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  Sheldon Pollack’s Interpretation of War, 

Taxation, and the U.S. State 

               Review of   War, Revenue, and State Building: Financing the Development of the American 

State  by Sheldon D. Pollack (Cornell University Press, 2009) 

 Th e historian Charles Tilly famously reduced several centuries of modern 

European history to the formula “war made the state, and the state made 

war.” Th e maxim has proved enduring not because of its novelty―aft er all, 

many others had already said essentially the same thing―but because of its 

concision and punch. Sheldon D. Pollack, in his new book,  War, Revenue, 

and State Building: Financing the Development of the American State , 

expands Tilly’s formulation, as it were, to make it read: war made the state 

and when, primarily during a succession of wars, rulers successfully devised 

eff ective means of garnering many more resources from society, the state 

fi rst made wars and later established a welfare state. Th is version is not so 

punchy, but it is surely undeniable. Pollack also seeks to determine whether 

recent interpretations of revenue capture and state building by political sci-

entists and historians, who have focused on European history, also apply to 

the rise of the U.S. state. In particular, his “objective in this book is to eluci-

date the linkages between the sources of public revenue available to the 

American state at specifi c junctures of its history, the revenue strategies pur-

sued by its political leaders in response to these factors, and the consequen-

tial impact of their revenue strategies on the development of the American 

state” (6). 

 Rulers are not free to take as much as they like from society or to take 

what they do get in any manner whatsoever. “In democratic states,” Pollack 

observes, “rulers must enter into ‘revenue coalitions’ with powerful groups 

and interests in society, providing benefi ts (e.g., protection, subsidies, or 

favored status) in return for their revenue contributions… Taxation is but 

one of countless methods used to raise revenue; however, it has proven to be 

the most effi  cient and eff ective for extracting great quantities of revenue from 

prosperous economies” (9). Pollack recognizes that rulers possess substantial 
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autonomy, and the “central argument of this book is that state autonomy ulti-

mately depends on the state’s fi scal powers―its capacity to extract revenue 

from society” (20). A state that has run out of money has not only run out of 

luck but also has exhausted its ability to survive. 

 Pollack premises his historical survey on a remarkably clear-eyed view of 

the nature of the state and its operations. States originated in the activities of 

mounted raiders (“roving bandits”) who preyed on the settled populations 

that proliferated during the Agricultural Revolution. Th ese raiders plundered 

their victims, hauling away portable valuables and sometimes the people 

themselves as slaves. Gradually, however, the raiders saw greater advantage in 

settling among their victims (becoming “stationary bandits”), ruling their 

communities and insisting on a continuing stream of tribute. Th us, the state 

assumed its classic form as essentially a protection racket, albeit one that 

sought legitimacy via priestly endorsement and other measures. States that 

succeeded in establishing a system for garnering regular revenues from their 

subjects thereby transformed themselves from “plunder states” to “tax states.” 

In their fi nal stage, they devoted increasing proportions of their expenditures 

not simply to making war but also to the maintenance of a “welfare state.” 

Aft er 1945, the United States achieved unique status as a great warfare state 

combined with a great welfare state. 

 Th us, in Pollack’s characterization, the current U.S. state “is a ‘tax state’ 

that operates a benign form of a ‘protection racket’―collecting ‘tribute’ in the 

form of income taxation and in return providing such public goods as protec-

tion from criminals and foreign invaders, free markets, a stable currency, and 

the ‘rule of law’ (e.g., recourse to law courts to enforce contracts)” (22). Some 

observers ardently dispute this system’s benignity, not to mention the extent 

to which contemporary markets are truly free and the currency stable, but 

one cannot deny that an ostensible “exchange” occurs between the state and 

its subjects at large. Th e oft en-encountered claim that a “social contract” 

underlies this essentially coercive arrangement surely deserves to be consid-

ered a convenient myth that serves to prop up the legitimacy of those who 

exercise its supreme power (46–48). In any event, Pollack’s chapter “Th e State: 

Coercion and Tribute” raises many of the essential issues related to the nature 

of the state, and it will prove instructive to readers who simply take the state, 

its powers, and its panoply of activities for granted, as if all of these things 

were as natural as rain and snow. 

 Pollack devotes two chapters to the emergence and development of Euro-

pean states during the past fi ve or six centuries. Th ese states arose when changes 

in military technology gave a more decisive advantage to rulers who could 
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operate on a large fi nancial scale, and therefore pay for well-trained and well-

equipped professional troops, muskets and cannon, stronger fortifi cations, 

well-armed navies, and other elements of the new techniques of waging war. 

Princes who devised more eff ective ways to raise revenue systematically, by 

“laying imposts on wealthy individuals, land, and commercial activities” (69), 

could equip themselves with superior armed forces and defeat the forces of 

other principalities, plundering those areas and incorporating them into their 

own realms. In this way, the stronger states gained territory and subject popu-

lation, and the weaker states tended to disappear. “In 1500, there were some fi ve 

hundred principalities, independent city states, and uncontested territories in 

Europe; by 1900, the number of European states had fallen to approximately 

twenty-fi ve” (67). 

 During the nineteenth century, as democratic political institutions 

gained ground, the European states found it necessary to make increasing 

concessions, which eventually culminated in a “transformation of the raison 

d’être of the state… Th e rulers needed to forge durable relations with a wider 

range of social classes, providing a quid pro quo to the newly enfranchised 

classes to preserve what was left  of the old order” (88). Bismarck’s Germany 

led the way in the 1880s, instituting compulsory sickness and accident insur-

ance for workers and old-age and disability pensions. Other Western Euro-

pean nations adopted similar programs soon thereaft er. Although labor 

unions and social-democratic political parties generally supported these pro-

grams, the major impetus for them came from the top, not from the down-

trodden. As Pollack observes, “Much of the initiative behind these programs 

came from state actors, rather than unions or political parties on the left .” He 

quotes Peter Swenson’s conclusion that “private interests were simply over-

whelmed by state offi  cials and policy experts with their autonomous prob-

lems, ideals, ambitions, and powers” (94). When the United States adopted 

such programs, fi rst at the state level and later, especially in the 1930s, at the 

national level, Progressive intellectuals, well-placed do-gooders, and state 

functionaries played a similar leadership role. 

 Pollack maintains that “the high cost of operating social welfare pro-

grams coupled with the great expenses associated with maintaining a modern 

military force is driving even the most prosperous democratic states of West-

ern Europe and North America toward long-term fi nancial insolvency” (85). 

He does not say, however, how he believes this situation will be resolved, and 

indeed it is probably impossible at present for anyone to venture more than a 

guess. All we know for certain is that the system built between the late nine-

teenth century and the late twentieth century contains the seeds of its own 
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destruction. Nonetheless, political forces intent on its perpetuation remain 

strong, and surely a great deal of political fury awaits us as modern states 

adapt, as they must, to the hard realities of having promised much more than 

they can deliver. 

 On page 100, Pollack fi nally comes to his main subject, the development 

of the American state, by which he means the national state (he deals with the 

U.S. “states” [Alabama, Connecticut, etc.] only in passing and in relation to the 

national, or “federal,” government). Although he devotes the remaining two 

hundred pages to this subject, his discussion is curiously unbalanced in that he 

discusses the earlier periods, when the national state was weaker and more 

limited, at greater length than he discusses the periods, especially World War 

II and its aft ermath, when this state gained and exercised its greatest powers 

(and, as Pollack’s theme alerts us, systematically seized its greatest revenues). 

 If the national government was initially weak in the United States, rela-

tive to the great European states, it was so because most political leaders 

wanted it that way. Th e United States of America was created by revolution-

aries from thirteen independent states that, having seceded from the British 

Empire, saw the advantage of joining forces for the purpose of loose cooper-

ation in the fi ght to sustain their separation from Britain. Most of the revolu-

tionary troops were state militiamen, and the states bore much of the war’s 

fi nancial cost directly. Cooperation with the Continental Congress was vacil-

lating and half-hearted. Th e national government during the early years of 

the war and later under the Articles of Confederation (ratifi ed March 1781) 

had no power to tax, and its assessments on the states generally brought forth 

scant returns. Hence, the Continental Congress resorted to issuing more than 

$240,000 in paper money, which quickly became worthless, and to borrowing 

from foreigners, especially the French and the Dutch. 

 When the government under the Constitution was established, a few 

powerful fi gures, most notably Alexander Hamilton, wished to adopt the in-

stitutions common to the powerful mercantilist states of Europe, but most 

Americans preferred to keep nearly all the power at the state level, expressing 

“an unrelenting hostility toward centralized government that can be traced to 

an indigenous strain of political thought that fi rst emerged in British North 

America in the 1750s and 1760s” (106). Although Hamilton succeeded during 

his term as the fi rst secretary of the treasury in establishing many of the na-

tional institutions he desired―especially the collection of taxes (mainly tar-

iff s), the maintenance of a standing army, the establishment of a national 

bank, and the assumption and payment of remaining war debts, including 

those of the states―these institutions for a long time had only a limited reach. 
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“For decades, the triumph of the nationalists was more potential than actual” 

(184). Seven decades later, the War Between the States, which brought an 

explosion of taxation and government expenditure, helped to give new vi-

tality to some of the nationalists’ schemes, producing “the belated fulfi llment 

of Alexander Hamilton’s vision of an American fi scal-military state modeled 

on eighteenth-century England” (211). 

 Nevertheless, the bloated wartime apparatus was soon largely disman-

tled, and for the remainder of the nineteenth century, American government 

reverted for the most part to its prewar structure, with both revenue-raising 

and power-wielding concentrated at the state and local levels. Even the lower-

level governments, with notable exceptions, left  people largely free to pursue 

happiness as they thought best. On the eve of World War I, “[n]othwithstand-

ing the eff orts of Progressive reformers, the American state remained a frag-

mented political organization dominated by patronage politics and political 

parties, lacking the ‘universal’ professional bureaucracy, professional standing 

army, and revenue-extraction capacity possessed by the strong nation-states 

of nineteenth-century Europe” (242). 

 Th en, in the twentieth century, wars―above all, World War II―became 

the occasions for fi nally transcending the old system of limited, relatively 

weak national government and authentic dual federalism. Th e costs of major 

wars increased many-fold: the War Between the States cost the Union more 

than the national government had spent in its entire previous history; World 

War I cost roughly ten times more than the War Between the States; and 

World War II cost roughly ten times more than World War I. 

 Aft er ratifi cation of the Sixteenth Amendment in 1913, the world wars 

brought dramatic increases in income-tax rates and, during World War II, 

pulled the bulk of the working population into the income-tax-paying group. 

Pollack gives good capsule accounts of these wartime tax surges, emphasizing 

that their permanent incorporation into the federal government’s fi nancial 

operations consigned to the dustbin of history the central state’s long-standing 

reliance on revenues from tariff s and internal excises. Now the government 

had made itself a partner in the private economy’s prosperity: when people 

fl ourished there, the government had the means in place to rake off  a substan-

tial share of their gains. (Should they realize losses, however, they were gen-

erally on their own.) Adoption of income-tax withholding in 1943 made the 

government’s seizure of this revenue virtually automatic, even when tax-

payers heartily wished to evade payment. Th e government also used the wars, 

which were fi nanced primarily by borrowing, as propitious occasions for 

injecting its operations more fi rmly into the markets for fi nancial securities, 
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thereby giving Hamilton’s goal in this regard a realization beyond even his 

wildest dreams. 

 Space here does not permit mention of all the interesting facts and judi-

cious interpretations Pollack has packed into his book. He writes very well, 

and he draws on a plethora of recent scholarly studies. Th e book is not path-

breaking in the historian’s sense, however: virtually all of the author’s sources, 

except for statutes, are secondary works; in a sense, the book tells us nothing 

we did not already know, if we had taken the time to read as widely as Pollack 

has read. Yet, even this well-read author has strangely neglected the relevant 

works of economists and economic historians, in favor of works by historians 

and political scientists, and here and there his conclusions go awry as a 

result―for example, when he maintains that the War Between the States pro-

moted a “prosperous market economy” during the war (229), that the Great 

Depression began with the stock-market crash of October 1929 (254), and 

that only 5.5 percent of the population served in the armed forces during 

World War II (259). He might have profi ted from, among other sources, Larry 

Neal’s massive three-volume collection of studies titled  War Finance  (1994). 

Had he perused this collection, he probably would not have written that “we 

know remarkably little about the relationship between state development and 

public revenue” (25). Economists have been writing actively on this topic at 

least since Adam Smith’s time. 

 Pollack’s exposition also evinces at least two unresolved tensions. First, 

he recognizes that modern central governments function as protection 

rackets, yet he oft en writes as though their triumph was for the better and 

concludes that even if they are protection rackets, they are “benign” ones (22; 

see also 86–87, 281–83, 293–94). Second, he speaks repeatedly of how “effi  -

ciently” the modern state extracts revenue from society, yet he also acknowl-

edges that the present welfare states of the economically advanced countries 

are unsustainable. One way to resolve these tensions is to conclude that these 

states have always been and remain today highly objectionable protection 

rackets, though cunningly operated ones in the more recent (“democratic”) 

era, but their revenue extraction cannot continue much longer to keep pace 

with the rulers’ short-sighted promises; hence the welfare state as currently 

fashioned cannot persist because before long its fi nancial requirements will 

exceed the number of golden eggs the government can squeeze out without 

killing the goose (the private economy) that lays them.   

   Th e Independent Institute  
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           sheldon  d.      pollack      

  Reply to Robert Higgs 

        I thank Robert Higgs for his thoughtful review of my book,  War, Revenue, 

and State Building: Financing the Development of the American State . Over the 

years, I have admired and benefi ted from reading Higgs’s own academic 

works—in particular,  Crisis and Leviathan: Critical Episodes in the Growth of 

American Government  (1987). Since we share many common interests and 

concerns, he was an appropriate choice as a reviewer for the  Journal of Policy 

History . In his review, Higgs ably summarizes the main themes of my book 

and off ers insightful comments as well as a few substantive criticisms, which 

I take seriously. Because of this, I believe that a short response is warranted, 

which I hope will help to clarify the nature of any disagreements between us.            

 In reviewing my historical survey of political development in early mod-

ern Europe, Higgs describes my approach as refl ecting a “remarkably clear-

eyed view of the nature of the state and its operations.” I appreciate that 

comment because this was precisely the tone I wished to take. Conversely, I 

wanted to avoid writing a narrative that “takes sides” with respect to the his-

torical events under review—namely, the emergence of the modern state, 

with its powerful military, comprehensive social welfare programs, and effi  -

cient system of taxation. In  War, Revenue, and State Building , I tried to remain 

neutral with respect to the  desirability  of such historical developments. As a 

scholar, my task was to  explain  the distinct social, political, and economic 

forces that led to the rise of the modern state, not to praise or condemn them. 

 In exploring the factors that contributed to the rise of the modern state, 

I focused on the connection between the ability of the rulers of the “princely 

states” of early modern Europe to extract revenue from the emerging com-

mercial economies within their domains and use the revenue to organize 

large standing armies equipped with the expensive new armaments of the 

day. Expanded administrative offi  ces were needed to extract revenue as well 

as support these armies. Th is relationship between revenue extraction and 

state expansion was strongest during periods of “total war”—military con-

fl icts in which the survival of the state itself is threatened, requiring a compre-

hensive mobilization of civilian populations and domestic economies for the 
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war eff ort. Th e dynamic interaction between war, revenue extraction, and 

state building gradually led to the expansion and centralization of political 

authority under the crown, eventually culminating in the powerful na-

tion-states of eighteenth-century Europe. Later, in the wake of the French 

Revolution and the democratization of political institutions on the Conti-

nent, the rulers of Europe began to devote a share of their resources to social 

welfare benefi ts for their citizens, dramatically changing the nature of the re-

lationship between state and citizen. Aft er tracing the rise of the modern state 

in Europe, I turned to America to see whether similar historical forces were 

present. Indeed, a similar pattern of political development can be discerned 

in America. Th is resulted in a signifi cant expansion of the institutional ca-

pacity of the American national state (both its military and social welfare 

functions) over the course of two centuries. 

 Was this desirable? No doubt some believe that the rise of the modern 

state was a “world historical” event that left  humanity immeasurably better 

off . Personally, I have mixed emotions. As I put it in  War, Revenue, and State 

Building : “Strong states have the capacity not only to do ‘good deeds’ (such as 

protect their citizens, build roads, highways, schools, and hospitals), but also 

to infl ict horrible and devastating consequences on humanity, including their 

own citizens.” (44–45) As this comment suggests, I was unable to entirely 

suppress my misgivings about the creation of a new “Leviathan” in America. 

Likewise, I could not help but note the irony that America ended up with a 

powerful central state even though its Founders specifi cally  rejected  such a 

political organization when they met in Philadelphia in 1787. Notwithstanding 

such passing observations, I generally avoided taking sides in the great debate 

over “Big Government” in America, rejecting partisanship in favor of an 

impartial and “clear-eyed view” of these historical developments. 

 If occasionally I let slip my misgivings about the rise of a powerful na-

tional state in America, Robert Higgs has never been shy about expressing 

his. Th ese are articulated in  Crisis and Leviathan . I am delighted to learn 

that Higgs also shares my fascination with Charles Tilly’s provocative essay, 

“War Making and State Making as Organized Crime” (1986), wherein he 

likened the origins of the modern state to a “protection racket.” In drawing 

out this analogy, Tilly sought to undermine the pretention that the modern 

state is somehow the product of a “social contract” entered into voluntarily 

among free citizens for their mutual benefi t. Undoubtedly, the concept of a 

social contract serves as a useful philosophical construct that allows us to 

imagine the nature of an ideal political community. However, it is not an 

accurate description of the historical origins of the states of Europe and 
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North America—or anywhere else, for that matter. States arise out of vio-

lence and coercion, not consent. Invariably, rulers (whether called warlords, 

“stationary bandits,” or kings) soon recognize the need to provide their sub-

jects with some modicum of protection from foreign invaders (“roving ban-

dits”) as well as ordinary criminals—if only to secure their allegiance and 

fi delity, which in turn facilitates the collection of tribute from them. On this 

basis, Tilly likened the state to a protection racket. But in doing so, he was 

not suggesting that states are nothing more than protection rackets—only 

that this is a fundamental characteristic of the relationship between rulers 

and their subjects. Both Higgs and I agree that coercion remains at the heart 

of the relationship between the modern state and its citizens. Where we 

diff er is in our respective understandings of the nature of the modern state 

and how it has evolved beyond its origins as a glorifi ed protection racket. 

 Th ere was a reason for the evolution of the state into something more 

than a protection racket. Th e democratization of political institutions in 

America and later Europe required that rulers off er more than just protection 

to their citizens. Elections render political leaders accountable to their citi-

zens ( qua  voters). As such, the state comes to resemble less a protection racket 

than a political organization that individuals might freely enter into if there 

actually was a  bona fi de  social contract. Th e health-care and retirement ben-

efi ts distributed by the modern state are now perceived by citizens as “public 

goods”—notwithstanding that they are not in any technical sense. Voters 

view them as entitlements owed to them by the government by virtue of their 

citizenship. Consequently, social welfare programs have proliferated and ex-

panded. Today in Western Europe, the states of Europe allocate a greater 

share of their budgets to social welfare than war making—the historic activity 

of the state. Even the United States, with the largest and most expensive mili-

tary in the world, spends more on social welfare programs (broadly con-

ceived) than its armed forces. Social Security, Medicaid, and Medicare now 

consume more than half of the budget of the United States (constituting more 

than 10 percent of GDP), and that share is rising. As Paul Krugman once 

quipped, the federal government “has become a retirement program that 

does some military stuff  and a bit of humanitarian stuff  on the side.” Th e 

modern state is not so much a protection racket as a mandatory social insur-

ance program. Because citizens actually desire these benefi ts, notwithstanding 

the coercive nature of these programs, I referred to the modern democratic 

social welfare state in my book as a “benign form of a protection racket.” 

 With some justifi cation, Higgs questions whether a political arrange-

ment based on coercion can ever truly be “benign.” Th at certainly is true of a 
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protection racket run by a warlord or stationary bandit; however, where citi-

zens approve of, and would voluntarily enter into such a political arrange-

ment if given the opportunity, such a claim is excessive and overly provocative. 

Governance by a freely elected representative body is not the same as rule by 

a military dictatorship. To hedgehogs who know one big thing (e.g., “govern-

ment is coercion” or “Big Government is bad”), all states look alike. But that 

is a gross simplifi cation that misses all the subtle diff erences among regimes. 

Constitutional conventions and elections are not irrelevant fi ctions, as Higgs 

implies, even if they are pale substitutes for the Social Contract as envisioned 

by Rousseau. Democratic political institutions generate popular support and 

enhance the legitimacy of a regime—which is seldom enjoyed by protection 

rackets run by warlords or bandits. To be sure, citizens are not free to opt out 

of democratic government; coercion still lies at the heart of the state-citizen 

relationship. Virtually all of our social welfare programs, including the new 

health-care program recently enacted by congressional Democrats, are 

mandatory. Th ey also are funded through taxes forcibly extracted from pri-

vate citizens and businesses. Th ere is no disputing that the modern social 

welfare state, like the military state that preceded it, is a political organization 

that claims a “monopoly on violence” (to use Weber’s terminology). Never-

theless, the analogy of a protection racket does not ring true with respect to 

the modern democratic social welfare state. To be sure, there is no shortage of 

tyrannical states in the world that fi t the model perfectly. (Th ink of North 

Korea.) As I noted in my book, many such “rogue states” do not even bother 

to provide protection in exchange for the tribute they demand. But the United 

States is not North Korea. Th e point is, not all states are the same, even if they 

all rely on coercion and claim a monopoly on violence. Higgs glosses over the 

important distinctions among states when he lumps together democratic 

republics and totalitarian states under the common rubric of the protection 

racket. 

 Higgs raises one fi nal point at the end of his review. He observes that I 

argue  both  that the modern state is highly effi  cient in extracting revenue from 

society via taxation (especially the modern American state) and that its social 

welfare programs are “unsustainable.” With justifi cation, Higgs discerns a 

“tension” between these two observations. Accordingly, allow me to clarify. I 

certainly do not wish to suggest that a modern state can  never  be fi scally 

stable. It is entirely possible to operate a solvent social welfare program, 

at least in the short run—especially if it is mandatory, universal, and the 

demographics are favorable. Nevertheless, we fi nd very few such programs 

in the world of nations. Why? What is the source of the fi scal imbalance 
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experienced by nearly all the Western democratic states? Elsewhere I have 

argued that in a democratic political system, elected offi  cials tend to legislate 

social welfare benefi ts in excess of the revenue-raising capacity of the state—

even one with a highly effi  cient tax system, such as the United States. (Higgs 

himself describes the ratchet eff ect in which public expenditures increase 

over time but never go down.) Citizens demand benefi ts from their elected 

offi  cials and at the same time pressure them to cut taxes. Th e result is a polit-

ical system that suff ers endemic (and arguably, structural) defi cits. It is no 

coincidence that the United States has run budget defi cits in all but four of the 

last forty years. Th is includes years when conservative Republicans controlled 

both Congress and the White House. Th e problem cannot be traced to the 

revenue system of the United States, which generated more than $2.1 trillion 

in fi scal year 2009, but rather with the unrestrained spending of the national 

government. Th e result was a defi cit of $1.4 trillion for 2009 and an accumu-

lated national debt of more than $8.6 trillion. 

 America is not alone in failing to restrain government spending. Th e de-

mocracies of Western Europe have done much worse, notwithstanding that 

they do not spend very much on their militaries—relying instead on the 

United States military for protection from foreign threats. Th e revenue crises 

experienced by such nations as Greece, Iceland, and Spain, to name but a few, 

are just the tip of the iceberg. Most of the states of Western Europe face sim-

ilar problems in the long run. Th eir fi nancial positions were worsened by the 

recent collapse of world fi nancial markets, but the troubles can be traced to 

decades of unrestrained spending on social welfare programs. If not neces-

sarily “unsustainable,” all social welfare states face fi scal imbalance for the 

foreseeable future. Like Robert Higgs, I am deeply pessimistic about their 

chances for success in righting course. But while I foresee persistent defi cits 

and retrenchment of these programs, I do not predict the imminent collapse 

of the modern state. Perhaps Higgs anticipates such a scenario. If he does, I 

suspect it is more wishful thinking than “clear-eyed” economic forecasting. 

Th e modern nation-state may need to adapt and retrench, but its central role 

in the modern world is secure because of its incredible effi  ciency in both 

extracting revenue and making war. Its legitimacy is enhanced by its social 

welfare programs. Th e modern state does these things (war, revenue extrac-

tion, and social welfare) very well, assuring its continued dominance in the 

world of nations—like it or not.   

   University of Delaware  
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