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Chapter 8

STATE BUILDING AND
NATION BUILDING

amousLy, PRESIDENT Busu BEcaN BY deriding state

building and ended up attempting it. I am going to suggest

why it is so difficult. The now-successful states were built
through a painfully slow and circuitous process of formation that
turned them into nations with which their citizens identified. This
enabled them to undertake the collective action that is vital for the
provision of public goods. In the high-income societies we have come
to take these features for granted: so much so that we have forgotten
that they are essential. Legally, states can be built by the stroke of an
international pen: they need only recognition. This is how the states
of the bottom billion came into existence. They have not been forged
into nations, and so they face an acute lack of public goods.

Most modern states were once ethnically diverse. The boundar-
ies of a modern state generally emerged not out of deepening bonds
forged out of a primordial ethnic solidarity but as the solution to the
central security issue of what size of territory was best suited to the
creation of a monopoly over the means of violence. Often the sense
of a common ethnic origin bonded to the national soil was imagined
retrospectively: conjured up by the urban, middle-class, romantic

nationalists of the nineteenth century.
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State formation was driven not by a sense of community but
by the unusual economic properties of violence. We now know that
violence is not something that emerged as a result of the forma-
tion of states: on the contrary, stateless societies are horribly violent.
The production of violence depends upon the available technology.
Hunter-gatherer societies are inherently extremely violent because
the technology does not permit anything else: the winning strategy
for a group of hunter-gatherers is the preemptive strike against
neighbors through the predawn raid, catching your enemies de-
tached from their weapons. Any group sufficiently quixotic to trust
a peace deal gets eliminated before it can change its mind. So vio-
lence is intrinsic to such societies: they would more accurately be
described as hunters, gatherers, and killers. However, with tech-
nological advance the production of violence becomes subject to
specialization and economies of scale. Both make violence a paying
proposition.

Start from a primitive landscape with no government and many
identical households and now introduce a minimal degree of differ-
entiation. Some people are more productive than others and some
people are stronger than others. From the resulting four different

types of people, ask yourself how one type, the unproductive strong,

i itare going to earn a living? They are going to plunder those who are

productive but weak. By abandoning their incompetent efforts to
produce and specializing in violence, the unproductive strong get
even better at violence. Violence requires skill and hence gives an
advantage to professionals.

Onto this scene of specialization now add economies of scale in
violence, this being a fancy way of saying that size matters. It is this
that makes violence distinctive. Other economic activities had to
wait until the industrial revolution before scale became important.
A thousand-person farm was no more productive per person than a
one-person farm; a thousand-person firm of cobblers was no more

productive per person than a solo cobbler. But a thousand-person
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army could kill, one by one, a thousand solo fighters: large groups
of professionals tend to defeat small groups of professionals. Not
always and everywhere: small armies can win if they have better
technology and better management; there is even room for differen-
tial heroism. The race is not always for the swift, but that is where
to put your money.

So, by forming or joining a large group of professionals that

establishes a monopoly of violence over a territory, you as a mem-
ber become safer from attack. That is clearly a powerful incentive.
But safety is not the only consideration: life can only be sustained
with income. People specialized in violence forgo the chance to
produce. Where is your income to come from? The answer, as any
mafioso knows, is that having established a monopoly of violence
you now have the power to extort from other inhabitants of the HnTu
ritory. Why do the inhabitants not run away? Perhaps your army
can enforce penalties for attempting to escape: you are able to turn
the inhabitants into serfs. Perhaps the inhabitants have nowhere to
run because the neighboring territories are dominated by similar
armies, so flight would merely get them out of your frying pan into
some other army’s fire. Perhaps the protection from other predators
that is a consequence of your local monopoly of violence is worth the
payments. You, the army, are inadvertently supplying a public good:
you have become a state.

Although the public good of security for the locality may be
inadvertent, you gradually realize that it is in your own interest to
supply a few other public goods. One is to help your inhabitants to
trade with one another. If they become richer, then you can become
richer by taxing them. So you provide a contract-enforcement ser-
vice for them; after all, you are good at enforcement. You call it a
court, and around it grows a legal system. You might also run to
some trade-enhancing infrastructure: roads, bridges, and market-
places. You might even, though this takes a certain amount of vi-

sion, put a few limits on yourself. By closing off some options, you
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make your richer subjects less inclined to adopt the infuriating de-
fensive strategy of refusing to invest. We have arrived at a state, but
not a modern one: the range of public goods is too limited because

the interests of many people are ignored.
The final step from a state that is effective but serves the inter-

ests of a minority to one that serves everyone is another long haul.
Once hemmed in by neighboring states, these become the primary
threat: either you defeat and swallow them or they defeat and swal-
low you. Arms races develop. This requires high taxation, and the
warfare generates a sense of nationalism: people start to sense a
common identity. As the effective state facilitates economic growth,
even the politically weak become better off, and this, together with
an emerging sense of common identity, gradually makes them more
powerful. Recall that autocracies become more prone to political
violence as income rises. More specifically, they become increasingly
beset by riots, demonstrations, and political strikes. The sense of
common identity further eases the collective action of protest. Better
provision of public goods is gradually prised out of the elite by this
pressure. To make these improvements credibly permanent, elites
also concede limited extensions of the franchise: the society inches

toward modern democracy.

IN TRYING TO APPLY THESE simple but powerful economics of
violence to the actual history of state formation, it is always con-
venient if we can find a starting point for history. In the process of
European state formation, to my mind, the natural starting point
is the fall of the Roman Empire during the fifth century. This has
some rudimentary analogy to the decolonization of Africa in the
mid-twentieth century. Given the suddenness of the decolonization
of Africa, which was basically over a decade after it had first been
seriously contemplated, the closest analogy is with the decoloniza-

tion of Roman Britain.
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The decolonization of Roman Britain was even more abrupt
than that of Africa. Britain had the single largest unit of the Roman
army, around 15 percent of the imperial force, paid for by aston-
ishingly heavy taxation of the British economy. So whoever was in
charge of this army had the potential for conducting a coup d’état.
As the Roman Empire hit political turbulence in the late fourth
century, twice in twenty-five years the head of the Roman army in
Britain tried to become emperor. Since the first attempt in 380 had
failed, the leader of the second attempt in 403 decided to improve
his chances by taking his army with him on a march toward Rome.
He still lost, but in the process Britain suddenly lost its army. Since
the Roman government in Britain had been military, not only did
Britain lose its army, it lost its government. The history of Brit-
ain post-403 makes the post-colonial history of Africa look like a
staggering success. Within a few years the British had petitioned
Rome to be recolonized: even heavy taxation was preferable to the
absence of security and government. But Rome was not in a posi-
tion to respond, so British society was left to its own devices. What
followed was a descent into civil war, the collapse of public goods to
the extreme extent that the urban economy disappeared. People fled
the country, the mass of emigrants across the Channel nostalgically
naming their new home Brittany.

So this is our beginning: post-Roman chaos. It took Britain, and
indeed the rest of Europe, centuries before local thugs coalesced into
miniature states, each able to keep a degree of order within its own
territory but fearful of its neighbors. By 1555 the German-speaking
territories still had no fewer than 360 states. Gradually the states
became more frightened of one another than of threats from within
their own societies. To defend against neighbors they needed a large
standing army. Big defense costs money, and the only sources were
taxation or borrowing on a scale not seen since the days of the Ro-
man Empire. Taxation has its limits. If people are taxed beyond their

willingness to pay, they will take evasive action, conniving with the
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tax collectors so that they bribe the collector instead of paying the
state. Ultimately, if taxes get too onerous, people retreat into activi-

ties that cannot be taxed.
Borrowing is even more of a potential minefield for the state.

Whereas taxation is basically coercive, borrowing depends upon
people actually volunteering to lend the state their money. Even if
they are prepared to lend it, they demand interest, and if the interest
rate is high the borrowing becomes unsustainable, the military ef-
fort collapses, and the state is defeated.

The first European state to discover how to raise money on a
sustainable basis through taxation and borrowing was the tiny com-
mercial state of the Netherlands. This tiny society had a territory
badly suited to defense: recall that mountains come in handy. The
Netherlands is the least mountainous country in the world. Worse,
its citizens were disproportionately urban and bourgeois, not groups
with a strong fighting tradition. The Netherlands was facing a mas-
sive war machine: the Hapsburg Empire. In this David-and-Goliath
struggle, David was sufficiently desperate that it had to evolve one
advantage: the ability of the state to raise money. Even here it was
up against a huge disadvantage: the Hapsburg Empire had the gold
and silver mines of Spanish America.

The critical invention of the Dutch was political accountability.
People were only prepared to tolerate high taxation if the govern-
ment of the state became accountable to citizens. Not all citizens,
of course, but the rich citizens who were paying the taxation. Fur-
ther, with an accountable state the government was able to borrow:
people were prepared to lend once they saw that the government
was being forced to conduct its finances in such a way that it would
always be able to pay them back. The Hapsburgs found that gold
and silver were not quite enough, and so they too decided to bor-
row. But nobody had forced them into accountability. And so the
battle for the Netherlands turned into a battle of interest rates. The

power of compound interest to gradually gut the finances of a prof-
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ligate borrower ensured that final victory would go to the state with
the better credit rating. The Hapsburgs had a huge empire and the
bullion mines of Spanish America as collateral, and the Dutch had
a tiny area and political accountability. The power of compound in-
terest takes time, but the Dutch were able to borrow for around 6
percent whereas the Hapsburgs were paying up to 22 percent. That
is, when they could borrow at all: before the end of the war they had
gone bankrupt and were shut out of the credit market. David beat
Goliath.

Gradually, other states learned the Dutch lesson. Those that
didn’t got swallowed by those that did. Interstate warfare had two
consequences. One was the sentiment of nationalism. It was to ra-
tionalize these sentiments that the educated, urban romantics of the
nineteenth century conjured up the notion of deep ethnic roots that
defined the nation. The clash of states became the clash of ethnicities:
the myth of a common ethnic identity was forged on the battlefields.
The sense of a common enemy and the myth of shared ancestral ori-
gins unified the inhabitants of the state into the people of a nation.
The result was potent. As a benevolent force it provided the bonds
that, via protest, enabled the ample provision of public goods: prob-
ably for the first time in history the collective action problem was
overcome for the common good. As a malevolent force it generated
vilification of the other: for example, in the First World War the
British press was routinely describing Germans as Huns.

The other consequence of warfare was the spread of fiscal ac-
countability: governments had to become accountable to the rich,
otherwise they could not raise sufficient taxation and debt. But at
this stage states still had not reached anything that looked remotely
like the modern liberal state. It was not yet democracy and it was
certainly not yet the use of taxation for social spending. The states
of the mid-nineteenth century were run by the rich, and their pri-
ority was national security. The road from there to the present is
paved with political protest from the excluded. Gradually, little by



little, to avoid worse, the rich expanded the franchise. This nbmzw&
them credibly to commit to redistributive reforms that became ir-
reversible without being so drastic that the economy was mmm.DNMn.m.
Nations inched toward democracy, and as they did so the ﬂﬁodcnm
of government inched toward the priorities of OaEm.:\% o.:uNm:mllm
the supply of public goods such as health and education _D.mnmum o
simply defense. Gradually the state became captured v.% the interests
of ordinary citizens: we have arrived at the modern liberal democ-
racy. | o
The evolution of the modern state was, on this analysis, vio-
lence driven. Step by step, the predatory ruler of Hrn. W:Dw-mmmmo
had evolved into the desperate-to-please, service-promising, mod-
ern vote-seeking politician. Such have been the crooked byways by

which the modern state has evolved into its role of providing UcUr\n

goods.

Potentially, scale economies in violence permit the continued
coalescence of states into superstates. The world has repeatedly seen
the emergence of such enormous military territories: Rome, the
Mongols, the Hapsburgs, the British, the French, the Huo::.mcﬂmﬁ
the Russians, and the Austro-Hungarians. Often the process 1s very
rapid: technology can permit states to oxmwba explosively. The de-
velopment of the stirrup in the geographic context of the .mﬁowmom
suddenly enabled the Mongols to build the largest land empire ever
known. Similar expansions occurred during the nineteenth century.
When the pace of expansion gets sufficiently far ahead of the pro-
cess of building a common identity, the resulting mc@namﬁﬂnm mm.ﬁo
overwhelming problems in trying to establish a nOBBo.: identity.
Instead of becoming nations, by default they become empires. Ny

Nation building depends upon the choices made by political
leaders. Their choices influence the pace with which empires turn
into nations. The Romans took centuries but eventually began H.::T
ing their empire into a nation by granting rights of nENnbmwﬁ.mo
its inhabitants. At the other end of the spectrum of leadership in-

competence, Haile Selassie was so besotted with the idea of being
an emperor that within a decade he turned the new federal state of
Ethiopia and Eritrea into an Ethiopian Empire with Eritrea as its

colony. By the time he did this, his strategy was doomed: the age of
empires was over.

The age of empires came to an abrupt end for a variety of rea-
sons, but probably the most powerful was the rise of America to
primacy and its resolute antipathy to them. The seeds were sown
by President Wilson at the Paris Peace Conference after the First
World War. Wilson committed himself to the principle of self-
determination of peoples, a concept entirely revolutionary to the
then-established principles of international relations, Self-determi-
nation implied that instead of identity continuing to adjust to politi-
cal borders, borders would be adjusted to wherever identity forma-
tion had been reached: the music had stopped and peoples rushed to
sit down on the chairs. Self-determination was put into practice in
the Versailles Treaty, most notably in the territorial mosaic that in
due course yielded the catastrophe of the Balkans, but it really came
into its stride after the political showdown between America on the
one side and Britain and France on the other that constituted the
Suez crisis of 1956. F ollowing Suez the British rapidly dismantled
their empire, creating precedents that forced the French and Por-
tuguese to follow. Ultimately self-determination even dissolved the
Russian Empire. As a result, during the second half of the twenticth
century the number of independent states increased massively.

This process of state formation was entirely different from
state formation Mark I. With rare exceptions, the new states did not
emerge as the solutions to struggles to provide security. It is usually
said that the boundaries of the new states were arbitrary. This is not
entirely fair to the colonial authorities that faced the task of turning
a vast multitude of ethnic communities into manageable countries. -
The fundamental problem was that neither of the two processes that
had happened in the formation of modern states _uwn__nmrnn place:

'~
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played out. Farmers can stay semidetached from the consequences
of ethnic politics, but if public sector jobs are assigned on the basis
of ethnic allegiance, then education and wage employment would
indeed make ethnicity more important.

Yet if the many disparate ethnic communities had been pack-
aged together into a few states large enough to be secure, they would
have faced a horrendous task of giving their inhabitants the emo-
tional identity necessary for a state to function. In the event, the
two thousand ethnic groups inhabiting Africa were bundled into
fifty-four national territories. Was this too few states, resulting in
unmanageable ethnic diversity, or too many, resulting in a lack of
security economies of scale?

The decolonization of the bottom billion produced a patch-
work of little states not utterly different from the situation of post-
Roman Europe. But from then on the stories diverge. To a large
extent borders of the bottom billion have been frozen: they did not
face powerful challenges from their neighbors, at least not to the ex-
tent of fearing that they would be absorbed. I can think of only two
mergers between countries in the past fifty years, both in 1989: the
East German ambassador to North Yemen was uniquely unfortu-
nate in becoming doubly redundant. The general trend has been the

opposite, a further splitting of already small nations as rights of self-
determination became recognized. And s, despite the arms races in
Lilliput, the governments of the bottom billion have not engaged in
international wars to anything like the same extent as did the Euro-
pean states of the nineteenth century. The resulting reduced need to
tax has been reinforced by aid: in the typical country of the bottom
billion the government gets around a third of its expenditure met by
aid. The combination of modest military spending and high aid has
left the tax burden quite light: often around 12 percent of GDP. This
level of taxation has been too low to provoke citizens into demand-
ing accountability.

I began to think more rigorously about how a corrupt ruler
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ily that they provoke irresistible demands for accountability. It is
no good having huge tax revenues if they then have to be spent on
things that benefit everyone: your supporters will have no reason to
stay loyal if they are rewarded no better than anyone else. So you
must trade off high taxation against higher accountability. Econo-
mists like to set out choices as decision problems in which somebody
Is trying to maximize something: a firm might be trying to maxi-
mize profits, or an individual to maximize happiness. Indeed, crude
as it is, this is what gives economics its €normous potency: we can

work out what choices would be made if people were actually try-

ing to maximize. Crucially, we can then work out how their choice

would change if the world they are facing changes.

predictions are not a bad approximation to reality,
keeps economists in business.

Generally these
and that is what

I realized that the corrupt politician’s choice could be set up as
a simple decision problem: choose the tax rate that maximizes what
you are free to embezzle. A very low rate is no good because there
is no revenue to embezzle, and a very high rate is no good because
although there is plenty of state revenue, it is defended against em-
bezzlement by the scrutiny that the taxation has provoked. From
the perspective of the corrupt leader there is an ideal rate of taxa-
tion, and it might well be quite low. We can also use this framework
to infer how much beneficial public expenditure takes place under
the rule of the corrupt leader: it is not zero. The corrupt leader
would like it to be zero: from his perspective spending on what or-
dinary people want is a waste of public money that he would prefer

to use for patronage. But, having set the tax rate at the level that

maximizes patronage money, the leader has to live with whatever

level of scrutiny that opposition to taxation has provoked. If, say,
the level of scrutiny enables him to embezzle one-third of the state
revenues, that still leaves two-thirds that are spent properly. The
overall revenues are lower than they should be because the leader

has kept taxation artificially low so as to depress scrutiny. So citizens
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I got to know President Museveni and I came to have great
admiration and respect for him: I came to realize that he was not
only a statesman but he was a military leader with ambitions for
changing the political architecture of Eastern and Central Africa.
For this he wanted a strong army. The man whom he most despised
was his predecessor, President Amin. Amin had not only wrecked
the Ugandan economy, he had suffered the ignominy of being de-
posed through an invasion by Tanzania, whose army had routed his
own. One lesson that I believe President Museveni drew from this
was that without a strong economy there could be no strong army. [
think this was the bedrock that underpinned economic reform.

He not only rebuilt the economy, he conducted Africa’s only
truly successful campaign against AIDS. His leadership of this cam-
paign, Zero Grazing, was decisive because it persuaded ordinary
Ugandans to change their sexual behavior. Helen Epstein brilliantly
describes it in her book The Invisible Cure. What she doesn’t reveal is
the key step in convincing Museveni to act. Given that his army was
his priority, Museveni arranged with Fidel Castro that his officer
corps should be sent to Cuba for training. Once in Cuba his officers
were given medical checks. The message came back from Cuba: do
you realize your officer corps is overwhelmingly HIV positive, they
are going to die of AIDS? I suspect that Uganda’s AIDS campaign,

like its economic reforms, was in part motivated by President Mu-
seveni’s military ambitions.

Uganda certainly has not gone all the way to being an account-
able polity, but it is nevertheless a genuine example of increased state
effectiveness. A similar story is Rwanda since 1994. The govern-
ment of Paul Kagame, like President Museveni a successful rebel
military leader, is currently the leading African example of effective
state building. Museveni and Kagame jointly invaded and occupied
Zaire, whose army had collapsed under the state-destroying patron-
age of Mobutu. They then fell out, and their mutual penchant for

the military turned into an arms race against each other: [ recall the

(



184 WaRrs, GUNS, AND VOTES

Clare Short, at that time the secretary of state in charge of
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Soon I am going to set out my basis for believing that there is a

better way. But first let me stay in destructive mode and explain why

I think that even the historical route is no longer an option. If  am

right in this but wrong in thinking that there is a better way, then
the implication would be that the bottom billion would persist: there
t be a route to accountable and effective statehood.
hat. Michael Clemens, writing
d that the

simply would no
Some thoughtful people assert just t
in the highly influential journal Foreign Affars, conclude
bottom billion had no chance of development within our lifetime.
So why is the historical route now closed off? Partly because the
f international warfare and military rivalry

manifestly high costs o
ocieties of the bottom

make it politically unrealistic: neither the s
billion, nor the international community, would let it happen. But,

State Building and Nation Building
; 185

. 9 . .

m a ~O:m. mﬁOﬁﬂw Wn ainst or 1€ an-
_::— ~=:=:~ went __:A:~ _— SO €<mm*mmﬂm 1

m.
OH—HOHn ﬁmwﬂw\ W OC.~Q not OD& Emv cdmﬁmw Ommonﬁ~cﬂ NHHQ mﬁﬁOCH~HNT~O MHmH@m.
~=:~ now _~m<0 _:.Hmnw Hnwcﬂ——COM Ku om nat ur N— resour Ces. H.—.HOAO are HOO
:—m.——% countr 1€S 1n H_:w *:—m.——0~mb Mva:UO—— OM Hrﬂ HHN@WTCum ~W.:;:~ c.
5 oy .

while was spendin
g 20 percent of GDP .-
domestic taxation and is one of the least M: the military. Yet it had no

the bottom billion. ccountable governments of

So what
are the realistic opt;
options? Surely th .
taken by President Nyerere in Tanz y the best is the route

that builds a sense of national
achieved this without resortin

. : ania: political leadership
identity. Astonishingly, Nyerere
o g to the notj i i

enemy: indeed, he emphasized a Numblﬁ,n_OD o o

STy identity. 1can as well as a na-

In our guilt-ri

) guilt-ridden enthusi

s usiasm for muly

m we may have forgotten that the rj ulticultur-

on systems that depend upon the

S .
ense of common nationality.

ghts of minorities rest

prior forging of an overriding

In a very few societies the political

S .m process of ethnic polariza-
oy have mew MMMM_HM that mmﬁm.nm.co: into independent states is
S H.. owever, 1t 1s a path that could easily lead
B _M% states. Consider the latest candidate for
che B u“rn ic : 1sa _w:mﬁoww&v Iesource-scarce, tiny,
P mﬁm.ﬁnr M@ tny territories in the vicinity of Kosov
o aim .oo and would presumably use it as a pr

» Population 200,000; South Os 000

landlocked; and Tr i

; ansdniestra, populati

Gl » population 550,000

h obally, at the last count there were sevent rmzm. fandlocked.
them make Yorkshire look huge. ¥ such claims. M

war-
O are

. dent:
setia, population 70,000 and

ost of

/



186 WaRs, GUNS, AND VOTES

If nation building is not feasible, then perhaps Canada and Bel-
gium offer an alternative. These are both strong states in societies
in which the sense of national identity is weak relative to the sense
of subgroup identity. There is so little common national feeling that
both of these societies periodically teeter upon the brink of breaking
apart as states. Yet both countries function brilliantly: Canada is at
the top of the Human Development Index and Belgium is among
the richest countries in Europe. Their intense subnational identities
are made manageable within a single state by robust accountabil-
ity: checks and balances keep the federal state impartial despite the
intergroup contest. Instead of a shared sense of belonging, the state
functions because its component groups are suspicious of each other
and can use the institutions of accountability to prevent being disad-
vantaged. Such societies may not be cozy, but they are viable.

But here is the problem: Canada and Belgium work because
they each have robust systems of accountability. How did they ac-
quire accountability despite the problems that are usually encoun-
tered in generating public goods in divided societies? Given their
Jocations, cultural affinities, and size relative to their neighbors, I
think that the most likely explanation is that they adopted the neigh-
borhood norm of accountability. In effect, they were free-riding
on the norms developed in neighboring societies that had forged a
stronger sense of nationhood. The societies of the bottom billion are
not in neighborhoods that have the norm of accountability. Given
their neighborhoods and their internal divisions, they have not been
able to generate the robust systems of accountability that would be
needed for them to function like Canada and Belgium. The sequence
of introducing elections before either accountability or nation build-
ing has been fundamentally flawed. In the now-mature democra-
cies the sequence was reversed: critically, accountability was in place
well in advance of competitive elections.

In the absence of accountability electoral competition actually

impedes its subsequent supply. The society becomes more polar-
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