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The deconstruction of the state through
direct democracy1

I am fully in sympathy with Bruno Frey’s plea for more direct democracy
through the use of referenda following the model of the Swiss political
system. However, a careful libertarian reader of his paper could easily get the
impression that, for Bruno Frey, democracy is an end in itself and that, for
this reason, it is important to improve the direct democratic participation of
the citizens. Although it is true that the Swiss system of referenda has inter-
esting advantages, which Bruno Frey correctly explains, vs the more widely
extended systems of indirect democracy, I will argue that our main goal as
libertarians should be, in the future, to strengthen free market liberalism,
and not democracy per se. Or, in other words, if direct democracy has any
merits, they are precisely to allow a (still imperfect) approximation to our
ideal of free market and limited government.

Politicians against the voters

It is true that politicians in general dislike referenda. A paradigmatic case
would be the elite of Spanish politicians who agreed and wrote the 1978
Spanish Constitution currently in force in my country. Article 92 of our
Constitution only allows referenda that are not binding on the government
in Spain (i.e. only purely advisory ones). The Spanish Constitution (probably
together with the Swedish one) is the most restrictive in Europe regarding
the conditions, scope and effects of referenda. As a result, following Frey’s
analysis, in Spain it is almost impossible to break the politicians’ cartel in
the way that it was broken, for instance, in Switzerland when the Swiss
people rejected joining the European Economic Space in the Referendum of
6 December 1992 (although it is true that this result was at least partially
reversed in the Referendum of 22 May 2000, when 67.2 per cent of Swiss
voters approved the bilateral agreements of Switzerland with the European
Union). The lack of Referendum Democracy in Spain also gives a continual
pretext to the Stalinist assassins belonging to the Basque terrorist gang ETA,
who call themselves ‘separatists’ and would very probably lose their implicit
sociological support (which we could estimate at around 10 per cent of the
Basque population) if a referendum on the separation of the Basque country



from Spain could be organized with full democratic guarantees. Although
such a referendum is politically impossible for the time being, I am sure:
first, that the majority of the Basque Country citizens (around 2 million
people) would reject separation; and, second, that, irrespective of the final
result, such a referendum could be an important element toward the final
solution of the Basque country terrorist problems. So, in this matter I also
agree with Bruno Frey when he concludes in his paper (Section IV, 4) that
direct democracy can settle separatist matters with ‘less strife and bloodshed
than normally occurs in democracies in which referenda are uncommon, or
used only in the form of a plebiscite’.

However, it is true that, in the final analysis, for a libertarian, the liber-
tarian content of the political decision taken is much more important than
the specific democratic procedure followed to reach that decision. In fact,
none of us would be comfortable, for example, with an independent Basque
country converted into a kind of Albanian socialist state separated from the
rest of Spain and the European Union, relatively much more libertarian.
This principle forces us to search for the political procedures that will most
effectively limit government and enhance a true free market. Direct democ-
racy can be one of these procedures, provided it is always combined with the
right of any social group to self-determination and secession from the political
organization in which it is included.

The necessary condition of direct democracy: the right of secession

Bruno Frey devotes the shortest section of his paper (Section III ‘Refer-
endum and Federalism’) to what I consider to be the most important matter:
the connections between direct democracy and the decentralization of poli-
tical decision-making. For direct democracy ‘small is beautiful and efficient’,2

and Bruno Frey clearly explains how the knowledge needed for informed
political decision-making is more easily obtained in smaller political com-
munities (in fact, it is not merely a coincidence that the tradition of referenda
is much greater in cantonal Switzerland, with 7 million citizens, than in tra-
ditionally centralized countries like Spain or France, with 40 and 60 million
inhabitants, respectively). In this respect, we should remember the following
economic law: other things being equal, the smaller the state to which a
political community is affiliated, the more difficult it will be for that state to
impose interventionist policies and protectionism and the more it will be
forced to accept free trade and libertarianism. This is the case because, the
smaller the state in question, the more its inhabitants will suffer and perceive
the costs of regulation and barriers to foreign markets and resources if there
is not complete economic and trade freedom. Furthermore, Bruno Frey
mentions (following Tiebout, Buchanan and others) how the increased pos-
sibilities of voting with one’s feet among small political units ‘tend to
undermine regional cartels by politicians’, so that we can conclude that, in a
political environment based on the libertarian principles of self-determination,
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free trade and freedom of emigration and immigration (subjected to private
property laws), a constellation of small states will greatly enhance freedom
and prosperity.3

From a libertarian point of view there is, however, a key point I miss in
Frey’s paper. This refers to the actual possibility that, through an act of
direct democracy (i.e. a referendum), a majority could enact a regulation to
exploit a minority. Direct democracy is, in the best case, an improved form
of democracy, but gives no guarantee of avoiding the use of political power
and institutionalized coercion against minorities. For this reason, for a lib-
ertarian it is of the utmost importance to combine the political procedures of
direct democracy with the effective existence of the right of secession of any
minority that feels itself exploited by the result of any referendum. Thus, my
conclusion is more radical than Bruno Frey’s: more than considering simple
federalism as a prerequisite for making direct democracy effective (Section III
of Frey’s paper), our libertarian ideals should demand democracy be limited
(even ‘direct’ democracy) through the effective use of the right of secession,
which means that any group or association of individuals should be free to
decide at any moment whether or not to be included in a state or political
unit, to create a new one or to be included in a previously existing one.

The deconstruction of the State through direct democracy and
secession

The explosion of the technological revolution and the global economy is
creating new possibilities for direct democracy and secession, which, even
now, are unimaginable. In an integrated world of online elections through the
Internet using, for instance, cryptographic individual keys, practically all
matters could be subject to direct democracy at very low cost. In the world
today, the traditional nation-states are becoming more and more anachro-
nistic. A political process based on combined direct democracy and effective
secession could create in the twenty-first century

a world consisting of tens of thousands of distinct countries, regions, and
cantons, and of hundreds of thousands of independent free cities such as
the present-day ‘oddities’ of Monaco, Andorra, San Marino, Liechten-
stein, Hong Kong and Singapore, with the resulting greatly increased
opportunities for economically motivated migration.4

This world would be one of small liberal governments economically inte-
grated through free trade and an international commodity private money,
such as gold, and would be a world of unprecedented economic growth and
unheard-of prosperity. In this new world that many libertarians are envision-
ing for the century that is now beginning, it would not even be necessary to
vote in every case with one’s feet to guarantee freedom (for instance to avoid
any ‘island’ of tyranny or oppression) if a system of Functional Overlapping
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Competing Jurisdictions (FOCJs), based on direct democracy and referenda,
more or less spontaneously develops. These Jurisdictions, which would over-
lap and have a governmental nature, although they would not be restricted
to any historically determined geographical area, could compete with each
other, and were imagined and explained in a very brilliant paper presented
by Professor Bruno Frey at the 1997 Regional Meeting of the Mont Pèlerin
Society held in Barcelona (Spain),5 which I recommend to all of you.

Private property anarchism in a free market: the asymptotical ideal
of direct ‘democracy’

We cannot, of course, go into any detail in explaining Frey’s Functional
Overlapping Competing Jurisdictions here. My main criticism of them (and
also of Hoppe’s minimal states and free cities) is that these Jurisdictions
would, at all events, be governmental, i.e. they could still coerce their citizens
by collecting taxes etc. So my main question is the following: why not
improve direct democracy even more by making these Jurisdictions entirely
voluntary? If this were the case, we would have reached the most perfect
‘direct democracy’ conceivable, a state of affairs already described by Frank
Albert Fetter in 1913, when he called the market a kind democracy in which
every penny gives the right to cast a ballot, 6 or by our former distinguished
member William Hutt, when he used for the first time the concept ‘con-
sumer’s sovereignty’.7 It is true that these expressions and comparisons are
not entirely perfect because, instead of comparing the market with the so
called ‘democratic ideal’, the comparison should, at all events, be the other
way round: it would be much more correct to say that direct democracy is a
scheme to assign to citizens the same supremacy in the political sphere as the
market economy gives them in other areas.8 If this is so, the most perfect
direct democracy only will be reached once the free market is also extended
to the areas currently covered by governments through a constellation of
overlapping voluntary and competing private agencies, associations and
corporations.9 In this way we would have found the way to entirely eliminate
politicians and their cartels against the ordinary citizens, reaching the most
perfect ‘democracy’ conceivable for the twenty-first century: that constituted
by the process of private property and free market anarchism.
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