantage for the individual
and his environment. The funded pension system even allows individuals the
option of passing on their savings to their children if they partially or even
completely forego their pensions.

Opponents of a funded pension system often claim that it is socially unde-

sirable because it only benefits people who can afford to contribute part of
their earnings. This is not correct, because a general contribution duty can
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be required by law, just as in a pay-as-you-go system, which can lead to a
redistribution in favor of people with low or no income. In the pay-as-you-go
system today, people with a high income already have to contribute more to
the costs of the system than those on a low income. People with no income
make no contribution and still receive a pension. The question whether the
system is funded or unfunded can be completely separated from the question
of who finances it.

Opponents of a funded system also argue that private pension systems,
especially those run by companies who invest their funds in their own com-
pany, are particularly exposed to abuse and loss of capital. In principle, private
pension systems run by a company should not be allowed to invest the pen-
sion funds in their own company. Unfortunately, however, mismanagement
and losses also occur in a state-run pension system. Appropriate regulations
and efficient oversight can greatly reduce such problems.

Just as in the private pension system, it would also be possible to institute
a minimal insurance covering accidents and sickness with a social component.
It would make sense to have a sliding scale of premiums, according to risk
factors. Most insurance plans today have surcharges for sports where the risk
of injury is relatively high. Similarly, it is unjustifiable to charge everyone
the higher costs of insuring those who choose unhealthy lifestyles, such as
excessive smoking, eating, drinking, or too little exercise. On the other hand,
insuring those with uncontrollable risk factors such as age, gender, or con-
genital health conditions ought to be a shared responsibility.

Accident and health insurance is always beset by the possibility of excessive
expenses and abuse. Patients and doctors share an interest in optimizing med-
ical treatment because both the patient’s health and the doctor’s income are at
stake. Doctors also need to protect themselves from malpractice suits, which
can arise from improper diagnosis and treatment. Consequently, patients and
doctors are inclined to the medical equivalent of a Rolls Royce. This should
not be surprising because a third party, namely the insurance company, carries
the costs. Under those circumstances, it is astounding that health care costs
are not much higher in industrialized states.

It is, however, possible to reduce excessive expenses and abuses in accident
and health insurance. For instance, patients could have an excess, just like
other forms of insurance such as automobile insurance. For people whose
income is at subsistence level, the public authorities will have to pay for the
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minimum insurance and the excess. One can ask a car owner to pay the mini-
mum insurance and excess because he can give up his car if necessary. How-
ever, it would certainly be against the social, ethical, and religious principles
of the state in the third millennium if the poor were required to give up their

health.

In many industrial states with generous welfare systems unemployment
was for a long time not a major problem. Today, it has become a problem, and
will remain so for the foreseeable future because of rapid structural changes
in the world economy. The structural changes that resulted in the transition
from the agrarian society to the industrial society and from the industrial soci-
ety to the service society affected not only the individual but sometimes whole
sectors of the economy or whole regions. Private unemployment insurance
therefore presents a fundamental problem compared with private accident or
health insurance. What private insurance company is willing or able to insure
farmers in Third World countries against unemployment?

The best insurance against unemployment remains a state economic policy
that makes it attractive for companies capable of competing in the globalized
economy to create new jobs. In the past, this was only possible with a liberal
economic policy with low taxation, little bureaucracy, maintenance of the
rule of law, and a well-educated population. It does not seem that this will
change very much in the third millennium.

Can the state of the third millennium delegate the support of the unem-
ployed to local communities? In principle the answer is yes, if one looks at the
Principality of Liechtenstein with its 35,000 inhabitants. One has to bear in
mind, however, that Liechtenstein has applied the liberal economic policy as
described above for decades and enjoys today a strongly diversified economy
with a substantial number of companies that can compete on world markets
without subsidies. Nevertheless, much can be said in favor of transferring
responsibility for the unemployed to local communities, even in states whose
economy has not yet reached the level of Liechtenstein’s. However, before
such a transfer of responsibilities to local communities can take place, the
state will have to reform the labor market and the unemployment support
system.

In many states minimum wages and social security contributions are too

high, which makes the creation of new jobs difhcult. An important reform
goal would be to reintegrate the unemployed into the workforce as rapidly as
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possible, because experience has shown that the longer someone is jobless, the
harder it is to find work.

The high costs of the welfare state are becoming more of a problem as time
goes by. On the one hand, young and capable people try to avoid the increas-
ing tax burden by emigrating either physically or financially. On the other
hand, the generous welfare state attracts people who are hardly able or will-
ing to finance it but who want to claim its benefits. The obvious discrepancy
between the high financial benefits of the welfare state and the comparably
ridiculously small amounts needed to save lives in the Third World leads not
only to illegal immigration but, over time, causes political tensions, which
raise the danger of conflicts throughout the world.

There is much to be said in favor of the state of the third millennium gradu-
ally retreating from the welfare system altogether. The first step would be a
gradual transition from an unfunded to a funded pension system and a higher
retirement age. The second step would be a reform of the labor market. The
third step would be to transfer the entire welfare system to the level of the
local community.

=

At local level, the feeling of solidarity is stronger; problems are recognized @

early and so are solutions. Decisions can be made swiftly and implemented
rapidly, and abuses are more easily detected and confronted. It is up to com-
munities to decide how far they want to merge for such tasks into regional
associations and how much they want to subsidize their welfare system. If the
state transfers the entire welfare system to local communities and the private
sector, it will have to create some sort of legal framework and monitor it in
order to prevent abuses. Within this framework, local communities should,
however, be able to compete and introduce innovative solutions. The Princi-
pality of Liechtenstein, with its 35,000 people, is not much larger than a small
town and has an efficient welfare system, with the largest part of its pensions
financed through a funded pension system. Transferring the welfare system
from state to local level will of course require a complete reorganization of the
taxation and financial system, which I address in Chapter 10.5.

The globalization of the world economy will lead in the long run to a har-
monization of prices for goods and services. The main beneficiary of this
worldwide competition is usually the consumer, which from a social point
of view is an advantage. In nearly all areas it has so far brought lower prices,
higher quality, and more choice. The automobile industry is a good example,
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in which, at least to a considerable extent, world market prices prevail. Since
the opening of markets in Eastern Europe and India, the prices for automo-
biles have dropped, while quality and choice have increased. Similar examples
can be mentioned in the service sector, such as telecommunications or the
financial services industry.

World market prices for goods and services mean that over a long period of
time, costs have to be adapted so that local enterprises and thus local jobs can
be preserved. World market prices for goods and services, therefore, have to
lead to world market prices for costs, including labor costs. That the employ-
ers and employees affected by this development try to stop it through pro-
tectionism can be understood from a human point of view, but such a policy
only postpones the social problem and increases it.

The Indian economist Jagdish Bhagwati has often been mentioned as a pos-
sible candidate for the Nobel prize in economics. He has studied the effects
of globalization on poverty in India and China and reached the conclusion
that economic globalization has been an important element in reducing pov-
erty there. He divides his critics into realists and idealists. The realists are
those who obtain economic advantages for themselves through protectionism,
at the expense of the consumer. As already mentioned, realists can include
employers and employees. The idealists, mainly in industrial states, see eco-
nomic globalization as the cause of nearly all problems in the Third World,
from poverty to environmental damage. Realists and idealists have formed
a worldwide coalition against economic globalization, whereby idealists can
be seen as useful instruments of the realists, who enrich themselves at the
expense of the common good. The movement against economic globalization
is thus profoundly inequitable: it increases poverty in the Third World with-
out protecting jobs in industrial states in the long term.

Jobs were certainly lost in industrial states during the last few decades
through globalization, but many more jobs were lost over the same period
through automation in all three traditional sectors of the economy: in the
primary sector, agriculture and forestry; in the secondary sector, manufactur-
ing, construction, and mining; and in the tertiary sector, trade, transportation,
and service industries. The social problems attributable to globalization and
automation cannot be solved through protectionism and the destruction of
machinery and computers. On the contrary, such a policy would lead back to
an “economic Stone Age,” where a state without imports and exports, cut off
from a globalized world economy, would be transformed into a “protectionist
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reservation.” Unemployment might be eliminated for a short time because
there would be no machinery, no computers, and no automobiles, but the
first crop failure would lead to famine. In addition, the productivity of agri-
culture would decline significantly in the “protectionist reservation” of the
enemies of globalization, because modern agriculture is just as dependent on
imports as industry.

The best insurance against unemployment is the creation of new jobs in

companies that can compete in a globalized world economy. There the educa-
tion system has to play a central role, as explained in the following chapter.
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10.3 'The education system

At the beginning of the 19" century, long before the introduction of the
welfare state, a number of European states including the Principality of Liech-
tenstein introduced compulsory school attendance for all children by law. The
state and the local communities first built primary schools, then secondary
schools, and finally universities. During the 19th and 20™ centuries, the
public authorities gradually took over the entire education system. Insofar
as there were church and private schools, which still existed and were not
nationalized, they were mainly integrated into the state school system. If one
takes into account that neither a modern economy nor a modern state can
be run by illiterate people, state authorities have to concern themselves with
the education of their population. In our modern world an illiterate person
is very much handicapped. For such a person it is nearly impossible to find a
well-paid job.

Nevertheless, it could be questioned whether it should be one of the respon-
sibilities of the future state to run the education system. As with the welfare
system, there are good reasons either to privatize the whole system or to dele-
gate it to local communities. The state would still have a duty to establish and
monitor the legal framework for the education system. However, management
and ownership of the system from kindergarten to university would be the
task of private business, local communities, associations of local communities,
or a joint venture between private business and individual local communities.
As far as the education system is financed by the state, this should be done
through a voucher system with the children or their parents as beneficiaries.
Politically, it would not be a very popular system, but it would give children
equal opportunities whether they are from poor or rich families.

The philosophy behind an education system financed through vouchers is

that today public authorities, be they the central or local government, finance
the education system through direct subsidies from kindergarten to university.

_II7-


Jaime L
Resaltado

Jaime L
Nota adhesiva


THE STATE IN THE THIRD MILLENNIUM

This is an inefficient and very often unfair system. Families who have the bad
luck to live in an area where the schools are poor have to accept the fact that
their children will receive a bad education unless the family can pay for an
expensive private school. This is very inequitable, but fits into a nationalistic
and socialistic ideology that supports all kinds of state institutions with tax-
payers’ money but prevents or hinders private institutions.

Instead of using taxpayers’ money to finance the education system, it is
much better to subsidize parents or students so that they can themselves choose
the school that in their opinion is best for them. Well-managed schools which
are able to meet the expectations of the parents and the students will be suc-
cessful. The others will have to adapt or they will disappear from the market.
In order to prevent abuse by parents and schools, the subsidies should not
be paid in cash, but rather in vouchers, which are redeemed in those schools
that fulfill a minimum standard. Parents should only be allowed to cash in
vouchers if they make a commitment to the state that they will educate their
children themselves or privately. A number of states already release children
from compulsory school attendance, if it can be proven that the children will
receive an education equal to that provided in a publicly maintained school.

Schools, like other institutions managed and owned by the public authori-
ties, tend to become bureaucratic and inefficient sooner or later. Politicians
are reluctant to dismiss headmasters or teachers who no longer fulfill their
responsibilities. In many cases, dismissal is very difficult and in a number of
states is only possible after long public court proceedings. Politically influ-
ential teachers’ unions are a further obstacle to an efficient school system. In
their minds the welfare of the teacher is, of course, more important than the
welfare and progress of the pupils. The political resistance to voucher systems
is usually organized and supported by these powerful unions.

The fact that an increasing number of parents and students are willing
to pay substantial amounts of money for education in private schools and
universities shows that in many cases the public education system does not
always meet their expectations. Nevertheless, despite their financial sacrifices,
the state forces them to pay taxes to support an inefficient school system that
they do not want to use. Even after the introduction of a general voucher sys-
tem, it will take some time for all parents and students to be completely free
to choose schools and universities, because a number of years will be required
to establish a comprehensive education system on a purely private basis.
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The state of the future should, and will, continue to play an important
role in a voucher system, but this is a role that will support social justice in
society and not hinder it, in contrast to the education system today. The legal
framework set by the state through law or decree will have to clarify a number
of questions such as the minimum value of a voucher, how long parents are
legally entitled to it, and what the minimum standards for schools should be.

Local communities should have the freedom to decide for themselves if
they want to use their tax revenues for a more generous education system
and increase the value of the vouchers or use them for their welfare system,
culture, or in some other areas. Some local communities might prefer to have
lower taxation because they want to maintain or create jobs. Those are all
decisions that directly influence the lives of citizens and therefore should be
kept as close to the citizen as possible. They should be dealt with via direct
democracy at community level and not by a remote authority with restricted
indirect democracy.

The people of the Principality of Liechtenstein, with its small population,
have been making those decisions for a long time at state and local levels,
either directly by popular vote or indirectly through their representatives in
the state parliament and the local parliaments of the eleven communities. Are
the people of Liechtenstein so much more intelligent than the people of other
states? As much as I take pride in the Liechtenstein people, I am convinced
that other people are just as intelligent as we are. Those politicians who have
doubts and believe that their people are incapable of direct democracy and
local autonomy are cordially invited to commission a scientific study to see
if their people are less intelligent than the people of Liechtenstein. However,
even if this were the case, there is no reason for a democratic constitutional
state to deny its people the right to decide how their own tax money should
be used in areas that affect them and their families directly.
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10.4 Iransportation

Should transportation be a duty of the state? Nationalists of the last cen-
tury with few exceptions took it for granted that the state needed national
highways, national waterways, national railroads, national airlines, a national
automobile industry, a national airplane industry, and so on. This policy of
national transportation has wasted hundreds of billions of taxpayers’ money
worldwide and still continues to waste them today. Very small states like the
Principality of Liechtenstein have fortunately never been able to afford such
wasteful, expensive infrastructures at the cost of the taxpayer, with the excep-
tion of road construction.

It would be an interesting intellectual experiment to imagine what the
world would look like today, if the state, in Europe and elsewhere in the
world, had not interfered so aggressively with transportation over the last two
centuries. A fundamental change came about almost 200 years ago with the
development of the railroad. The 19" century saw the creation of a number
of private railroad companies that built financially successful rail networks.
Politicians recognized their importance and became involved—naturally with
the best interests of the nation in mind. Governments either took complete
control of railroad companies, or they were so overregulated that they could
no longer compete with the automobile industry which was emerging at the
beginning of the 20™ century. In addition, the railroad companies had to
finance the building and maintenance of the rail network themselves, whereas
the road networks were constructed and maintained with taxpayers’ money.
This is just one of the many examples where politicians distort competition
with regulations and taxpayers’ money without thinking of the long-term
consequences.

Had the state not interfered, the railroad companies with their rail networks

would have progressed much more rapidly, rather than stagnating technically
for nearly a hundred years at a time when cars and airplanes experienced
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rapid development. Without intervention, transportation would probably
have relied much more on railways, which would be more favorable for the
people and the environment than the present system. As a result, the world
has been covered by a dense network of roads, over which an avalanche of cars
rolls, which not only leaves people dead or injured in its path but also pollutes
the environment with exhaust fumes and noise.

Transportation is one of the factors influencing where people live. A system
of transportation that relies on well-developed railroads rather than on a road
system would encourage a different pattern of settlement, one which would
consist of large and small cities linked by high-speed trains. Electric cars
would not have been replaced by cars powered by gas or diesel but would have
been able to satisfy requirements within the cities, where trips are only short
distances at low speeds. A railroad network for high-speed trains requires less
land than roads and also handles a larger volume of traffic at much higher
speeds. Railways can run on electricity without exhaust fumes, and noise can
be controlled far more easily and cheaply than with highways. High-speed
trains can replace air travel for medium-range distances, further reducing air
and noise pollution near today’s airports, which are a problem for both people
and the environment.

The dense network of roads financed by taxpayers has contributed to pre-
serving the pattern of settlement of small villages from the agrarian age to our
time. This pattern causes very high infrastructure costs such as transportation,
education and health care systems, electricity, water, and telecommunications.
People in the countryside have limited employment options, leading to strong
political pressure to maintain jobs in agriculture with high costs for the tax-
payer and the consumer. According to various surveys, it is estimated that
in the OECD (Organization for Economic Cooperation and Development)
states, this agricultural policy costs taxpayers and consumers approximately
one billion dollars per day.

Apart from these costs, state intervention in agriculture has additional
disadvantages for consumers and taxpayers. High prices and subsidies per-
mit over-cultivation, particularly in regions not suited to farming, which is a
serious burden on the environment. Rivers have been straightened, wetlands
drained, and prairies turned into farmland in order to increase agricultural
production. The consequence is agricultural overproduction, which the state
has either to dump at subsidized prices on the world market or to destroy,
with the taxpayer footing the bill.
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Only now is a shift in thinking beginning. Environmentalists are criticiz-
ing intensive over-cultivation, especially in Europe. Third World countries are
becoming aware that cheap agricultural products from industrialized coun-
tries, which are sometimes even given away for free, are destroying indigenous
agriculture. Farmers in the Third World cannot compete with the subsidized
agriculture of the developed world, either on the world market or in the
domestic market, which increases their poverty even more. The damage to
the Third World caused by this agricultural policy is difficult to estimate. It
could be as large as the above-mentioned costs for consumers and taxpayers

in the OECD states.

The most reasonable solution, without a doubt, would be free trade world-
wide in agricultural products, as there is already in most industrial products.
This would benefit taxpayers, consumers, and the environment in the indus-
trial states, as well as farmers in developing countries and the world economy
as a whole. Farmers in industrialized states would initially be at a disadvan-
tage. But in the industrialized world, the large decline in the farming popula-
tion is well behind us, and despite huge subsidies, only a small percentage of
the population still lives off agriculture. This percentage will fall further over
the next few years, with or without subsidies, because the farming population
is quite old, and for many farms there are no successors willing to take over
the family business.

The real opening up of markets in OECD states for agricultural products
from the Third World and the worldwide introduction of a market economy
for agricultural products would encounter considerable political resistance.
Some transitional aid would be necessary for those farmers in OECD states
who cannot survive on the world market. Some might argue that it is unfair
to favor farming over other professions that have become obsolete over the last
hundred years. Shoemakers, tailors, blacksmiths, or coachmakers have, with
few exceptions, lost their professions, without costing consumers and taxpay-
ers many billions of dollars per annum. Nevertheless, it is much cheaper to
retrain or retire farmers early than to keep the current system, which causes
such enormous costs worldwide.

Unfortunately, politics are frequently based more on emotions than intel-
ligence. In spirit humanity still appears to live in the agrarian age and it is only
today that small changes are noticeable. The loss of landscape molded by the
agrarian age can be a problem even for city people, who know the farm with
its fields, meadows, and cows only from picture books and television. For
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communities who wish to keep their agrarian landscapes for tourism or any
other reason, it will be much cheaper to employ farmers as landscape garden-
ers. There one will still be able to visit the farmhouse from picture books and
sentimental movies. Other agricultural land can be converted into parkland
for recreation.

Agricultural land in the industrial states that can compete globally will con-
tinue to be farmed. Intensive agriculture will develop further to supply consum-
ers with all the products they want. If consumers want products grown without
artificial fertilizers or other chemicals, modern agriculture will supply them.
Without state intervention, agriculture can and will survive in industrial nations,
but only as long as it can provide customers with the products they desire.

This discussion of agricultural policy in the OECD nations may give the
impression that today’s failed policy is the consequence of yesterday’s unwise
transportation policy, which favored the automobile over the railroads. How-
ever, the opposite is probably true: our thinking, shaped by the agrarian age,
produced a transportation policy that was aimed at an agrarian society and
not at the industrial and service society of today. Apart from that, roads have
been important since ancient times from a military point of view. The state in
the third millennium will have to solve the problem not only of how to stop a
senseless agricultural policy that costs the consumer and taxpayer billions, but
also of how it can retreat from a transportation policy that also costs billions,
burdens the environment with noise and polluted air, requires large land areas,
and encourages urban sprawl.

Fortunately, modern technology may offer solutions. Electronically charged
tolls can be used not only on highways but also on normal roads. The whole
road system could be privatized and the burden of direct and indirect costs
could be placed directly on drivers, who incur the costs in the first place.
A surcharge could be applied to roads where noise pollution is particularly
problematic and with which the property owners most affected could be com-
pensated. A privatized railway system could again compete with a privatized
road system, which has to bear all its direct and indirect costs. Gradually, sys-
tems of transportation and settlement patterns could develop in the direction
they would have taken without the massive interference of the state over the
past hundred to two hundred years.

Small cities, which a person can easily cross by foot and which lie in a
park landscape, would offer a high quality of life. Infrastructure costs would
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be lower than in today’s mega-cities and agrarian settlement patterns that
cover large land areas with a low population density. If those small cities were
linked by high-speed trains, a network of small cities could be created, which
together could offer their inhabitants a wide range of jobs, education, and
cultural and sporting opportunities, comparable to a large city but at lower
costs and with a higher quality of life.
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10.5 Public finances

The question of how the state of the future will finance itself is of criti-
cal importance. State finances have to be fundamentally reconsidered if the
obligations of the state are limited primarily to maintaining law and order,
conducting foreign policy, and financing education. The state will have to
transfer the major part of its tax revenues and its tax sovereignty to local com-
munities, if these are to take over additional tasks. There is much to be said for
leaving indirect taxation, such as a value added or sales tax, to the state, and
giving local communities authority over all direct taxation, such as real estate,
corporate, or individual taxes.

A constitutional state with its own foreign policy is a separate economic
area, even if it is fully integrated into the world economy through member-
ship of the World Trade Organization (WTO) and into the European econ-
omy through membership of the EU. As far as customs duties are concerned,
they have to be collected by the state or an organization like the EU, which
has received its authority from the member states. It would not make much
sense to give this kind of authority to the individual local community. Indirect
taxes on goods and services, such as a value added or sales tax, are also more
effectively collected by the state, because otherwise there would be distortions
in competition that would damage the whole economy. In such a case, goods
and services would be manufactured and sold not in the best location for pro-
duction or where the customer is, but where the taxes are the lowest.

In the United States, control of indirect taxation, the so-called “sales tax,”
lies with the governments of the federal states and local authorities. This
makes taxation on many products and services more difficult. For example,
although there was no sales tax in Texas during the 1970s, the sale of alcohol
in the eastern part of the state was heavily taxed and restricted. Eastern Texas
has a border with Arkansas, which had a high sales tax but no special tax
on alcohol. Many years ago, I made a business trip to the city of Texarkana,
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which straddles the border between Texas and Arkansas. The main street of
Texarkana is the border between the two states, and it was easy to see the con-
sequences of the tax policy. All the car dealers had their showrooms on the
Texas side of the street, whereas on the other side, in Arkansas, were all the
restaurants, bars, and shops that sold alcohol. Customers from far outside the
city of Texarkana would travel quite a distance to buy their cars or to drink
there. The market distortions were obvious.

Compared to direct taxation it is much easier to raise indirect taxes within a
jurisdiction. Much can be automated and the state needs only a relatively small
bureaucracy for this task. A centralized administration for indirect taxation is
the most practical solution, even if the tax authority remains with the local
communities. For this reason the authority to raise indirect taxes should remain
with the state and the authority to raise direct taxes with local communities.

There have been a number of publications about the rate of indirect taxa-
tion such as value added tax. A uniform tax rate seems to be more important
than the actual level of the rate. Nevertheless, politicians love to apply differ-
ent tax rates, with the surprising justification that this is socially fairer. The
highest tax rate is applied to luxury goods, as defined by politicians, while
lower tax rates are applied to other goods and services, some of which are even
exempt from indirect taxation. This turns the rather simple system of indirect
taxation into a complicated one that needs additional civil servants. This, of
course, gives politicians the opportunity to employ their friends and fellow
party members. It also gives politicians and parties unlimited possibilities to
“buy” votes, not by handing out taxpayers’ money but through tax advantages.
The influence of the state on the economy and with it the influence of politi-
cians is increased, because the politician can now put this product or that
service into this or that tax bracket.

Different rates of indirect taxation have as little to do with social justice as
the devil has to do with holy water. The wealthy benefit more from lower taxa-
tion rates on certain products and services because they consume more than
the poor. Poor people from time to time also consume products or services
that politicians have defined for reasons best known to themselves as luxury
goods. Social policy conducted via variable indirect tax rates costs both the
state and the taxpayer a significant amount of money. Direct help for poor
people is much more effective.

If the authority for direct taxation lies with local communities and for
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indirect taxation with the state, there are good social, political, and economic
reasons not only for a uniform tax rate but also for a rather high tax rate. Indi-
rect taxation will then be the only instrument for a limited redistribution of
income between richer and poorer regions of a state.

A state whose responsibility is restricted primarily to foreign policy, financ-
ing the education system and maintenance of the rule of law needs less tax
revenue. With high revenues from indirect taxation, the state should achieve
a substantial surplus. Part of the surplus will be needed to service the national
debt and to repay it over a period of time. The state should also sell all state
property which is no longer needed for its main tasks, in order to pay back
the national debt as quickly as possible. Income from the sale of national
property could also flow into retirement funds to change the pension system
as soon as possible into a funded pension system as described in Chapter 10.2.
This would facilitate the transformation of the pension system and the sale of
state properties. Nevertheless, the main objective should be to free the state
of debts, so that the surplus from indirect taxation can be distributed fully to
local communities according to the number of their inhabitants. These per
capita allocations of surplus revenue from indirect taxation should give local
communities the possibility of covering at least part of their expenses. The rest
has to be covered by direct taxation or other income.

Such a division of tax authority would have another major advantage: local
communities and the whole population within the state would have a strong
vested interest in the state behaving as economically as possible and not
increasing its debt. Only then would local communities and their populations
benefit from the surpluses of indirect taxation. The population has much bet-
ter control over the use of taxpayers’ money at local community level, particu-
larly where there is direct democracy, than it does at national level.

Such a division of tax authority could stop the trend toward the continuous
strengthening of the central power to the detriment of local communities and
regions, which can be seen again and again in human history. As soon as the
state tries to extend its political influence by taking over additional tasks, it
reduces the income of local communities and their people.

To prevent the state from financing its activities through debr, it is impor-
tant to introduce an article into the constitution that makes it very difficult
for the state to secure any loans. Neither should the state of the future offer
any guarantees to local communities or associations of communities. Only if
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the possibility exists that a community may go bankrupt and find existence
threatened will the large majority of the voters support a long-term solid fiscal

policy at community level. The danger of bankruptcy will also force creditors

to follow a prudent and responsible loan policy toward communities. Up to

now, in a number of states, companies and banks have sold extravagant proj- @
ects and loans to respected but inexperienced councilors, knowing that in the

last resort the state will have to pay.

Only in this way will the state become a well-managed and solid service
company run for the benefit of the people. What has been achieved by the
state of Liechtenstein—originally a very poor state without natural resources
but now without debts—should also be possible, with a solid fiscal policy, for
other developed states.

A state without debt, with foreign policy, the financing of the education
system and the maintenance of the rule of law as its primary duties, would
become a lean and transparent state, which could be financed by a small
percentage of the gross domestic product. The surplus from the revenues of
indirect taxation would flow directly to local communities, which would have
the authority to impose direct taxes—on companies and individuals, real
estate, dogs, cats, or whatever local politicians choose. In principle, a com-
munity could also impose a tax on certain products or services in addition to
the state’s indirect tax. For example, to reduce consumption for health reasons,
a community might levy an additional tax on alcohol or tobacco. A market
economy will always ensure that those tax rates will not increase beyond a
certain limit.

With the state’s financial subsidies from indirect taxation and authority
over direct taxation, communities should be able even with limited resources
to support a basic welfare and school system, especially if the educational sys-
tem is mainly financed by the state through vouchers. The financial burden
of the pension system can be reduced by raising the retirement age and by
encouraging private pension systems. Nevertheless, this depends on employ-
ment levels and economic development. Such a fundamental reorganization
of the state should ease the financial burden on private business, give a new
impetus to private consumption, accelerate the growth of the economy, and
therefore increase the demand for labor. This would especially be the case
for local communities that structure direct taxation and social programs in
order to make it attractive again for people to work and for companies to hire

additional labor.
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The fear that different communities will compete to have the lowest tax
rate is unfounded. The example of Switzerland and Liechtenstein shows that
different tax rates between communities lead to only limited migration of
companies and people from communities with higher tax rates to those with
lower tax rates. Tax rates are just one of many reasons that people and com-
panies settle where they do. For companies, other reasons are more important,
such as the availability of a work force, a well-developed infrastructure, or the
proximity to markets. For most people, the proximity of the work place or
good schools for their children are usually more important factors than tax
rates in choosing where to live. A community with high taxation and bad ser-
vice will lose people and companies in the long term. In a direct democracy, it
will be up to citizens to decide how attractive their community should be for
people and companies.

The state of the future will offer its people much more freedom to shape the
future for themselves and their descendants. Some communities will impose
higher taxes but will offer better services. Others will shape their services
according to the needs of the elderly, and others to the requirements of young
families. Through taxation, social programs, school and transportation sys-
tems, cultural programs, building regulations, and the availability of building
sites, communities in the state of the future will have considerable freedom
to look for the best solution according to the wishes of their citizens and the
characteristics of their area.

If the authority for direct taxation is transferred from the state to local com-
munities, the state should establish a framework within which communities
can raise taxes. Without such a framework, different communities, like states,
would have to conclude tax treaties among themselves. This would overbur-
den most communities and lead to unnecessary complications. Within that
framework, each community should be free to decide the type and rate of
taxation. A large community, such as a city, would probably have its own tax
administration, while smaller communities would combine their tax admin-
istration or transfer it to third parties.

A favorable tax framework depends on tax competition among local com-
munities and states. The more competition the better it is for the citizen and
the taxpayer. Tax competition does not ruin the state and society; it ruins the
politician who tries to “buy” votes with taxpayers’ money.

=

One issue related to public finances, which has been the cause of many wars @
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throughout human history, is that of mineral rights. Should mineral rights be
owned by the state, local communities, or individual landowners? State own-
ership of mineral rights in the state of the future could lead communities with
mineral resources of commercial value to secede from the state. Equally the
local community in the state of the future should not own and manage min-
eral rights; it has enough responsibilities and should not be burdened with
tasks that can be better handled by private business. Mineral rights should
belong to the individual landowner.

The United States is one example where, in principle, the landowner is
entitled to mineral rights. There, however, the landowner can separate his
mineral rights from the ownership of the land and sell parts or all of them.
This regulation has not seriously restricted the development of the mining
industry in the United States, but it is probably not the best solution. Very
often mineral rights were sold decades ago or have been resold and split, lead-
ing to complicated situations. Land can also be sold, resold, split, or inherited.
If after many years a company finally wants to mine the minerals, it is faced
with a complicated ownership situation, and equally the landowner might
face an unpleasant surprise.

Much can be said in favor of keeping ownership of land and mineral
rights together. The state can still establish a legal framework that takes into
account the interests of affected communities and neighboring landowners,
for example in the areas of water rights, the environment, or landscape protec-
tion. Communities with authority for direct taxation will also benefit from
taxing both the landowner and the mining company when the minerals are
extracted. The local community and its citizens will have to decide whether
they value additional jobs and tax revenues more than possible damage to the
environment.

A strict advocate of private ownership might argue that this proposal gives
the state and local communities too much influence. However, in the state of
the future, it would not be possible to extract minerals in the face of strong
opposition from the local community, because the community might secede
from the state and take over ownership of the mineral rights. It would also
still be a better system than allowing mineral rights to be simply owned by the
state, which is the case in most states today.

States that now receive most of their revenue from the extraction of miner- @
als or from oil and gas will probably oppose the privatization of mineral rights.
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Nevertheless, those states must realize that, sooner or later, they will have to
finance their expenses from tax revenues like other states. One day, the miner-
als will be exhausted, or an unforeseen technological revolution will make the
further extraction of minerals unprofitable. The sooner those states prepare
for this the better. Otherwise, those states might one day disappear with the
exhaustion of their minerals, as have other states whose wealth was completely
dependent on mineral extraction.

The state might still continue to be the best owner of mineral rights under
the sea within its territorial waters or the area of continental shelf allocated
to it. But even then the state will have to take into account the interests of
local communities, which otherwise could leave the state and directly assume
ownership of the mineral rights.
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10.6 The national currency

One source of income that states have used repeatedly to finance their
expenses is the monopoly over the production of money. The invention of
money made trade substantially easier. The owner of a herd of cows who
wanted to trade three cows for two horses no longer had to find the owner of
a herd of horses who was willing to trade with him. He could instead sell his
three cows to a cattle trader, and with the money he received buy his horses
either from the owner of the horses or from a horse dealer. For money to be
generally accepted, it must have a recognized value; moreover, it has to be
easy to transport and store over long periods of time without losing its value.
Initially, precious metals like gold, silver, or copper were generally used. Met-
als were more convenient than precious stones because they could be divided
into small units or melted again into large units without any loss of value.

Over 2,000 years ago, rulers minted coins for their state territory with the
metal value shown on the coin. The temptation for the ruler or the state was
always to reduce the metal value of the coin but keep the nominal value on
the coin and thus deceive the people. With some effort, it was possible to
check the metal value of the coin and, if the difference between the metal
value and the nominal value of the coin became too large, the people lost con-
fidence in these coins. When this happened they either returned to bartering
or accepted only other more valuable coins. Today, an equivalent situation
would be when a weak currency is replaced by a strong one, such as when the
dollar or Deutsche Mark more or less replaced the worthless national curren-
cies of the former socialist states of Eastern Europe.

As long as state control over the population was weak and competition
from neighboring states with solid currencies was strong, it was difficult for
individual states to finance themselves in the long term by minting worthless
coins. The growth of the money supply in a state was closely linked to the real
growth of the economy. Periods of currency depreciation and inflation were
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relatively short and often the consequence of wars or the inflow of large quan-
tities of precious metals. A well-known example in currency history was the
large inflow of gold and silver following the discovery of the Americas, which
triggered inflation especially in Spain but also in the rest of Europe. A new
balance was usually found quite soon afterwards within a free market.

The Chinese Empire achieved early success in replacing a metal currency
with a paper currency where the material itself lacked intrinsic value. It prob-
ably made this transition much earlier than Europe because there were no
serious competitors in the immediate neighborhood; the weak Chinese paper
money could not be replaced with a strong metal currency. Several attempts
to replace metal currencies with paper currencies in Europe during the 17"
and 18" centuries failed. Nevertheless, paper money slowly replaced metal
currencies, but only as a result of the obligation to exchange paper money for
gold. The increased influence of the nation-state on its citizens during the 19
century, the establishment of national banks, the unification of national eco-
nomic areas, and their protection through tariffs and various other regulations
made it possible for European nation-states to finance the First World War
to a large extent with paper money. There were massive increases in taxation,
which often included the introduction of a general income tax. The result was
high inflation and a loss of public confidence in their currency. In order to
restore confidence and reduce the inflation rate, a number of states decided to
back their national currency formally with gold, but in reality citizens could
not exchange paper money for gold. Moreover, severe currency regulations
prevented competition between the individual paper currencies of Europe.
By the end of the 20th century, all currencies had been detached from their
metal value.

One might ask whether in a globalized world economy a state has any real
need for a national currency and a national bank. Theoretically, a single global
currency with its value covered by metal stocks would be the best solution in
a world economy, insofar as this currency would be issued by an indepen-
dent currency bank dedicated to maintaining the stable value of the currency.
World trade would not be burdened by the costs of currency fluctuations and
all the other risks linked to a worthless paper currency. In practice, however,
a state will probably have to face the risks of a paper currency for a long time
and accept the fact that the money supply in individual states will be exposed
to strong fluctuations.

In principle, the state has three possibilities for protecting itself against
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such fluctuations, if one assumes that a national paper currency will only
increase costs and risks for the national economy.

One possibility would be for the state to adopt the currency of another
state whose risks are low because of the size of the state, the credibility of its
national bank and statutory bodies, the lack of any limiting currency regula-
tion, and other factors. For the small state of Liechtenstein in the 19® century,
it was advantageous to introduce the crown currency of the Austro-Hungarian
Empire. However, this currency collapsed during the First World War. After
the war, the crown currency was replaced in Liechtenstein by the Swiss cur-
rency. The Swiss franc has the advantage of being stable and fully convertible,
which means it can always be changed without restrictions into other curren-
cies. In addition, the Swiss franc is, due to its past history, a kind of interna-
tional reserve currency, so for this relatively small currency area interest rates
are lower than for other currencies. Typically, interest rates are higher for cur-
rencies of small states than for larger currencies because of greater fluctuations
in the currency. It is easier for speculators to force a currency to appreciate
or depreciate when the currency is smaller in volume. For this reason, other
small states have decided to adopt the US dollar. In the EU most member
states have adopted the euro, which has become the most important currency

worldwide beside the US dollar.

A second possibility would be for a state to admit all fully convertible cur-
rencies and let citizens decide which currency they want to use. In such a case
a state would probably declare which currency had to be used to pay taxes and
duties and in which currency it would make its payments. Local communities
would also have to specify the currency payments should be made. This would
constitute a return to free competition between currencies. In such a case, it
might well be that, sooner or later, metal currencies would be reintroduced.

The third possibility, which I would like to examine in more detail because
it is somewhat more complicated, would be a return to a metal currency. Such
a solution could offer even a small state the possibility of issuing its own cur-
rency, without exposing itself to the risks of a paper currency. Small states like
to have their own currency, either to be independent of the money supply of
other states or for reasons of national pride.

I developed this alternative at a time when the Principality of Liechtenstein

was already using the Swiss franc but did not yet have a currency treaty with
Switzerland, and when Switzerland declared Liechtenstein a non-domestic
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currency area during a currency crisis at the beginning of the 1970s. Switzer-
land restricted the use of the Swiss franc for foreigners including Liechten-
stein citizens. In 1980 Liechtenstein was able to conclude a currency treaty
with Switzerland, and I did not pursue my plans for a metal currency in
Liechtenstein any further.

It is a major advantage for a state economy to have stable exchange rates
with the currencies of its most important trade partners. The higher the fluc-
tuations in the exchange rate, the larger the risks for the importer and exporter
of goods and services. Such risks can be covered to a certain degree by transac-
tions in future markets, but these carry expenses. In any case, importers and
exporters must allow for higher trading margins. The economy of a small
state is much more dependent on foreign trade than the economy of a large
state, and fluctuations in the exchange rate therefore influence the cost base
to a larger degree.

The old metal currencies had an advantage because the national bank could
fix the exchange rate in relation to other currencies. However, their disadvan-
tage was the exposure to the fluctuations of world market prices for the metals
used, usually gold and silver. The weight of the coin was fixed, as was its gold
or silver content. Whenever the price of gold and silver was higher than the
value of the coin, it was financially worthwhile for a speculator to buy those
coins, melt them down, and then sell the gold or silver. This game could be
played until the national bank had used up its gold and silver reserves.

That is essentially what happened to the US Federal Reserve Board with the
US dollar, which was in a sense the only metal currency of importance until
1971. The United States made the commitment to other national banks to
exchange the US dollar for gold at a price of USs$35 per ounce. For American
citizens the dollar had been a simple paper currency since 1933. The Federal
Reserve Board allowed a much greater increase in the supply of US dollars
than its gold reserves justified, resulting in a loss of confidence in the US dol-
lar. In addition the price of gold on the free market rose far higher than USs35
per ounce. Foreign national banks started to exchange their dollars for gold
at the rate of US$35 per ounce, until the Federal Reserve Board finally had to
sever the link between the dollar and gold.

In a world of paper money, a small state is even less able than the United

States to afford a metal currency with a guaranteed, fixed metal price, be it
gold, silver, or copper. Another solution is therefore needed, which I would

_138_


Jaime L
Resaltado

Jaime L
Resaltado


THE NATIONAL CURRENCY

like to explain using a fictitious example. At one point in the 19" century,
before it began to use the crown currency of the Austro-Hungarian Empire,
the Principality of Liechtenstein issued its own thaler currency. What might
happen today if we decided to build on this tradition of having our own
currency? Depending on their value, the coins would contain gold, silver, or
copper. The value of the Liechtenstein thaler in relation to other currencies
would be set regularly by the Liechtenstein National Bank, according to a
currency basket that would reflect the fully convertible currencies of our most
important trading partners. For the Principality of Liechtenstein the most
important trading partner is the euro zone, followed by the US dollar and
the Swiss franc. The Liechtenstein National Bank could, for instance, fix the
exchange rate of one Liechtenstein thaler to 10 euros. If the exchange rate
between the Liechtenstein thaler and the euro was fixed, the metal value of
the Liechtenstein thaler coins would change according to the fluctuations of
the metal prices of gold, silver, and copper.

Naturally, it is not possible to adapt the metal value of all coins after they
have been issued to the daily fluctuations of metal prices on the world mar-
kets. However, the metal value of the coins on the day they are minted could
be adapted to prices on the world markets. To cover the cost and to make a
profit, the Liechtenstein National Bank would set a fixed difference between
the metal value and the nominal value of the coins. If the difference between
the nominal and the metal value were 10 percent, the buyer of a Liechtenstein
thaler would have to pay 10 euros. On the day when the coin was minted,
the metal value would be 9 euros. The number of coins minted per day and
their corresponding metal value would have to be continuously checked and
published in order to prevent any misuse and to build up confidence in the
new metal currency. The size of the coin could remain unchanged, but the
metal value would be altered by means of changes in the alloying of the dif-
ferent metals, for instance gold and silver. Besides the usual information the
coin would also bear the date when it was minted and perhaps a continuous
numbering of the individual coins minted per day.

If a 100 thaler gold coin (assuming an exchange rate of one thaler to 10
euros) was to have a metal value of 900 euros on the day it was minted and
issued, and if the metal value of the coin rose to 1,100 euros because the price
of gold had increased, the owner of the coin would be able to sell his coin to a
trader for the metal value and make a profit of 100 euros. If the price of gold
were to fall by 200 euros and the metal value of the 100 thaler gold coin was
only 700 euros, the owner of the coin would still be able to sell his coin for the
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fixed price of 1,000 euros to the Liechtenstein National Bank. Of course, he
would then receive only paper money without any metal value, which could
become a waste disposal problem if the euro were to fall to the value of the
paper on which it was printed.

As can be seen, in these circumstances the currency risk for the buyer of
Liechtenstein metal currency would be very low. He could always ask to be
paid in Liechtenstein thalers, which would have a high metal value compared
to the paper money of other currencies. The question that arises, of course, is
whether the Liechtenstein National Board could face insolvency as did the US
Federal Reserve Bank in 1971.

By selling the coins the Liechtenstein National Bank would make a profit
of 9 percent, if we assume that the production costs for those coins are around
1 percent. By selling the 100 thaler gold coin, the Liechtenstein National Bank
would receive 1,000 euros and make a book profit of around 9o euros. The
Liechtenstein National Bank could invest those 1,000 euros for interest and
thus earn additional profits until the owner of the 100 thaler gold coin decided
to exchange his 1,000 euros again at the Liechtenstein National Bank. If in
the meantime the metal value of the 100 thaler coin had fallen to 700 euros,
the Liechtenstein National Bank would have to register a book loss of 210
euros less the interest earned. However, if the Liechtenstein National Bank
had enough euros, it would not melt down the 100 thaler gold coin and sell
the gold at a loss, but keep the coin until it could be traded again for 1,000
euros or some other convertible currency, if the demand for Liechtenstein
thalers were to rise again. As a result, a great variety of coins with different
metal values would be in circulation. Most coin owners would not bother to
sort the coins according to their date and nominal value in order to check
their metal content and then either melt down those with a higher metal
value or exchange those with a lower metal value for another currency. Fur-
thermore, the volume of coins and banknotes is usually quite stable and in
most developed economies constitutes a small part of the total money supply:
most of this consists of electronic money, in which nearly all payment trans-
actions are handled.

If the Liechtenstein National Bank issued Liechtenstein thalers in the form
of electronic money, it would receive, like other national banks, electronic cur-
rencies or foreign exchange, be they euros, US dollars, or Swiss francs, which
it could invest in the market to earn interest. In this respect, the Liechtenstein
National Bank would in principle not be much different from other national
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banks. Nevertheless, the Liechtenstein National Bank would be obliged by
law to cover 100 percent of its own currency either with foreign exchange in
another fully convertible currency or with the metal value of its own coins.
The Liechtenstein National Bank would only be allowed to invest its foreign
exchange with first-class banks and would be prohibited from offering loans
to the public authorities in Liechtenstein.

In order to guarantee the political independence of a Liechtenstein National
Bank, neither the state nor local communities would be allowed to own any
shares. The state would lay down the general operating conditions and would
supervise the National Bank but not run it. Only private individuals or pri-
vate companies would be allowed to own shares in the National Bank. Prof-
its would only be paid out from interest payments after the capital and the
reserves had reached a certain percentage of the total money supply. The bank
could not pay out the book profits realized by selling the coins because there
would be at least a theoretical obligation to buy back the coins at their nomi-
nal value.

Under such conditions, a small state could easily have its own currency,
which would be both stable and enjoy strong international confidence. Over
time, such a currency could even develop into an international reserve cur-
rency like the Swiss franc, with the advantage of low interest rates.

As mentioned above, in a globalized world economy a single currency based
on metal would probably be the best solution. However, such a solution lies
in the distant future and today an “international currency bank” would prob-
ably be dependent on the governments of the different states with all the con-
comitant risks. In the foreseeable future, the competition between different
currencies and monetary blocs offers humanity a higher degree of liberty and
more protection against possible abuse from politicians than a theoretically
better system with lower costs for the world economy. Unfortunately, history
offers plenty of examples of new systems that seemed to be more economical
at first glance but turned out to be more expensive in the long run because
they placed restrictions on freedom. The merger of political units, be they
communities, cantons, federal states, or states, has often been suggested as a
cost-cutting measure: however, in the event they have resulted in many times
more civil servants and higher expenses than before. The merger erased the
competition between political units and also weakened citizens’ control over
politicians and the civil service.
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Currency problems usually affect the financial services industry and vice
versa. In 2008 the financial services industry was shaken by one of its periodic
crises. In a globalized world economy a financial crisis in one state can hurt
not only the national but also the international economy. As national banks
and states have to play an important role in such a crisis, a few remarks might
be appropriate in this context.

When I started to reorganize and rebuild the family business—which had
been losing money for many years—a key element was the reorganization of
a small local bank in Liechtenstein. The bank had been founded by a group of
private investors after the First World War and in 1929 had to be saved from
bankruptcy by the then Reigning Prince. After the Second World War, the
bank was used to finance the rest of the family business and was therefore in
bad shape. With the help of a good team, over the last forty years I have been
able to stabilize the bank and expand it. It is now a very solid and profitable
private bank active not only within but also outside Europe.

I was also involved in liberalizing the laws regulating the banking and
financial services industry in Liechtenstein. Before liberalization only three
banks were allowed to operate in Liechtenstein: the state bank, the Liechten-
steinische Landesbank (LLB); a private bank, Verwaltungs- und Privatbank
(VPB); and our own private bank, the Liechtenstein Global Trust (LGT).
After liberalization, twelve additional banks were set up. None of these fifteen
banks got in trouble and had to be rescued either in the 2008 crisis or in
previous crises that have affected the financial services industry.

One might ask why a small financial center survived all those financial
crises much better, and without government help, than much larger financial
centers. One reason is certainly that the Liechtenstein banks were less involved
in investment banking activities or in highly elaborate real estate projects. Per-
haps more important have been Liechtenstein’s laws regulating the banking
and financial services industry and the quality of their supervision.

The financial crisis of 2008 has again shown that in a number of impor-
tant financial centers the quality of laws and regulations was deficient, and
banking supervision was inadequate. What has been said in Chapter 10.1 on
the constitutional state applies also to the responsibility of state authorities
toward the financial services industry. Laws and regulations have to be simple
and easy to understand; otherwise, they are open to all kind of interpreta-
tions. Loopholes emerge that sooner or later will be exploited in a competitive
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environment. This gives opportunities to shady or incompetent players in
the financial services industry and makes it more difficult to supervise this
vital sector of the modern economy. The financial services industry is a sector
which by its very nature is abstract and complicated.

One loophole has always been that some assets and liabilities do not show
up on the balance sheet. This lack of transparency dramatically increases
insecurity in a financial crisis. Assets should be shown at cost or below cost if
the market price is lower. If the market price is higher, this should be men-
tioned in a footnote to the balance sheet but should not increase the profit
that is paid out. High evaluations based on narrow or nontransparent markets
have caused financial crises in the past and will cause them in the future if
the problem is not addressed. Even liabilities can now be adjusted to a market
price. If a rating agency downgrades a company, the liabilities of the company
are reduced on the balance sheet.

A serious crisis in the financial services industry, which then spreads into
the rest of the economy, usually starts with a liquidity or solvency problem
in one of its major players. This can be a large bank or another large financial
institution. Laws, regulation, and supervision should, therefore, focus mainly
on the liquidity and solvency of large financial institutions.

The liquidity problem is easier to solve. The state or an institution such as
the national bank can extend a credit line secured by the assets of the financial
institution itself. The conditions under which the credit line is granted should
be those of a prudent banker or merchant. States or state-like institutions are
the trustees of the people and taxpayers, and are not private investors who
have the liberty to spend their money as they like. Buying assets that have lost
their value, or extending credit to financial institutions that have lost their
solvency, is problematic. Quite often a state or state-like institution tries to
cover up its past mistakes in regulating and supervising the financial services
industry with a rescue package that is implemented in a hurry. A financial
crisis is not the failure of the market but a failure of the state, its laws, its
regulations, and its supervision.

How should the financial services industry be regulated and supervised?
As mentioned before, the balance sheet of a financial services company has
to be transparent; it must include all liabilities, show assets at cost or market
price, whichever is lower; and—depending on the liquidity of its assets and
liabilities—have enough liquidity at its disposal. The recent financial crisis has
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again shown that several sectors of the banking and insurance industries and
also other branches of the financial services industry are quite risky. A com-
pany outside the financial services industry with similar risks would need a
strong balance sheet with a high percentage of equity capital to obtain financ-
ing from a bank. A company with equity below 10 percent would have great
difhiculty obtaining a loan from a bank, at least from a prudent bank. On the
other hand, nearly everybody is willing to lend money to banks that have,
with few exceptions, equity capital below 10 percent if all liabilities are taken
into account. It is, therefore, not surprising that there are periodic crises in the
financial services industry. It is rather more surprising that they do not take
place more frequently.

A bank with a liquidity problem and equity capital below 10 percent may
quickly face a solvency problem because it will have to sell assets at a loss
to resolve its liquidity problem. In a financial crisis, most bank assets will
lose value and therefore reduce the equity capital of a bank. Depending on
the liquidity and the inherent risks of the assets and liabilities, equity capital
should finance well above 10 percent of the balance sheet.

Those states that had to intervene in the 2008 financial crisis did not give
the impression of being well prepared for such a crisis. This fact increased
insecurity in the national and global financial markets. Laws, regulation, and
supervision were in bad shape, and there was no clear concept about how
to proceed. Muddling through a crisis is connected with high costs for the
economy and the taxpayer. Unfortunately this has been the policy of the day,
and no fundamental reform is in sight.

In a globalized economy, a fundamental reform of the financial services sec-
tor requires the cooperation of the major international players: states require
clear and simple laws and competent supervision, and large banks need better
liquidity and much higher equity capital. It often appears that the markets,
customers, and supervisors are more impressed by the absolute number of
the equity capital shown on the balance sheet than by what percentage this
equity capital represents in relation to total assets and liabilities. To allow less
than 10 percent is irresponsible if one takes into account the financial crises
of recent times; but to ask for more than 20 percent might be politically dif-
ficult, because it would reduce lending and increase interest rates over a longer
period of time.

Large international banks in high risk sectors will therefore remain a
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systematic risk and a moral hazard for the national and global economy. They
are too big to fail. Liquidity will probably not be the main issue as long as
those banks have bankable assets that can either be sold or used as security for
a loan. Solvency will remain the fundamental problem.

Let us assume that in the future major players like the United States, the
EU, Japan, and others can agree on a new set of rules similar to those described
in this chapter. Let us further assume that a large international bank, too big
to fail, with a capital ratio of 18 percent, has not only a liquidity but also a
solvency problem. It might lose more than half of its equity capital but would,
according to present rules, still be sufficiently capitalized. Nevertheless, pri-
vate investors might be unwilling to refinance such a bank. Then the states in
which this bank is active and supervised will have to cooperate to rescue the
bank according to a set of rules that has been previously agreed and published.
The states will recapitalize the bank on terms that are attractive for them and
their taxpayers, perhaps replace the management, and reorganize the bank
so that the invested capital can be paid back in the foreseeable future either
through the sale of shares or some other mechanism.

If the 2008 financial crisis could convince the major players that funda-
mental reforms are needed to prevent the next financial crisis—or at least
reduce its impact—then it might at least have had some benefits. It will take
a few years for the large banks and some of the other bigger companies in the
financial services industry to raise their equity capital to an adequate level.
The sooner this process begins, the better we will be prepared for the next
financial crisis—and one will certainly come.
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10.7 Other state duties

During the last two hundred years, states have taken over many other duties
besides the maintenance of the rule of law and the conduct of foreign policy.
These other duties are financed with taxpayers’ money. One can justifiably ask
whether the following tasks could not be performed more efficiently in the
future by private enterprise, local communities, or regional associations of
local communities: the operation of radio and television stations, postal ser-
vices, telecommunications, and national cultural institutions such as muse-
ums, operas, or theatres. The example of the United States has shown that
a state and its national authorities do not need to operate these services and
can still have effective radio, television, telecommunications, museums and
so on that are managed and financed by private enterprise—often providing
better quality than the state-financed competition. In contrast the US state-
run postal service was always a shining example of state incompetence. In the
United States and Europe, private postal services have been able to compete
successfully against the state-run postal service, and it is difficult to see why
state postal services cannot be fully privatized.

Defense as part of foreign relations has traditionally been one of the main
duties of the state. As mentioned in the first part of this book, wars were not
an invention of the agrarian age, but have occurred from the very beginning
of humanity. They have not only caused much human suffering but have
been far more expensive than even the most stupid agricultural policy. Even
in peacetime the military expenditure of the OECD countries exceeds their
expenditure on agriculture many times over. One day, perhaps, states will
become peaceful service companies, which will no longer demand that citi-
zens sacrifice their lives for “God and the Fatherland.” In order to reach this
goal, states, politicians, and the people have to accept the fact that states are
not gods and that people do not have to serve them or even sacrifice their life
for the glory of the nation or create heaven on earth for the chosen people.
In the future states should fight for their clients—the local communities and
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their populations—in peaceful competition on the basis of good and efficient
service at an acceptable price. In Chapter 12 I shall describe possible strategies
to help humanity reach this objective.

As long as a new, peaceful world order has not been realized, there will be
wars. Fortunately, it seems that since the end of the Cold War the danger of a
third world war or of long and large wars between states has been substantially
reduced. An aggressor runs the risk that the leading military powers would
help the state that is under attack and defeat the aggressor with the consent
of the United Nations—as happened with the liberation of Kuwait after the
Iraqi aggression.

However, in the past we have seen wars in which the great powers did
not intervene, for instance, between India and Pakistan or between China
and Vietnam. They were comparatively short, locally limited, and did not
bring important territorial gains or decisive victories for the aggressor, with
the exception of Israel’s victory over its Arab neighbors in 1967. Since then,
however, Israel has withdrawn from some of the occupied territories without
obtaining the most important goal: a peace treaty with all its neighbors and
internationally recognized boundaries.

Today, danger emanates less from conventional or nuclear wars between
states than from terrorism, guerrilla warfare, or civil wars—each one poten-
tially involving the use of weapons of mass destruction. A traditional defense
policy or traditional army can hardly deal with these threats: on the contrary,
they seem to aggravate those dangers and connected problems. To master
these threats, what is needed is a state where the rule of law prevails, and
which is able to solve political, economic, and social problems.

Foreign policy will remain one of the state’s duties in its relations with
other states and its membership in regional and international organizations.
In a globalized world, foreign policy will become even more important as the
relations among states and their people become ever closer in areas such as
the economy, society, tourism, or culture. In addition to the ministry of for-
eign affairs and embassies, international organizations such as the UN, WTO,
World Health Organization, EU, Organization of American States, Organisa-
tion of African Unity, Association of Southeast Asian Nations, and NATO are
becoming more important in relations between states. In these international
organizations, regular meetings take place on different levels from the heads
of state down to civil servants and experts. At state level, where representatives
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of the executive branch are active in one way or another, these organizations
are only one part of the extensive foreign affairs network that connects the
states. There are regional and international organizations for the legislature
and the courts, where deputies and judges are active. Below state level, net-
works have been created for local communities, cities, and regions that cross
not only state borders but also continents.

In our globalized world, public sector networks are supplemented by net-
works in the private sector, such as the economy, non-governmental organiza-
tions (NGOs), culture, and tourism. Of course, a state can try to isolate all
these private and public networks. We can observe the results of such a policy
on the population in Eastern Europe under communism and still today in
North Korea or Myanmar, the former Burma. In the long run, such a policy is
bound to fail. Traditional foreign policy, as it evolved over centuries, is being
fundamentally transformed by globalization. The costs of transportation and
communication are falling rapidly and have led worldwide to a rapid growth
of private and public networks, and this trend will continue. It is still difficulc
to judge what the effects of such developments will be on the traditional state
and its foreign policy. In any case many world problems can only be solved by
close cooperation between states.

In most developed states, foreign aid has become a part of foreign policy.
As much as I am convinced that it is one of our duties to help poor people in
the Third World, I am also convinced that foreign aid by rich industrial states
to the Third World in its present form is usually not only useless, but often
counterproductive.

A longstanding criticism of state aid to developing countries is that it
involves poor taxpayers in industrial states being forced to finance rich poten-
tates in the Third World, who then invest the money either in their private
accounts or in useless projects in which a few large companies from industrial
states will earn a lot of money. Anyone who has followed the history of for-
eign aid from its beginning during decolonization approximately fifty years
ago will know that state foreign aid has also been used to keep corrupt and
cruel dictators and oligarchies in power. Foreign aid, yes, but not from state to
state: rather it should be from private people to private people, from NGOs
to the people, or from local communities to local communities; and above all
it should only be offered to states that are seriously trying to build democratic
constitutional states with the rule of law and a market economy integrated
into the global world economy.
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State foreign aid should concentrate mainly on helping the Third World to
build up the rule of law and a market economy. For this task no large sums
are required, but rather experienced judges, lawyers, and policemen, who are
willing to spend a few years in one of those developing countries. In addition,
state foreign aid could finance a system of educational vouchers as described
in Chapter 10.3.
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11. A constitution for the state
of the future

In Chapter 10, I described what the state of the future could look like. In
this chapter, I will describe the draft of a possible constitution for such a state.
For reasons mentioned in Chapter 8, the constitution of Liechtenstein has
served as a useful model. A constitution that has developed over decades has
additional advantages, such as experience with regard to the workability of
individual articles or the availability of decisions by a constitutional court that
can be used to interpret the constitution. Where it made sense, the structure
of the constitution with its different chapters and the wording of individual
articles has therefore been maintained. Nevertheless, many articles and some
chapters have been deleted or merged because they have lost their meaning
since they were first adopted in 1862 and 1921 or are of no importance for the
state of the future as described in Chapter 10. A complete draft constitution is
included in the appendix to this book. This chapter serves as a commentary.

The draft constitution is phrased in such a way that it can be used for a
hereditary monarchy or for a republic with an elected monarch as head of
state. A draft constitution relying on the principles of self-determination, the
rule of law, and direct and indirect democracy, is not significantly different
whether it is for a hereditary monarchy or a republic. As a monarch, and
because I give a hereditary monarchy a better chance of surviving over a long
period of time, I have given precedence in my draft to the monarchy and put
the republican equivalent in brackets. In order to avoid giving the reader the
impression that the draft might have been written for a particular monarchy
or republic, the monarchy has been named “Kingdom X” and the republic
“Republic Y.”

Most constitutions and many state treaties have a comprehensive intro-
duction or preamble containing general declarations on the principles or the
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objectives of the constitution or the treaty. Lawyers differ about whether pre-
ambles entitle citizens to rights that they can claim in court. If the declara-
tions in the preamble have no legal consequences, it is better to drop them. If
they have legal consequences, adding to understanding of, and confidence in,
the constitution, these declarations should be integrated into the actual text
of the constitution. The constitution of Liechtenstein never had a preamble
and this has probably spared Liechtenstein citizens a number of unnecessary
court cases. Based on this experience and with the goal of formulating a con-
stitution that is short, simple, and easy to understand, this draft constitution
has no preamble.

The state, with its fundamental principles, purpose, and tasks, is defined
in Chapter I, Articles 1 to 4. To prevent the state from taking over more and
more tasks, Article 2, concerning the state’s duties, emphasizes particularly
that the state has to leave all other duties to local communities or private orga-
nizations. A clear division of duties and political responsibility between the
state and local communities requires a division of the tax authority (Article
3), which has to be equally clear in order to avoid a slow erosion of autonomy
and the right of self-determination at local level. The right of local commu-
nities to leave the state, as regulated in Article 4, will ensure that the state is
transformed from an inefficient monopoly into an efficient service company,
which offers its customers optimum service at a certain price level.

Chapter II, Articles s to 12, regulates the position, rights, duties, succession
or appointment, and possible removal of the head of state. The removal of the
head of state (Article 12) is to be decided in a republic by the constitutional
court and in a monarchy, as in Liechtenstein, by the house law and the ruling
house. For the election of the president of the republic (Article 5) a procedure
has been chosen that should as far as possible avoid polarization within the
people: such a procedure is already in force in the constitution of Liechten-
stein for the selection of judges and is regulated in Article 47.

Chapter III, Articles 13 to 21, defines the rights and obligations of citizens.
Compared with the Liechtenstein constitution, the number of articles has
been considerably reduced: this chapter in the Liechtenstein constitution still
contains a number of articles and regulations that are no longer needed in the
constitution of a state in the third millennium.

Chapter IV, concerning the parliament, Articles 22 to 32, envisages twenty-
five representatives, which is probably the lower limit if the experience of
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Liechtenstein is considered. In a system of proportional representation with
twenty-five representatives, there is a threshold clause of at least 4 percent for
a party or electoral group. For the state of the future, which gives local com-
munities a high level of autonomy, a system of proportional representation
should be a better solution than a system with majority representation, which
requires that the state be divided into individual constituencies. Otherwise
constituencies have to be adapted again and again geographically to a chang-
ing population, in order to prevent some individual votes becoming more
important than others. In the system of proportional representation, differ-
ent states have used different percentages for the threshold clause, usually
between 1 and 10 percent.

In Chapter V, concerning the government, Articles 33 to 37, five members
of government are envisaged, as explained in Chapter 10.1. This should be suf-
ficient even for a large state with reduced state duties, and assuming that the
state of the future will not need a minister of defense or an army. Well-trained
and well-equipped police forces and the surveillance of airspace and territorial
waters would be the responsibility of the ministry of the interior. As explained
in Chapter 12, such units could also be used for peace missions abroad.

In connection with Chapter VI, concerning the courts, Articles 38 to 43,
it should be noted that the procedures for the nomination of judges (Article
39) have turned out to be successful since their introduction in Liechtenstein
in 2003. Candidates have been chosen for their professional qualities, and
political considerations have been disregarded in the appointment process.
Contrary to some fears, so far there has been no conflict between the selection
committee for judges and parliament, and the people have not had to elect a
judge. In a large state, where many judges have to be appointed, such a selec-
tion committee for judges will probably have to delegate some of its duties.

Chapter VII, Articles 44 and 45, covers two areas. Article 44 sets out the
fundamental principles that govern the organization and duties of local com-
munities; and in Article 45 public liability towards third parties is established,
be it at state or community level.

Chapter VIII, Articles 46 and 47, regulates the procedures for changing the
constitution. Another procedure is necessary to transform a monarchy into
a republic or a republic into a monarchy, so as to eliminate the monarch or
president’s power of veto (Article 47). Useful as the veto power of the head
of state may be in a direct democracy, even if it is only rarely threatened and
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even more rarely applied, it must not be misused by the monarch or president
for the purpose of preventing a fundamental change in the form of the state
which is desired by a majority of the people.

Article 47 Paragraph 2 describes voting procedures in case the people have
to choose between more than two proposals. This procedure is already estab-
lished in the constitution of Liechtenstein. The same procedure is envisaged
for the election of the president in the republic (Article 5) and for the election
of judges (Article 39, Paragraph 2), if the people have to choose between more
than two candidates. This procedure is designed to prevent the elimination
in the first round of a proposal or candidate that might be the second-best
solution for a majority of the people, if the preferred solution does not receive
enough votes. In a vote between more than two proposals or candidates, other
voting procedures can mean that a compromise solution does not reach the
second round because in the first round everybody has voted for the solution
he likes best. As a result, very often two extreme proposals reach the second
round of voting and divide the people more than a possible compromise.
The same problem arises if there is only one round of voting and the relative
majority decides.

The final provisions are included in Chapter IX, Article 48. They corre-
spond to the provisions of the Liechtenstein constitution and give the consti-
tutional court the authority to revoke or declare invalid all laws, decrees, and
statutory provisions that contradict the new constitution.

The proposed draft constitution for the state in the third millennium could
also be the basis for an alternative to the much discussed, draft constitution
of the EU. It would be shorter and easier to understand and would therefore
have a better chance of being accepted in a popular vote.

Such a constitution for the EU would eliminate the current highly compli-
cated and inefficient financial arrangements such as subsidies for agriculture,
and the manifold subsidies for states, regions, and projects, as well as indi-
vidual rebates to states. The financial redistribution between richer and poorer
regions inside the EU would be realized through value added tax as described
in Chapter 10.5, which would be simpler, fairer, and more transparent.

Additional changes would, of course, be necessary for the draft EU consti-

tution. States would take the place of local communities. The distribution of
duties, the authority to make laws, and the justice system would also have to
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be regulated in a different way. Should the member states of the EU introduce
within their borders the right of self-determination at local community level
and direct democracy as described in the draft constitution, an incredibly
dynamic Europe could be created. It would be an example for the rest of the
world.

In the case of the EU, the republican model would probably be the right
choice, since the majority of EU member states are republics, and even those
that are monarchies would be unlikely to accept the idea that one of the reign-
ing houses should be given a preferred position. Even though the English
monarchy has a privileged position, based on its history and the importance
of Great Britain both inside and outside the EU, it is doubtful whether even
the British people would wish to give their royal house a politically stron-
ger position inside the EU than in their own country. Ideally the citizens of
the EU could decide whether they would prefer a monarchy or a republican
model. If the citizens were to vote for a monarchy they would then have to
decide in a second vote which family should provide the monarch. If the
citizens voted for a republic they would have to decide every four years which
citizen of the EU should become president.
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12. Strategies to achieve the state
of the future

It is entertaining and intellectually satisfying to criticize existing systems
and to design better ones. In order to realize better systems one needs a strat-
egy or sometimes several strategies to move from inferior system A to superior
system B. It is necessary to take into account the fact that many people are
prisoners of the present system and are fearful to change it because such a
change may carry unforeseeable risks.

Despite my criticisms of politicians, the reader should not forget that those
politicians are even more the prisoners of the present political system than
other citizens. They have grown up in this system and made their political
careers there, and if they turn against their political system, they are usually
expelled by it. Only in a few cases, usually during a political crisis, can a poli-
tician or a group of politicians make fundamental changes to the system. My
family, too, has been and still is today part of this political system. We provide
the monarch for the small Principality of Liechtenstein; we were part of the
political oligarchy of the Holy Roman Empire; and later, we remained, in one
form or another, part of the oligarchic network of Europe.

At least two strategies are needed to realize the states of the future. The first
strategy would be open to existing democratic constitutional states, where the
people have some influence on the future of their state, at least indirectly by
electing the parliament. The second strategy would be appropriate for those
states where the people have no influence on the future of their states through
elections.

The strategy for democratic states is simple, at least in theory. First, it is

necessary to convince the majority of the people that it is necessary to reform
the political structures of the state, and then the elected politicians will carry
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out the wishes of the people. In reality, of course, this is not so simple. In most
cases people are not very interested in politics, and the willingness of politi-
cians to fulfill the wishes of the people is limited.

The present system of indirect democracy offers the political oligarchy
advantages that they might lose, fully or in part, if the improvements proposed
in this book were to be implemented. As in the case of the old aristocracy, the
political oligarchy of today usually ensures that the political oligarch who has
lost his job and his power will not lose all his privileges. In the old days, family
networks inside the nobility took care of that, but today it is the network of
the political parties that takes over this task. Without direct democracy and
the right of self-determination at local community level, indirect democracy
remains a controlled democracy ruled by an oligarchy which has replaced the
mantle of religious legitimation with the mantle of democratic legitimation.
In elections the people can only choose between a black, red, green, or blue
mantle. If no party receives an absolute majority, the oligarchy of the parties
will decide on the color combination. The smaller the ideological differences
between the parties and the more pragmatic their oligarchies, the easier it is to
combine the different colors. As in the old days of aristocratic rule, one of the
main purposes is to keep power and privilege within the party oligarchies.

Nevertheless, the study of history provides examples of citizens suddenly
becoming intensely interested in political problems and bringing about a
change in the political system. In such a case, it is an advantage if a new con-
stitutional concept has already been worked out and can be discussed. I hope
this book would make a small contribution, should such a situation present
itself in one or another state in the future. The discussion should first focus on
the question of direct democracy. Anyone who rejects direct democracy will
also reject the proposed model for the state in the third millennium, because
without direct democracy it will hardly be possible to turn the old state into
a service company for the people.

Not only politicians, but also sections of the population, might reject direct
democracy out of the honest conviction that the majority has neither the
intellectual nor the moral ability to decide about the future of the state, and
that such decisions are therefore better left to an oligarchy or to a monarch,
whether elected or not. Such an opinion must be respected, but logically
those people should also then reject indirect democracy. Experience shows
that it is usually much easier to make a decision on questions of fact than on
personnel matters, especially if this personnel decision relates to a politician
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whom one hardly knows and a party program that might consist mostly of
empty promises. Anyone who believes that the average citizen lacks the intel-
ligence to decide an increase or decrease in taxation which affects him directly
should not burden the same citizen with indirect democracy. What is then
left is an enlightened absolutism, where the monarchs or presidents and oli-
garchs decide for the good of the people. It is doubtful whether this would
be a credible party program for winning elections in indirect democracies in
the long term.

Those people who are convinced about the advantages of direct democracy
should first try to convince politicians to change the constitution, so that the
people obtain the right of direct democracy in those states which currently
only have indirect democracy. This is basically the case in all democratic states
with the exception of Switzerland and Liechtenstein. However, this is not
easy. Leading politicians are skeptical about strengthening direct democracy,
even in states which already have it. This is understandable because direct
democracy reduces the political power of leading politicians in a state based
on oligarchic rule.

The supporters of direct democracy will have to consider establishing their
own party if the resistance in the existing parties is too strong. To establish a new
party is quite difficult in most states and requires time, money, and considerable
patience. However, it is neither likely nor necessary that a newly established
party will become a majority party within a short period of time. It is sufficient
to prove to the existing parties that there are enough voters who want to have
more democracy. The green parties, which have been formed in many states, are
a good example. For a long time, environmental issues were of little interest to
the old parties until a relatively small proportion of votes cast for the green par-
ties led to a reconsideration of the matter. The influence of green parties, even if
they are small and not represented in the government, extends well beyond the
boundaries of their own parties and far beyond their size.

Apart from working with political parties, working with the media is also
important. The media should be natural allies of direct democracy. Direct
democracy gives the media the opportunity to raise political questions, dis-
cuss solutions to problems, and even implement them by popular vote.

The reader may be astonished that up to now the media have not been

addressed in this book, despite the fact that they play such an important
role in a democratic constitutional state. The main reason is that the state
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in the future should not be involved in the media. State radio and television
or state subsidies to the media give politicians the possibility of influencing
the media. The state should restrict itself to laying down the legal framework
within which the media are able to work. This includes the protection of the
private sphere of the individual and the right to demand corrections of false
announcements, which must be published within a reasonable time frame
and to a reasonable extent.

Criticism of many media for their low intellectual and moral content is
certainly justified, but the media are the mirror of our society. The media
report in essence what the public wants to read, to hear, and to see: sensations,
entertainment, gossip, sex, and crime. We have to come to terms with the fact
that most media provide entertainment and not information. Unfortunately,
there are media that intentionally publish false reports if it suits their purpose,
often for political and commercial reasons. Without engaging in long court
cases, it is often difficult to obtain a correction from the media, as I know
from personal experience as the victim of such false announcements. This
somewhat sad situation is, nevertheless, still better than if the media were
under the strict control of the state and the politicians. Direct democracy
and political decentralization might lead to a higher diversity in the media
landscape. At least in Switzerland and Liechtenstein, there is a higher diver-
sity than in states that are much larger but have only indirect democracy and
political centralization.

Political development in democratic states over the last few decades has
shown that direct democracy has gained ground very slowly, but steadily. It
seems that people want to have more democracy, and politicians cannot com-
pletely avoid this trend, even if they are usually successful in restricting direct
democracy. The strengthening of this trend towards more direct democracy
will be the task of all democrats in close cooperation with politicians, parties,
and the media.

It only makes sense to take the next step towards the realization of the state
of the future when this first battle over direct democracy has been won. This
book can only sketch what the state of the future should look like. States will-
ing to take such a step will need to assemble a team of experts with different
backgrounds, who will work out a constitution that respects local wishes and
traditions. States and people are different. What has worked well in one state
might not be the best solution in another. The people of the Principality of
Liechtenstein want a hereditary monarchy, but the people of our neighbor
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Switzerland want a republic. When I established the Liechtenstein Institute
on Self-Determination at Princeton University in 2000, it was with the hope
that sometime in the future this institute might be in a position to offer advice
whenever such concepts are developed. Already today, under the leadership of
Professor Wolfgang Danspeckgruber, the institute has an excellent group of
faculty and members and an international network of renowned experts, from
different continents and cultures, who could be helpful in such projects.

Not only has a constitution to be worked out for the state in the third mil-
lennium: laws have to be adapted for the different legal and administrative
dimensions. Many laws which are already well proven in various states can
be adopted with small changes, while others will have to be rewritten. The
Liechtenstein Institute on Self-Determination could work out drafts with its
faculty, students, and international network of experts. The institute would
welcome ideas regarding the state concept or the draft constitution as well as
the drafts of the individual laws discussed in this book (Liechtenstein Insti-
tute on Self-Determination, Bendheim Hall, Princeton, New Jersey 08544,
USA; email: lisd@princeton.edu).

A democratic constitutional state has at its disposal most of the rules
through which it can be transformed peacefully and without revolution into a
service company that serves the people and not the politicians. It is more dif-
ficult in those states that do not have those democratic rules or in states where
such rules are not worth the paper on which they are written and which call
themselves democratic constitutional states only because it is expedient to do
so. The German Democratic Republic, for example, called itself a democracy,
but it was a prison. When the door of that prison opened, the people started
to flee from the self-appointed workers’ and farmers’ paradise.

In the past the behavior of democratic states towards dictatorships was
often guided by political realism or opportunism. In a number of cases the
most serious violations of human rights did not disturb the close cooperation
with those states; on the contrary, they were often denied or played down.
Left-wing politicians and media kept silent about violations committed by
left-leaning dictatorships, and those on the right were silent about dictator-
ships of the political right. There were military interventions against a number
of dictatorships by democratic constitutional states only after those dictator-
ships attacked other states, for instance, the war against the Third Reich under
Hitler or against Iraq under Saddam Hussein. There have also been a number
of military interventions against dictatorships in cases of serious violations of
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human rights such as the murder or expulsion of large groups of the popula-
tion, for instance, in the former Yugoslavia. In a number of other cases where
a military intervention would have been feasible, the democratic constitu-
tional states stood by and watched, especially in Africa, or waited so long that
it was no longer possible to save thousands of innocent people.

It should also be remembered that the United States intervened militarily in
Latin America again and again before and after the Second World War, usually
with the aim of toppling a dictatorship and introducing indirect democracy
according to the American model. Nearly all these attempts failed miserably,
and some corrupt oligarchies and dictators resumed power.

In cases of serious violations of human rights or of genocide, democratic
constitutional states have to determine when one stands by and does nothing
and when one intervenes. In a globalized and electronically integrated world
with a multitude of personal contacts from tourism, trade, the service indus-
try, etc., it is becoming increasingly difficult for politicians in democratic con-
stitutional states to stand by and do nothing. Seventy years ago, it was still
possible to send back Jewish refugees whose lives were threatened in their
home country. Today, refugees can still be sent back to Africa or Asia. The
question is: for how long? On the one hand, the pressure of public opinion
to save those people will become stronger and stronger because of the global
integration of the media and the many personal relationships in a globalized
world. On the other hand, there has not been a successful recipe up to now
for turning a dictatorship into a democratic, constitutional, and economically
successful state by military intervention.

The successful transformation of Germany and Japan after the Second
World War into democratic constitutional states with indirect democracy and
a successful market economy was mainly the famous exception that proves
the rule. It is easy to overlook the fact that Germany and Japan had been con-
stitutional states with indirect democracy and a more or less successful mar-
ket economy until the world economic crisis, when national socialism and
nationalism took over. The world economic crisis of 1929 triggered a nation-
alistic wave that engulfed economic sense in a protectionist sea. International
trade collapsed, and the economic crisis became worse. Among the large states,
Germany and Japan were specially hit because they had, relatively speaking,
few natural resources and were more dependent on trade than other large
states. They had no colonial empires, and a nationalistic ideology demanded
wars of conquest in order to become independent of trade.
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After their military victory, the allies more or less restored the political
situation in Germany and Japan as it had been before the nationalistic dicta-
torships took over. Unfortunately, subsequent military interventions and the
whole process of decolonialization were, with few exceptions, less successful.
Sooner or later, corrupt dictators and oligarchies again came to power and
destroyed the democratic constitutional state and the market economy with
promises to realize heaven on earth through nationalistic and socialistic ide-
ologies. Since the traditional democratic constitutional states had also been
infected after the Second World War by nationalistic and socialistic ideologies,
the same medicine was and still is prescribed, namely a state with indirect
democracy that is supposed to bring heaven on earth to the people. This can
be compared to a doctor who has prescribed to his patients the same medicine
for decades, despite the fact that in over 9o percent of the cases the medicine
is deadly and the chances of healing are less than 10 percent. Such a doctor
would not only have been banned long ago from his profession, but he would
face civil and perhaps even criminal charges.

Traditional democratic constitutional states have to accept that for decades
their “medicine” has turned out to be deadly in most cases, but on the other
hand that there will be “patients” where it is simply not possible to stand by
and do nothing. If the people in democratic constitutional states watch TV
coverage of the mass murder of innocent people in another state without
emotion and without asking for intervention, we would have cause to worry
about the situation in these constitutional states. Will the same people also
stand by and do nothing in their own state, perhaps if an unpopular minority
is murdered? In a globalized world we will have to take into account the fact
that people in democratic constitutional states will put increasing pressure on
their politicians to intervene in dictatorships where people are being expelled,
oppressed, or murdered. Compassionate speeches, some prayers, and a few
sanctions, which do not harm anybody, will not be sufficient in the long run.
Simply to take in all the refugees is no solution either.

Ideally, democratic constitutional states should agree within the framework
of the UN under what conditions a member state of the UN should be sub-
jected to military intervention, and how it can be ensured that after such an
intervention a state would emerge that is democratic, follows the rule of law,
and is economically successful. Such a state will not produce political and
economic refugees. However, perhaps I am too pessimistic, but it does not
look as if in the foreseeable future such a concept can be worked out within

the framework of the UN.
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I therefore want to propose an alternative however controversial, which
might have a better chance of success. I have been making politically con-
troversial statements since I was a student and continued during my time as
head of state, so I am not afraid of controversy now, after my retirement from
active politics. My experience has been that controversial discussions very
often produce better results than too much diplomacy. If someone produces a
better solution to this problem than what I propose, then all the better.

Realistically, only the United States, as the last remaining superpower, has
the military, financial, and political capability to carry out a large military
intervention in a relatively short time. The United States has recently shown
in Iraq that it can, under difficult circumstances, carry out a successful mili-
tary intervention in a short time. From a military standpoint the allies were
not needed; indeed they probably made the military intervention rather more
complicated. Rapid progress in military technology might well complicate
the coordination of military forces from different states. Much can, therefore,
be said in favor of leaving the purely military side of such an intervention to
the United States. The other democratic constitutional states can then con-
centrate on the transformation of such a state into a politically and economi-
cally successful state after the military intervention.

This would mean that only the US government would decide about a major
military intervention; but in reality this is already the case. Nearly all demo-
cratic constitutional states which have the capability of intervening militarily
in another state are more or less dependent on the United States for military
technology, military intelligence, and transport capabilities. It will become
increasingly difficult for a democratic constitutional state to intervene in
another state against the will of the United States. As early as 1956, the United
Kingdom, France, and Israel had this experience, when they occupied the
Sinai and the Suez Canal. Under American pressure they had to retreat.

As it would be up to the US government to decide when, where, and how
a military intervention should take place, I have refrained from wasting many
words on this subject. Nevertheless, a military intervention by the United
States will only be a long-term success if it is possible subsequently to estab-
lish a functioning democratic constitutional state. It is therefore advisable for
the United States to reach an agreement beforehand with other democratic
constitutional states about the circumstances in which a military intervention
should take place and what has to happen immediately afterwards. For a dic-
tatorship that despises human rights, such an agreement and its publication
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would act as a deterrent. Those dictatorships would have to reckon with a
more or less automatic military intervention and the transformation of their
state into a democratic constitutional state, if they violate human rights in a
serious way.

There are good reasons to separate military intervention in a state such
as Iraq from the other tasks. The highly mechanized American task forces
are trained and equipped to eliminate as quickly as possible enemy military
forces with a minimum of casualties on their own side, to gain territory, and
to reach tactical and strategic goals. Even if, at the beginning, the population
welcomes such an army as a liberator, historic examples have shown repeat-
edly that foreign military units are not equipped and trained to maintain law
and order or to build a democratic constitutional state and an efficient market
economy that can be integrated into the world economy. The United States,
as the leading military power, should withdraw as quickly as possible after a
successful military intervention, and leave those other tasks to a partner who
is well prepared for them.

The EU could be the partner to take over the task of building a democratic
constitutional state with a market economy. Nearly all former colonial powers
are now members of the EU. Through these former colonial powers, the EU
has at its disposal a diverse and extensive network in all continents. World-
wide, the EU is the largest trade bloc, and the euro is the most important
currency next to the dollar. The EU has established laws for its members that
also give non-members the possibility of economic integration within the
framework of the European Economic Area (EEA). Instead of maintaining a
multitude of smaller military forces in the individual EU states, which cost
a substantial amount of money, have doubtful military value, and are more
or less dependent on the United States, it would be more appropriate to set
up a new type of force that would be in the position to help to transform the
state in question into a democratic constitutional state immediately after a
military intervention.

What should such a task force look like? It should include highly mobile
police units that could maintain law and order immediately after the fighting
has ended. These would require helicopters and surveillance drones in order to
control large territories. They would require people who know the conditions
in the area as well as the language of the local population. One unit would
be needed to train or retrain the local police force. Police units which have
been trained and used by a dictatorship have to be retrained if they are to be
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used in a democratic constitutional state. If the external security of this state
is guaranteed by the United States and the other democratic constitutional
states, the army of that state could be dissolved. Armies are an economic
burden for those states, are often a threat to the domestic policy of a young
democracy, and might be a threat to neighbors. The members of the dissolved
army should have the opportunity to become members of the new police unit
after adequate retraining. This would prevent soldiers who have been trained
in the use of weapons from remaining unemployed and becoming a reservoir
of recruits for national and international terrorist organizations.

As well as police units to keep law and order in such a state, it is neces-
sary to have a constitution and laws that meet the standards of a democratic
constitutional state. This means that even before a military intervention takes
place, a new constitution for the state has to be worked out and existing laws
have to be adapted. Lawyers who are citizens of this state should be retained as
advisors. In many cases these will be individuals who are close to the political
opposition or have been in exile. Since an opposition in exile is often deeply
divided and not representative of the whole population, such individuals who
are former exiles should not make the final decisions about the new constitu-
tion or the adaptation of the existing laws. Those decisions should rest with
the EU or with those democratic constitutional states that have taken upon
themselves the responsibility for maintaining law and order and rebuilding
a democratic constitutional state. There is no reason not to publish the new
constitution and the adapted laws before a decision on a military intervention
has been made. On the contrary, this could increase the political pressure on
the dictatorship to reform.

In a dictatorship the state has usually taken on many duties that would
be undertaken in a democratic state at the community or local level or by
private enterprise. The constitution and the laws should therefore correspond
to the state of the future as described in this book, because it will be diffi-
cult enough for a new democratic constitutional state to maintain the rule of
law and be economically successful. To achieve this, transitional regulations
must be worked out. Property which has been expropriated by the state must
be returned to its former owners. Where this is not possible, compensation
should be paid from the proceeds of all state property that is to be privatized.

The police, the constitution, and the law are just one side of the democratic

constitutional state. A constitutional state needs independent courts and well-
trained judges. The EU, with its cultural and linguistic diversity, should be
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able to provide a team of lawyers who would be available as independent
judges and as instructors for a number of years. It is especially important for
such a legal team to follow closely the decisions of the highest courts. The best
constitutions and laws can, intentionally or unintentionally, be deprived of
their force through poor decisions by a court.

In addition to security and legal issues, the EU would have an equally
important role to play in economic stabilization and development in a new
democratic constitutional state. One way of promoting economic stabiliza-
tion and development would be to allow the new state membership of the
EEA (whose current members are the EU states, Iceland, Liechtenstein, and
Norway). This would give a new democratic constitutional state free access to
the whole European market and would guarantee the implementation of the
economic regulations of the EU. Experts from the EU or EEA would advise
and train the administration of such a state on how to implement these regu-
lations. From an economic point of view, this would be advantageous both for
the new state and for the EU. The EU would gain better access to the markets
of the new state without having to grant it EU membership, which—even if
it were geographically appropriate—would be politically difficult and would
cost the EU much more because of high subsidies for agriculture and other
areas.

The EEA offers the possibility of imaginative and flexible economic solu-
tions. The Principality of Liechtenstein is a member of the EEA and Switzer-
land is not, but Liechtenstein has a customs union with Switzerland. Products
that meet the specifications of the EU can be sold freely on the Liechtenstein
market, but if they do not meet Swiss specifications, they cannot be exported
from Liechtenstein to Switzerland. On the other hand, Swiss products that
cannot be exported to the EU because they do not correspond to EU speci-
fications can be sold without problems in Liechtenstein. To be able to sell
products and services corresponding to different specifications in the same
market is even more important for a member state of the EEA outside Europe
than for the Principality of Liechtenstein, because regional trade with non-
EU states will be more important.

How large would an EU task force need to be to carry out the role of
building a democratic constitutional state? If one takes a state of the size and
population of Iraq as an example, such a task force, comprising police, judges,
and other experts, would probably have to consist of about 200,000 people in
order to restore law and order as rapidly as possible. This would mean about
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ten task force personnel per 1,000 inhabitants. There are experts who say that
the number should be twenty-five per 1,000: experience has shown, however,
that task forces with fewer than ten members per 1,000 inhabitants have also
been successful. Success is probably less dependent on numbers than on the
political goals of the intervention, the strategy followed, the leadership, the
training and equipment of the total task force, and, of course, the terrain.
However, at the beginning it is better to err on the high side than, as in Iraq,
on the low side.

The police would be by far the largest unit in such a task force. However,
this number could be reduced rapidly as soon as local police units were avail-
able. How long the other experts would have to remain would depend on
how long it would take to build an economically successful, democratic con-
stitutional state. The courts might also have to deal with the difficult problem
of judging possible crimes by the old dictatorship. Much tact and sensitivity
would be needed to avoid opening old sores, inspiring acts of revenge, and
turning criminals into martyrs. In such a situation the local population would
probably have more confidence in the objectivity of foreign judges than in the
judges of the old regime.

If such a task force of about 200,000 members is compared with the much
larger and more expensive military forces of the EU member states, it is clear
that the task force would be a smaller burden from a financial and human per-
spective but would have a much more positive influence in the world today.
The costs could be further reduced if members of this EU-led task force were
mainly recruited from the Third World. An additional advantage would be
that people from Third World countries would receive good training that
would be useful when they returned home. The task force would have an
international makeup, if possible recruited mainly from the regions in which
they would be most likely to be deployed. Its language would have to be
English, not least because of the close cooperation that would be necessary
with the United States. As the task force would be active in different regions,
language skills are important: ideally, each member of the task force should
speak at least one other language besides English.

What would have been different, taking Iraq as an example, if such a task
force had been available? Years before the intervention a new constitution
for Iraq could have been worked out and laws adapted; furthermore, all this
could have been published. Refugees from Iraq could have been recruited and
trained as policemen, judges, and lawyers. At the beginning of the military
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intervention, the EU task force could have taken over areas liberated by
American military forces and introduced law and order. The population could
have been informed by the media and leaflets about their rights and duties,
including those concerning the military forces of the United States and the
police forces of the EU. If the EU wants to set up a democratic state, it should
grant the population the same rights as its own population in order to prevent
unauthorized acts on the part of police units and the US army.

In areas controlled by the EU police units, the population should be
registered immediately and given forgery-proof identity cards with the usual
personal information, including residential address; and when the fighting
ends, at the earliest possible date, local elections should take place in rea-
sonably safe areas. Such local elections are important as a first step because
a stable and working democracy has to be built from the bottom up, par-
ticularly in a state that has never been a working democratic constitutional
state or where a dictatorship has destroyed those structures. Through local
elections, the EU would gain partners who would enjoy the support of the
population. If one tries to build a democracy from the top down, by having
first a general election for a parliament or a constitutional convention, this
gives the old or the new oligarchy the chance to take over political power.
Then the state will not serve the people but will serve the oligarchy, and, in
the worst case, the state would return to a dictatorship after the EU task
force has left.

Such an approach would have immediately given the Iraqi people at least a
local administration with a democratic legitimation in a large area of its terri-
tory. This would have been possible in the areas of the Kurds, the Shiites, and
even in some larger Sunni areas. In reality, however, a different solution was
applied. Military units with excellent training for fighting a war, but with-
out any training as a police force, were expected to maintain law and order
immediately after the fighting had ended in a state where the rule of law had
been destroyed many years ago. In such a situation, the army of the liberator
rapidly becomes the army of occupation. Without doubt, this made it much
easier for the supporters of the old dictatorship in Iraq, together with other
extremist forces, to organize armed resistance.

Besides the total collapse of law and order immediately after the liberation
of Iraq, an additional reason for the rapid loss of sympathy and credibility
was the inability of coalition forces to repair important parts of the destroyed
infrastructure. In the planning stage, the EU task force in close cooperation
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with the United States could have made a comprehensive study of the condi-
tion of the infrastructure, expected war damage, and how the infrastructure
might be improved. Often it is possible not only to repair war damage, but
with little additional effort, to actually improve the infrastructure—transport
and communication networks, the supply of water and electricity, and so on.
It is important also to make early plans for the possibility of a refugee problem
and how to care for and house refugees.

The extent to which local companies and local labor might be used should
also have been investigated at the planning stage. The faster the local econ-
omy takes off, the smaller the danger that terrorist networks will emerge or
that guerrilla warfare will break out. A high unemployment rate, especially
if there are many unemployed people with military training as there were in
Iraq, helps local and foreign extremists to delay or even prevent the establish-
ment of an economically successful democratic state with the rule of law. For
military intervention to succeed, the people must see rapid improvements
compared to the situation in the old dictatorship. This is only possible if from
the beginning the framework for the state is shaped as described in Chapters
10 and 11.

Before the general election for a parliament and the formation of a govern-
ment, the EU task force would have to privatize state companies, even though
such a move would be unpopular with large segments of the population. In
this case, proceeds from the sale of state property should be used to finance
the funded pension system as described in Chapter 10.2, and not to pay back
the national debt. Whoever does business with and gives credit to an inhu-
mane dictatorship has to know that certain risks are involved and that loans
might not be repaid.

The rapid privatization of state enterprises, especially of the infrastructure,
is important for another reason. In a dictatorship, but unfortunately not
only there, state enterprises are all too often used to employ and serve the
friends and supporters of the dictatorship. In addition, these are only rarely
well-managed, modern enterprises, and retaining them would delay or even
prevent economic development. If privatization is left until after the general
election and the formation of the government, there is a danger that support-
ers of the old dictatorship in state enterprises will be fired, even if they are
honest and competent, to be replaced by supporters of the new government
who might be neither.
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Only after local elections have been held, local administrations have started
to work at their new tasks, and the newly trained local police forces and judges
have taken up their responsibilities, does it make sense to hold parliamentary
elections and appoint a new constitutional administration. Until then a pro-
visional government would be in office that would have to cooperate closely
with the representatives of the EU.

Even if the proposed model had been used in Iraq, it might have been dif-
ficult for EU police units to restore law and order within a reasonable time
frame and at reasonable cost inside the so-called Sunni Triangle. Experience
shows that with the support of part of the local population, it is rather easy to
initiate acts of terrorism and guerrilla warfare in cities or in difficult terrain. In
such a situation, the best strategy is probably to cut off and isolate the region
and to prevent the spread of terrorist activities to other regions. Refugees
should, of course, have the chance to leave the region, and strictly humanitar-
ian aid should be let in. Highly mobile police units equipped with helicopters,
surveillance drones, and other high-tech equipment should be able to cut off
those areas with the support of American military units. Step by step, areas
that are easier to control would be occupied, with the aim of isolating the dif-
ferent centers of terrorism and giving the refugees the possibility of returning.
However, it would take time and patience for law and order to be restored in
all regions and local elections to be held.

It would be wrong if development toward a democratic constitutional state
were to be slowed down significantly or stopped only because it was taking
so much longer in one region than others. If, for instance, it was not possible
to restore law and order in one part of the Sunni Triangle within a certain
time span, this area would have to be separated from the rest of Iraq. In the
more peaceful parts of the country, elections for parliament would take place
and the government would be appointed; step by step, the state of the future
would be realized with its responsibilities for foreign policy and the mainte-
nance of law and order. Only when this process had come to a positive end
should the EU task force withdraw its last police units and judges and give
local communities the right of self-determination. In the state of the future,
there would probably be no reason even for Kurdish communities in Iraq
to leave the state, all the more because the Kurds have always been divided
among themselves on both political and other lines. Many Kurds might be
afraid to find themselves part of a nationalistic and socialistic Kurdish state
and might prefer to remain citizens of the state of the future.
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A politically and economically successful Iraq, integrated into the world
economy and a member of the EEA, would become more and more attractive
for those areas of the Sunni Triangle where it had not previously been possible
to establish democracy and the rule of law. Support for the terrorists would
decline because they would never be in a position to offer any future for a
population that was completely dependent on external humanitarian aid.

There is much to be said for determining the maximum time frame for any
intervention before it takes place. The fundamental problem is twofold. On
the one hand, it takes years to build a modern, democratic, economically suc-
cessful constitutional state, as described in Chapters 10 and 11. On the other
hand, the proposed time frame should not be too long, as that would create a
number of new problems, specifically:

1. A long-lasting intervention weakens reformist forces in the state and turns
it into a de facto colony of the EU.

2. Without a clearly defined time frame, which is to be adhered to even in
the case of failure, anti-democratic forces are strengthened. A number of
member states of the EU were once colonial powers and could be quickly
accused of colonialism, even if this was unjustified. The anti-democratic
forces would then try to legitimize themselves through religion or an ideol-
ogy such as nationalism.

3. A time limit obliges those political forces that are interested in maintaining
the state to cooperate with the EU in the process of building a democratic
constitutional state, because otherwise the state will fall apart as a result of
the right of self-determination.

4. An intervention that remains unsuccessful after many years commits EU
resources that could be better used elsewhere. Furthermore, political sup-
port in the member states for future missions will be undermined.

5. Even a failed intervention, which has been concluded within the predeter-
mined time frame, offers the opportunity to analyze mistakes, to review the
concept, and to implement improvements.

Provided that the United States and the EU were to provide sufhicient

human and material resources from the beginning, the first phase of any
intervention could be concluded within four years. To return to the example

_172-


Jaime L
Resaltado


STRATEGIES TO ACHIEVE THE STATE OF THE FUTURE

of Iraq, 200,000 soldiers would have successfully completed the purely mili-
tary aspect of the intervention. A further 200,000 people, supplied by the
EU, would have ensured law and order and train police forces and judges. US
troops could have been withdrawn from peaceful areas where local elections
had been held and would have been transferred to those areas where, due to
a lack of security, no local elections were held. Within these four years, the
destroyed infrastructure would have been rebuilt or improved in order to
privatize it alongside other state-owned enterprises by the end of the four-year
period.

Upon successful completion of the first phase, the remaining US troops
would have been withdrawn, and nationwide parliamentary elections held. In
this second phase a democratically legitimized government would have set out
to prove with the support of the EU that a state, as prescribed in Chapters 10
and 11, is beneficial for the entire population. Toward the end of this second
phase, the population would be given the opportunity to exercise the right to
self-determination at local level and thus to withdraw from the federal state.
If this right was not exercised within a few months, the EU could begin to
withdraw its police units and judges and gradually transfer the responsibility
for law and order to the new, democratically legitimized government.

If certain local communities, cities, or regions vote to withdraw from the
federal state during this second phase, the decision is to be respected. It is
also possible that there will be municipalities and regions that reject the fun-
damental principles of the democratic constitutional state and the market
economy. This wish would also have to be respected, but membership in the
EEA would of course no longer be possible. Aid programs of the EU and
other organizations and states would have to be stopped in such a case and
limited resources concentrated on those regions that are prepared to commit
to the fundamental principles of the democratic constitutional state and the
market economy.

The second phase, like the first, would have to be concluded within four
years. A successful intervention should result in one or more democratic states
that are integrated economically into the EEA and are responsible for their
own domestic security. The United States or the EU would be responsible for
guaranteeing external security. This assurance would be of particular impor-
tance for a state like Iraq in case it falls apart into Kurdish, Shiite, and Sunni
areas.
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It would be a very positive development if the EU could somehow manage
to realize an intervention of this kind during the next few years. The example
of Bosnia-Herzegovina, admittedly on a smaller scale, closer geographically to
the EU, and not yet a success, shows what can be achieved by a combination
of the use of military and police task forces and the possibility of integration
into the EU. The people in the “invaded” states would be happy, the United
States would be happy, and the EU could show to the world an exemplary
economic and political success.

Perhaps economic associations such as the North American Free Trade
Agreement or the Association of Southeast Asian Nations might join in the
economic reconstruction of those states by offering either direct or indirect
membership in their associations. As the example of the Principality of Liech-
tenstein shows, membership of the EEA does not exclude membership of
other economic associations in which industrial products and services are sub-
ject to different regulations.

Nevertheless, for a long time there will still be states in which there are
serious violations of human rights, but where military intervention is not
possible for various reasons. As with the former Soviet Union, the democratic
constitutional states will have to content themselves with standing by and try-
ing to prevent the further spread of such dictatorships which violate human
rights.

There is always the hope that sooner or later leaders might emerge who are
willing to make fundamental reforms, as in the Soviet Union. The model of
the state of the future, as described here, gives political leaders greater pos-
sibilities for reforming the state rather than destroying it, as happened with
the reforms of Gorbachevw.

It might well be that this new state model is easier to realize in developing
countries than in the highly developed states of the West. The transfer of the
European and the American state model to the Third World has with few
exceptions not been very successful. Third World countries have little to lose
but much to gain by introducing a new state model.

It would not be the first time in history when less developed regions of the
world have overtaken states in the more highly developed regions through
fundamental reforms and a new state model. We have only to think about
Persia, Ancient Greece, the Roman Empire, Europe of the second millennium,
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or the United States and Japan in the 19*" and 20" centuries. In the globalized
world of the third millennium, such developments will probably take place
much faster and perhaps more peacefully than in the past, comparable to the
competition between companies in a free globalized market economy.
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13. A perspective on the
third millennium

With the first human, a strange being stepped on to this planet—a being
with a certain genetic relationship to the apes and other animals, but in some
fundamental ways different from all the animals that have lived here over
the last 500 million years. Genetically and behaviorally humans had to adapt
very little to their environment, but nevertheless they spread very rapidly
over all continents and climatic zones with the exception of Antarctica. In
areas to which humans were not genetically suited, they understood rapidly
how to adapt their immediate environment to their needs, for example by
building houses and boats and making clothes to protect themselves against
bad weather. Our different skin colors should not mislead us: under the skin
human beings are hardly different from Australia to Greenland. The genetic
difference between two neighboring groups of chimpanzees in the same Afri-
can jungle seems to be greater than that between an Eskimo and an Australian
Aboriginal.

All nationalistic ideologues as well as enemies of globalization should
remember this when they divide humanity into different races and when they
want to establish reservations to prevent the exchange of genes, goods, and
services between them. Those enemies of globalization who jet across the
planet from one demonstration to another particularly lack credibility. Many
of them are certainly idealists with the best of intentions, but like the young
idealists in the 20" century who were inspired by dangerous ideologies that
ignored human rights, their actions might achieve the exact opposite of what
they hope for. Instead of stressing the differences between human beings and
thereby stirring up conflicts, we should emphasize what we have in common
and search for solutions that make it possible for all people to live in peace,
freedom, and prosperity.
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Whether we like it or not, we human beings are a large family who often
quarrel but equally can love each other. There will always be differences of
opinion and quarrels, but they do not have to lead to murder and war. Bud-
dhism, Christianity, and other important religions have long taught us that we
should behave well even towards our enemies, as if they were our neighbors or
family members. What important figures have recognized as right hundreds
or even thousands of years ago is more true in our time of globalization and
rapid technical progress. Murder and war might have shaped human history
to a large extent, but less and less can we afford such behavior. On the one
hand, modern transportation and communications have brought humanity
much closer together; and on the other, modern technology has given smaller
and smaller groups access to the most terrible weapons.

The wheel of history cannot be turned back. Humanity has to recognize
as quickly as possible that the ideologies of the 19® and 20 centuries were
dangerous cul-de-sacs. If humanity wants to survive in the long run, it has to
break out of these dead ends of evolution. Perhaps for the first time, there is
the possibility of turning states into peaceful service companies, which will
not only serve oligarchs and monarchs, elected or not.

For this transformation process to succeed, it is not sufficient to create
traditional states with the rule of law, indirect democracy, and a monopoly on
their territory. This model has failed over the last two hundred years; and even
where it does function more or less well, it seems as if the people work mainly
for the state and not the other way around. The process of transforming the
state from a demi-god into a service company that serves the people will only
be possible if direct democracy replaces indirect democracy, and if the state’s
monopoly on its territory is broken up by the right of self-determination at
local community level.

For many people this might look like utopia, especially for those people
living in states that are still far from being democracies with the rule of law.
However, have not many visions of past centuries become reality? Should
humanity cling desperately to a state model that dates from the agrarian
age? One thing is fairly certain: in the third millennium the state model of
the agrarian age will sooner or later disappear, just as the state model of the
hunter-gatherers has disappeared. The only question is whether it will disap-
pear peacefully or in a world war with weapons of mass destruction.

If hunter-gatherers required a large territory to feed themselves, the
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necessary territory shrank drastically during the agrarian age. Before the agrar-
ian age, nearly everyone had to look for food in order to survive, while now,
at the end of the agrarian age, a farmer can feed ninety-nine people and the
area required has become smaller and smaller because of higher yields. This
development is far from over. This planet can feed many more people if our
scientific knowledge is used in a sensible way and the environment is pro-
tected accordingly. Worldwide, the number of farmers will fall drastically in
the future. In addition, modern agriculture has hardly anything in common
with traditional agriculture.

The process of globalization advances rapidly, and those states that believe
they can escape this process will not survive in the long term because they will
simply not be sufficiently competitive. Globalization makes us into the large
family that we have always been in reality. Today, humanity has to choose if it
wants to shape this transformation process more or less peacefully or if it wants
to proceed, as in the past, but with weapons that have become increasingly
dangerous and that might one day destroy humanity and its environment.

The study of history reveals that states have life cycles just like the individual
humans who created them. They come and they go, they are born, they grow,
their frontiers change, they decay and dissolve again. This is a natural process,
which people should contemplate in a more relaxed way and be prepared to
shape peacefully.

Hardly any state existed inside its present borders two hundred years ago.
States like France, Spain, Portugal, or England with their colonial empires
were larger than today and others like the United States much smaller. The
United States grew much larger only during the 19™" century through the con-
quest of large areas in the south and west and the acquisition of Alaska. Even
Switzerland increased its national territory in the middle of the 19® century.
The Principality of Liechtenstein is one of the very few exceptions whose ter-
ritory has not changed over the last three hundred years.

The coming and going, the growth and decay of states, have unfortunately
rarely been peaceful processes: revolutions, civil wars, and wars of conquest
accompanied both the birth of states and their disappearance. Homo erectus,
two million years ago, was probably not a peaceful man, and one can assume
that he decided disputes over his territory on the battlefield with his weapon
in hand. I doubt whether we can afford this luxury in the third millennium.
In deciding the life cycle of a state, the weapon in hand on the battlefield
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should be replaced with the ballot in hand at the ballot box according to the
rule of law in a democratic state.

Physically, socially, and genetically humanity is still in the age of the hunter-
gatherer, and intellectually and in state structures in the agrarian age; but in
reality the age of space travel has already started. At the beginning of the space
age, we can see that completely new dimensions are opening up for human-
ity. We have only to grasp them instead of fighting each other. At the end of
the 20™ century, individual states in national competition—with substantial
financial expense and technical effort—opened up the door of the space age.
At the beginning of the 21st century, private business is gradually taking over
the role of the state in space. For most people it is still very difficult to imagine
that the future of mankind lies in space. Yet it was also impossible for the first
people in Africa to imagine that humans from Africa would settle over most
of the planet in about 100,000 years.

Humanity will probably overcome the limits of our solar system and spread
over the galaxy in a shorter time than was necessary to settle our planet. The
often heard argument that no spaceship can fly faster than light, and that
therefore humanity cannot overcome these huge distances within a reasonable
time span, seems, after careful analysis of the theories of Einstein and others,
to be perhaps not the insurmountable hurdle that is often maintained. To deal
with this question in more detail would go beyond the scope of this book, but
there are theories in physics indicating that these huge distances can possibly
be overcome in a relatively short time. Eminent scientists have been meeting
regularly and privately over a number of years to discuss such theories. The
American space agency NASA has also organized such meetings to discuss
possible technologies that might one day replace conventional rocket science
and make space travel beyond our solar system possible.

In the 19™ century the idea that people might one day fly to the moon
was pure utopia. At that time scientists had no serious theories that would
have made such flights possible. In the second half of the 20" century, man
flew to the moon and landed there. At the beginning of the 21st century,
there are theories about how to realize manned interstellar space flights with a
short traveling time, but it will probably be decades before science can prove
with certainty that those theories can be realized in practice. And it might
be centuries before humanity starts to settle all over our galaxy. Nevertheless,
surprises are always possible in science. Any 19th-century scientist who dared
to predict that less than a century later people would fly to the moon would
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have been called an unrealistic dreamer. A scientist who dares now, at the
beginning of the third millennium, to predict that humanity will be techni-
cally able to settle the galaxy at the end of the third millennium could turn
out to be overcautious.

Research during the last few years has shown that life on planet earth has
been almost destroyed several times over the last 800 million years due to
extreme climate changes. We do not know exactly why those climatic disasters
occurred, but calculations show that a collision with a celestial body, whose
diameter is only a few kilometers, could lead to such catastrophic effects.
There are thousands of such celestial bodies in our solar system, whose orbits
vary considerably and therefore cannot be calculated exactly over long peri-
ods of time. We humans are all sitting here on planet earth in the same boat.
Instead of waging wars with each other, we should, first of all, ensure that this
boat is in excellent condition so that future generations can live on it and,
second, make an effort to guarantee that one day humanity has additional
boats at its disposal.

To settle our galaxy would be a very large step for humanity. Nevertheless,
it is a step that from today’s viewpoint is smaller than the settlement of the
polar regions by a being originating in the hot regions of Africa. The human
mind was able to overcome all those obstacles. It is not the large distances that
are the obstacle but our intellect, which is still strongly shaped by the behav-
ior and thinking patterns of the agrarian age. We have to free ourselves from
these bonds to give humanity the freedom to open up new dimensions.
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Appendix: A draft constitution for the
state in the third millennium

Constitution of the kingdom X [the republic Y]
Chapter I: The kingdom X [the republic Y]

Article 1
1) The kingdom X [the republic Y] is a state confederation on a democratic
and parliamentary basis which shall serve the people within its borders so that
they can live together in freedom, peace, and prosperity.

2) The authority of the state is vested in and issues from the king [president]
and the people. It shall be exercised by both in accordance with the provisions
of this constitution.

Article 2
1) It is the duty of the state to represent the interests of the people and
the state in relations with other states, state confederations, and similar
organizations.

2) It is the duty of the state to issue laws and decrees which enable the
people to live in freedom, peace, and prosperity, especially those regulations
concerning education, social security, health, transportation, and the environ-
ment and regulations concerning the autonomy and the duties of the local
communities.

3) It is the duty of the state to ensure that the constitution, the laws, and

the decrees are observed. To serve this purpose the state will finance the courts,
the state prosecution authorities, and the police.
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4) It is not the duty of the state to own or to administer institutions, which
are active in education, social security, health, transportation, or any other area.
These institutions are to be owned and administered by local communities,
associations of local communities, private business, or private organizations.

Article 3
1) To finance its activities, the state is entitled to all the revenues from indi-
rect taxation such as value added tax, customs duties, or other duties where
applicable. The local communities are entitled to tax sovereignty in respect
of all direct taxation on individuals and legal entities, whereby the state has
the authority to lay down the basic rules concerning direct taxation to avoid
abuses and conflicts between the local communities.

2) The state shall be sparing with its revenues and shall achieve each year
surpluses which are to be distributed to the local communities in proportion
to the number of their inhabitants. A portion of the surpluses may be distrib-
uted by the state according to the law in the form of educational vouchers to
persons who are subject to compulsory school attendance.

3) The state is not permitted to issue guarantees or to raise loans except in
special situations, which are to be covered by law. Those laws are subject to
referendum in accordance with Article 31. After ten years at the latest loans
have to be repaid through surpluses of the state and guarantees cancelled.

Article 4

1) Changes in the boundaries of the territory of the kingdom [republic]
may be made only by virtue of law. The individual local communities have
the right to leave the state confederation. The majority of the citizens with
voting rights residing in the community shall decide about the initiation of
the proceedings for a withdrawal of the community from the state. The proce-
dure for withdrawal can be regulated either through law or by a state treaty on
a case-by-case basis. In the case of a state treaty a second vote shall take place
in the local community after the treaty negotiations have been concluded.

2) Changes of boundaries between local communities, the creation of new

local communities, and the merger of existing ones require a majority vote by
the citizens with voting rights who reside in those local communities.
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Chapter II: The king [The president]

Article 5
The succession to the throne, hereditary in the Royal House, the coming
of age of the king and of the crown prince, as well as any guardianship which
may be required, are to be determined by the laws of the Royal House.

[The president shall be elected in a free and secret vote by the citizens
with voting rights for a period of office of four years. Re-election is possible.
The election of the president has to take place six weeks before the four-year
period in office comes to an end or six weeks after the presidency has become
prematurely vacant. If the presidency has become prematurely vacant due
to the death or resignation of the president or through removal from office
(Article 12), the president of the parliament shall take over the duties of the
state president until a new president is elected.

Should more than two candidates apply for the presidency, each citizen
with voting rights shall have two votes in the first round of the election. He
shall cast those two votes for the two candidates whom he wishes to take part
in the second round of the election. Those two candidates who have received
the most first and second votes shall take part in the second election. In the
second election, which has to take place fourteen days after the first election,
each citizen with voting rights shall have one vote. The candidate who has
received the absolute majority of the votes is elected. ]

Article 6
1) The king [president] is the head of state and shall exercise his sovereign
authority in conformity with the provisions of this constitution and of the
other laws.

2) The king [president] as a person is not subject to the judicial proceedings
and is legally not responsible. The same applies to the member of the Royal
House [president of the parliament], who exercises in accordance with Article
11 the functions of head of state for the king [president].

Article 7
1) The king [president] shall represent the state in all its relations with
foreign countries without prejudice to the necessary participation of the
responsible government.
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2) Treaties by which national territories are ceded, national property is dis-
posed of, rights of sovereignty or state prerogatives are disposed of, any new
burden for the kingdom [republic] or its citizens is imposed, or any obligation
to the detriment of the rights of the citizens is contracted shall not be valid,
unless they have received the assent of the parliament.

Article 8
1) Every law, the budget, loans, taxes, and other state duties (Article 3) shall
require the sanction of the king [president] in order to be valid.

2) In urgent cases the king [president] shall take the necessary measures by
emergency decree for the security and welfare of the state. Emergency decrees
cannot abolish the constitution as a whole or individual articles of the consti-
tution, but can only restrict the application of certain articles of the constitu-
tion. Emergency decrees cannot restrict either the right of each person to live,
the prohibition of torture and inhuman treatment, the prohibition of slavery
and forced labor, or the rule of no punishment without law. In addition, the
provisions of this Article, of Articles s, 12, and 47 as well as the law of the
Royal House, cannot be restricted by emergency decrees. Emergency decrees
shall cease to be in force at the latest six months after they have been issued.

3) The king [president] shall appoint judges in accordance with the provi-
sions of this constitution (Article 39).

Article 9
1) The king [president] shall possess the prerogative of remitting, mitigat-
ing, or commuting sentences which have been legally pronounced and of
terminating prosecutions which have been initiated.

2) Only at the instigation of parliament shall the king [president] exercise
his prerogative of remission or mitigation in favor of a member of the govern-
ment sentenced on account of his official acts.

Article 10
Every successor to the throne [president] shall before receiving the oath
of allegiance [before taking office] declare in a written document that he
will govern the kingdom [republic] according to the constitution and the
other laws.
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Article 11
The king may entrust the next heir apparent of his house who has attained
majority with the exercise of the sovereign powers held by him as his rep-
resentative should he be temporarily unable to perform his functions or in
preparation for the succession.

[The president may entrust the president of the parliament with the exer-
cise of the sovereign powers held by him as his representative should he be
temporarily unable to perform his functions.]

Article 12

At least 5 percent of the citizens with voting rights may introduce, with the
reason stated, a vote of no confidence in the king. The parliament must give a
recommendation on this vote of no confidence at its next meeting and must
put the vote of no confidence to a popular vote (Article 30). If the motion of
no confidence is accepted by the popular vote the king has to be notified, so
that the case can be dealt with in accordance with the law of the Royal House.
Within six months the king shall inform the parliament of the decision taken
in accordance with the law of the Royal House.

[At least 5 percent of the citizens with voting rights may introduce, with
the reason stated, a vote of no confidence in the president. The parliament
must give a recommendation on this vote of no confidence at its next meeting
and must put the vote of no confidence to a popular vote (Article 30). If the
motion of no confidence is accepted by the popular vote, the constitutional
court (Article 43) shall decide within six months whether the president is to
be removed from office.]
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Chapter III: General rights and obligations of citizens

Article 13
1) All citizens shall be equal before the law. The public offices shall be equally
open to them, subject to observance of the legal regulations.

2) There shall be equality of rights between the sexes.
3) The law regulates the acquisition and loss of citizenship.

4) The rights of aliens shall be determined in the first instance by treaties or
in the absence of such on the basis of reciprocity.

Article 14
1) Every citizen shall be freely entitled to reside in any locality within the
territory of the state and to acquire property of any description, provided that
he observes the detailed legal regulations relating to such matters.

2) Persons residing within the territory of the state shall be bound to observe
its laws and shall be entitled to the protection afforded by the constitution
and the other laws.

Article 15
1) All citizens shall be entitled to civic rights in conformity with the provi-
sions of this constitution.

2) All citizens who have completed their eighteenth year, who have their nor-
mal residence in the state, and whose right to vote has not been revoked, may
exercise all political rights in matters of the state and his local community.

Article 16
1) Personal liberty, the immunity of the home, and the inviolability of the
post are guaranteed.

2) Except in the cases specified in law and in the manner thus prescribed,
no person may be arrested or detained in custody, no houses, letters or writ-
ten matter, or persons may be searched, and no letters or written matter may
be seized.

- 188 -



APPENDIX: A DRAFT CONSTITUTION FOR THE STATE IN THE THIRD MILLENNIUM

3) Persons arrested unlawfully or demonstrably innocent and those proved
innocent after conviction shall be entitled to full compensation from the state
as determined by the courts. Whether and to what extent the state has a right
of recourse against third parties in such cases shall be regulated by law.

Article 17
1) Nobody may be deprived of his proper judge; special tribunals may not
be instituted.

2) Nobody may be threatened with or subjected to penalties other than
those provided by the law.

3) Accused persons shall have the right of defense in all penal proceedings.

Article 18
1) The inviolability of private property is guaranteed.

2) Where necessary in the public interest, property of any kind may be
compulsorily assigned or subjected to an encumbrance, against appropriate
compensation, the amount of which in cases of dispute shall be determined
by the courts.

3) The procedure for expropriation shall be regulated by law.

Article 19
Trade and industry shall be free within the limits prescribed by law; the
extent to which exclusive commercial and industrial privileges may be admis-

sible for specified periods of time shall be regulated by law.

Article 20
The freedom of belief and conscience is guaranteed for all persons. All reli-
gions are entitled to practice their creeds and to hold religious services to the
extent consistent with morality and public order.

Article 21
1) Every person shall be entitled freely to express his opinion and to com-
municate his ideas by word of mouth or in writing, print or pictures within
the limits of the law and morality.

2) The right of free association and assembly is guaranteed within the limits
prescribed by law.
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Chapter IV: The parliament

Article 22
The parliament represents the people in all those cases in which in accor-
dance with the constitution the people do not decide themselves. The parlia-
ment has the following rights:

a) to participate in the work of legislation and in the conclusion of
treaties;

b) to propose to the king [president] the members of the government and
to withdraw its confidence from them;

¢) to participate in the appointment of judges;

d) to approve the state budget and loans (Article 3), as well as taxes and
duties (Article 3);

e) to control over the whole state administration. The parliament’s right of
control does not extend either to the judgments of the courts or to the activi-
ties allocated to the king [president].

Article 23
1) The parliament consists of twenty-five representatives, who shall be
elected by the people by universal, equal, secret, and direct suffrage. The man-
dates shall be distributed among electoral groups, which have obtained at least
4 percent of the valid votes cast in the state as a whole.

2) Each electoral group has the right to nominate for each of its representa-
tives one substitute who shall deputize for the representative in case he cannot
take part in a meeting of the parliament. The representative who cannot par-
ticipate must inform the president of the parliament in due time.

3) Members of the government and the courts cannot be simultaneously
members of parliament.

4) Detailed regulations regarding the conduct of the election shall be laid
down in a special law.
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Article 24

Within four weeks after the election of the parliament the king [president]
shall convene and open the parliament’s constituent assembly. At this con-
stituent assembly the parliament shall elect its president and his deputy. Fur-
ther meetings of the parliament shall be convened by the president of the
parliament or his deputy. Apart from the king [president], the president of
the parliament, and his deputy, the representatives have the right to convene
parliament should at least eight of them require it.

Article 25
The representatives shall be elected for four years. The king [president] or
the people respectively have the right to dissolve the parliament and to order
new elections. These have to take place within two months after the par-
liament has been dissolved. Five percent of the citizens with voting rights
have the right to put forward a proposal for a popular vote to dissolve the
parliament.

Article 26
1) No representative may be arrested while the parliament is in session with-
out the assent of that body unless he is apprehended in flagrante delicto.

2) In the latter case, the arrest and the grounds therefor must be notified
forthwith to the parliament, which shall decide whether the arrest is to be
sustained. All documentation relating to the case must be placed immediately
at the disposal of the parliament, if it so requests.

3) If a representative is arrested at a time when the parliament is not in ses-
sion, the president of the parliament must be notified forthwith and informed
at the same time of the grounds for the arrest.

Article 27
1) All members of parliament shall swear the following oath to the king
[president] at the opening of the parliament (Article 24):

“I hereby swear to observe the state constitution and the existing laws and
to promote in the parliament the welfare of the state without any ulterior

motives to the best of my ability and conscience.”

2) The members of parliament shall vote solely in accordance with their
oath and their convictions. They shall never be made to answer for their votes;
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for their utterances at sittings of the parliament or its committees, they shall
be responsible to the parliament alone and can never be arraigned before a
court of justice in respect thereof. The exercise of disciplinary powers shall be
regulated by rules of procedure to be issued hereafter.

3) The parliament shall adopt its rules of procedure by resolution and with
due regard to the provisions of this constitution. These rules shall regulate,
among other matters, the formation of the different commissions of the par-
liament, the elections and votes in the parliament, and the remuneration of
the representatives.

Article 28
The parliament shall scrutinize the validity of the election of its members
and of the election as such on the basis of the election records and, if appli-
cable, of the decisions of the constitutional court. Complains relating to elec-
tions shall be referred to the constitutional court.

Article 29
1) The right of initiative with regard to legislation belongs to:

a) the king [president];
b) the parliament;
c) the government;

d) the citizens with voting rights when at least 5 percent of them present
such an initiative.

2) If the initiative involves public expenditure, whether in a single sum or
in payments extending over a longer period, such an initiative shall only be
discussed by the parliament if it is accompanied by proposals for providing
the necessary funds.

3) Initiatives which are in accordance with this constitution shall be debated, if
possible, at the next session of the parliament, but at the latest after six weeks.

Article 30

1) Laws, treaties (Article 7), loans, taxes, and duties (Article 3) passed by
parliament shall be submitted to a popular vote if the parliament so decides,
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or if not less than 5 percent of the citizens with voting rights submit a pro-
posal to that effect within six weeks of the official publication of the resolu-
tion of the parliament.

2) Resolutions of the parliament subject to a referendum shall be submitted
to the king [president] for sanction after the referendum has been held or after
the statutory period of six weeks within which a petition for a referendum
may be submitted has expired without any such action.

3) If the parliament rejects a law which has been submitted to it through
the procedure of the popular initiative (Article 29.1d) the said law shall be
submitted to a referendum within six weeks. The parliament has the right
to submit to the people a counter-proposal. The popular vote replaces the
otherwise necessary resolution by the parliament. The acceptance or rejection
of the resolution on the enactment of the law shall be decided by an absolute
majority of the valid votes recorded in the whole state.

4) Further detailed regulations regarding the initiative and the referendum
shall be issued in the form of a law.

Article 31
1) With regard to the state administration, the government shall submit
to the parliament for examination and approval preliminary estimates of all
expenditure and revenues for the coming administrative year, accompanied
by proposals for the taxation which is to be levied.

2) In the first half of each administrative year the government shall submit
to the parliament an exact statement relating to the preceding year showing
the manner in which revenues approved and collected were applied for the
purposes set out in the preliminary estimates, with the provision, however,
that if the latter have been exceeded on justifiable grounds the parliament
must give its approval and that in the absence of justification the government
shall be answerable.

3) The government shall be entitled to incur expenditure of an urgent char-
acter not provided for in the preliminary estimates, subject to the same condi-

tions as above.

4) Economies effected in the case of individual items of the preliminary
estimates may not be used to cover excess expenditure on other items.
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Article 32
1) Unless it contains any other stipulation, a law shall come into force on

the expiry of eight days after the date of its publication in the national legal
gazette.

2) The manner and extent of the publication of laws, finance resolutions,
treaties, regulations, and resolutions of international organizations and of
measures deriving from international treaties shall be regulated by law. For
measures applicable in the kingdom [republic] by reason of international trea-
ties, publication may be arranged in a simplified form, in particular as a refer-
ence publication to foreign law.
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Chapter V: The government

Article 33
1) Subject to the provisions of this article, the whole of the state administra-
tion shall be conducted by the government responsible to the king [president]
and the parliament in conformity with the provisions of this constitution and
the other laws.

2) Specific functions may be transferred by law or by legally binding autho-
rizations to individual officials, government offices, or special commissions
for independent execution, subject to recourse to the government.

Article 34
1) The government shall consist of the prime minister and four ministers.

2) The prime minister and the ministers shall be appointed by the king
[president] with the concurrence of the parliament and on the proposal of the
latter. A substitute shall be appointed in like manner for the prime minister
and for each minister to represent the member of government in question
should he be unable to attend the meetings of the government.

3) The prime minister and the other members of the government shall swear
the following oath to the king [president]:

“I hereby swear to observe the state constitution and the existing laws and
to promote the welfare of the state without any ulterior motives to the best of
my ability and conscience.”

4) The period of office of the government shall be four years, subject to the
provisions of Article 37.

Article 35
1) The government is responsible for executing all the laws and for carry-
ing out all the orders of the king [president] or of the parliament which are
permitted by law.

2) The government shall issue the decrees needed to implement the laws

and treaties which are directly applicable, which can only be issued within the
framework of the law and the treaties which are directly applicable.
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3) To realize other treaty obligations, the government can issue the neces-
sary decrees as far as there is no need to issue a law.

4) The whole state administration must act entirely within the framework of
the constitution, the laws and the applicable treaties; in those matters where
the law gives the administration the freedom to act on its own discretion, the
framework stipulated by the law must also be strictly observed.

Article 36
The following matters in particular shall fall within the domain of the
government:

a) the supervision of the state administration;

b) the appointment and dismissal of public servants with the exception of
judges or public servants of the parliament;

¢) the drawing up of the yearly budget and of the report on its activi-
ties for the past year, to be submitted annually to the king [president] and
parliament;

d) the drawing up of its rules of procedure, which are to be published.

Article 37

1) If the government loses the confidence of the king [president] or of the
parliament, their authority to carry out government duties expires. Until a
new government assumes office, the king [president] shall appoint a care-
taker government to take care of the whole state administration. The king
[president] can also appoint members of the old government to the caretaker
government. Within four months the caretaker government must receive a
vote of confidence in the parliament insofar as the king [president] has not
appointed a new government with the concurrence of the parliament and on
the proposal of the latter (Article 34).

2) If an individual member of the government loses the confidence of the
king [president] or the parliament, the decision about his deprival of office
will be taken in concurrence between the king [president] and the parliament.
Until the appointment of a new member of government his deputy has to
carry out his government duties.
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Chapter VI: The courts

A. General provisions

Article 38
1) The whole administration of justice shall be carried out in the name of
the king [president] and the people by judges who are appointed by the king
[president] (Article 8). Decisions and judgments by the judges are to be issued
in the name of the king [president] and the people.

2) The judges shall be independent when exercising their judicial office,
within the limits of the law and when engaged in judicial proceedings. Their
decisions and judgments shall be accompanied by a statement of reasons.
Only where the constitution expressly foresees it (Article 9) may the adminis-
tration of justice be influenced by another state institution.

3) Judges within the meaning of this article are the judges of all the normal
courts (Articles 40 und 41), the judges of the administrative court (Article 42)
as well as the judges of the constitutional court (Article 43).

Article 39

1) For the selection of the judges the king [president] and the parliament shall
institute a joint committee. The king [president] shall preside and in the event
of a tied vote shall have the casting vote. He can nominate as many members
for this committee as the parliament. The parliament delegates one representa-
tive for each electoral group represented in the parliament. The government
delegates the minister of justice. The deliberations of the committee are confi-
dential. The committee can only recommend candidates to the parliament with
the consent of the king [president]. If the parliament elects the recommended
candidate he shall then be appointed as judge by the king [president].

2) Should the parliament reject the candidate recommended by the com-
mittee and if there is no agreement on a new candidate within four weeks,
then the parliament has to present an opposing candidate and order a popular
vote. In the case of a popular vote the citizens with voting rights can also
nominate a candidate according to the procedures for an initiative (Article
29). Should there be more than two candidates, the popular vote will take
place in two elections in accordance with Article 47. The candidate who has
received the absolute majority of the votes shall be appointed as judge by the
king [president].
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3) A judge appointed for a set term remains in office until his successor is
sworn in. Further detailed provisions concerning the procedure, the right of
abstention, emoluments, and the fees to be paid by the parties involved shall
be stipulated in a special law.

B. The ordinary courts

Article 40
1) Jurisdiction shall be exercised in the first instance by the district court, in
the second instance by the high court of appeal, and in the third instance by
the supreme court.

2) By law certain types of cases of the first instance can be delegated to
civil servants of the district court who are specially trained and subject to
directives.

Article 41
The supreme court has disciplinary powers over the members of the normal
courts and the civil servants of the courts.

C. The administrative court

Article 42
1) The administrative court consists of five judges and five substitute judges,
who are appointed by the king [president] (Article 39). The majority of the
judges must be citizens of the country.

2) The term of office of the judges and the substitute judges of the admin-
istrative court is five years. The term of office is to be structured in a way
that every year the term of one judge and one substitute judge comes to an
end. At the first appointment the term of office of the five judges and the five
substitute judges is decided by lot. Should a judge or a substitute judge retire
prematurely from office, his successor is to be appointed for the remaining
term of office of the retiring judge. Re-election is possible.

3) The five judges elect every year one of their members as a chairman and
another as a deputy chairman.
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4) If a judge is unable to attend a meeting, a substitute judge will represent
him in this case. From case to case substitution has to take place by rotation.

5) Insofar as the law does not otherwise provide, all decisions and decrees
of the government and of the commissions set up by the government (Article
33) can be appealed at the administrative court.

D. The constitutional court

Article 43
1) The constitutional court serves to protect the rights accorded by the
constitution and to decide in conflicts of competence between the courts and
the state administration.

2) The constitutional court also has the competence to determine whether
laws and international treaties are in conformity with the constitution and
whether the decrees of the government are in conformity with the laws; in
cases where they are not in conformity it may declare their annulment. It shall
also act as an electoral tribunal.

3) Otherwise the regulations of Article 42 apply accordingly.
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Chapter VII: On the local communities and the administration

Article 44
Provisions concerning the organization and duties of the local communi-
ties in their own sphere of action and in tasks assigned to them shall be laid
down by law.

In the law concerning the local communities the following principles shall

be established:

a) the free election of the mayor and the council of the community by the
citizens of the community;

b) the right of the community to grant citizenship and the freedom of
citizens to reside in any community;

c) the right of the community to raise taxes (Article 3) and to administer
the assets of the community;

d) the administration of the local police under the supervision of the
government.

Article 45
1) The state, the local communities, and other corporations, establishments,
and foundations of public law are liable for damage caused to third persons by
individuals acting as their agents who act illegally in their official capacity.

2) Individuals acting as agents are answerable to the state, to the local com-
munity to the foundation, or to other corporations of public law which they
serve for any damage directly caused to such bodies through the willful or
grossly negligent breach of their ofhicial duties.

3) Further detailed provisions, especially those relating to competence, shall
be laid down in a separate law.
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Chapter VIII: The maintenance of the constitution

Article 46

Amendments or generally binding interpretations of the constitution can
be proposed either by the king [president], the parliament, or the govern-
ment, or can be made through the procedure of an initiative (Article 29). They
require on the part of the parliament approval either by unanimous vote of
the representatives present or by a majority of three-quarters of the represen-
tatives present at two successive sittings of the parliament and, if required, a
popular vote (Article 30). In each case the approval of the king [president] is
necessary, with the exception of the procedures for the abolition of the mon-
archy [republic] (Article 47).

Article 47

1) At least 5 percent of the citizens with voting rights can introduce an ini-
tiative to abolish the monarchy [republic]. Should the initiative be accepted
in a popular vote, the parliament has to formulate a new constitution for a
republic [monarchy] and to order at the earliest after one year and at the latest
after two years a popular vote. The king [president] has the right to propose a
new constitution for the same popular vote. The procedure for changing the
constitution in Article 46 is replaced in this case by the following procedure.

2) If there is only one proposal, an absolute majority is sufficient for accep-
tance (Article 30). If there are two proposals, each citizen with voting rights
has the option of choosing between the existing constitution and the two
proposals. In this case the citizen with voting rights shall have two votes in the
first round of voting. He shall give those two votes to the two variants of the
constitution which he wishes to put to the second vote. Those two variants of
the constitution which have received the most first and second votes shall be
the subjects of the second round of voting. In the second vote, which must
take place fourteen days after the first vote, each citizen with voting rights
shall have one vote. The constitution which has received the absolute majority
of the votes is accepted (Article 30).
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Chapter IX: Final provisions

Article 48
All laws, decrees, and statutory provisions which contradict any expressed
provision of this constitution are hereby revoked and declared invalid; legal
provisions which are inconsistent with the spirit of this fundamental law shall
be revised to conform with the constitution.

Vaduz, December 11, 2007
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