A Quarterly
Message
on Liberty

Fall 2006
Volume 4
Number 4

Deregulatlon and the

Global MarketiRevolutiob:

FREDERICK W. SMITH

edEx has become a very large enterprise. It now

produces almost $30 billion in revenue and em-

ploys a quarter of a million people. When | am

asked how FedEx has become such a big enter-
prise, | wish I could say it was prescient management and
clear-eyed strategic direction, but the fact is that FedEx has
benefited from several strong macroeconomic trends. We
set our sails and followed those very strong winds to the size
and scope that we are today.

In recent decades we have seen dramatic growth in high-
tech and high-value-added products as a percentage of all
economic activity. Today, high technology in this country
represents about 15 percent of GDP. It represented about 1
percent in 1970. That has big implications when you consid-
er its effects on related economic activities.

Frederick W. Smith is
chairman, president, and
chief executive officer of
FedEx Corporation. He
isa member of the Cato
Institute’s Board of
Directors. He gave this
keynote speech at a meet-
ing of Cato Benefactors
in 2005.

(ALO)

INSTITUTE



he growth in trade in high-
value-added and high-tech
items is really the story of
globalization. There are certainly
lots of commodities being traded
today, but lots of commodities were
traded in 1890, too. The real secret
of the expansion in global trade has
been high-value-added products.
Whether it is Chilean wine or Louis
Vuitton bags or surgical kits from
Germany or airplanes from Brazil or
semiconductors or auto parts or air-
craft avionics or something else, the
global market in high-value-added
products has created the standard of
living of the in-
dustrialized world
over the last 40
or 50 years.
Unlike com-
modities such as
agricultural and
petroleum prod-
ucts, high-value-
added items do
not weigh very
much. As Alan
Greenspan often
says, the aggre-
gate output of the United States of
America today is five times greater in
real terms than it was in 1950. But
that output weighs the same. It has
not gained one pound in the last
half century. As a consequence, high-
value goods are easily transported.
They are easily moved across bor-
ders. And they are easily traded. So
as trade in high-value-added items
has grown, the knitting together of
the world as a single economy—with
some notable and tragic exceptions—
has become almost inexorable.

The Internet Afterburner
And then in 1994 something
happened that really turbocharged
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international trade—the develop-
ment of the World Wide Web. For
the first time in human history there
was a low-cost, standardized proto-
col, with a visual medium, where
people could offer their wares for
sale without regard to time and
place. For the first time it allowed al-
most anyone to access a worldwide
market. No requirement for infra-
structure. No requirement to deal
with the bureaucrats. No require-
ment to have a man in Havana, so
to speak.

Today, that system is producing
about seven million pages of new
product on the
Web every single
day. The number
of people who
are online and
able to buy your
product is going
up by an expo-
nent every cou-
ple of years. You
can see the re-
sults if you visit
the FedEx Inter-
continental Net-
work—far and away the biggest
transportation system ever built in
history. It is remarkable to see these
completely eclectic trading patterns:
things coming from Argentina
going to Budapest and things com-
ing from Kiev going to some remote
part of China and things coming
from Chubu Airport in Japan going
down to Brazil. International trade
is being propelled by the growth in
high-tech and high-value-added
goods displayed on the Internet and
now available to people with very
little hassle.

The Internet allows us to inter-
mediate and simplify the complex
customs clearance and paperwork



requirements of various
countries. Today about 25
percent of U.S. GDP is relat-
ed to international trade—
about 13 percent in im-
ports and about 12 percent

As long as people are permit-
ted to be entrepreneurial and
allowed to deal with markets on
a commercial basis, the economy
Is highly flexible and able to

in exports. And that is
continuing to grow two to
three times faster than GDP.

I will never forget reading a book
by Walton Wriston some years ago
titled The End of Sovereignty. Wriston
talked about the fact that govern-
ments everywhere are now under the
discipline of the marketplace. Cur-
rency traders at terminals around
the world are holding a daily referen-
dum on the viability of any individ-
ual country’s fiscal policies. Well,
now that is happening for the
goods-producing sector of society.
That is very important and not very
well understood.

When you see a commentary
about international trade on CNN,
they will invariably show a container
ship. You will see big containers
being lifted on and off ships. Mal-
colm McLean, a trucker from North
Carolina, figured out that if you
moved a truckload of containers
on and off a ship, it would be a
lot better than having to load the
uncontainerized cargo on and off
the ship. That revolutionized trade.
To this day, the movement of goods
by sea accounts for 98 percent of
all of the tons moved in internation-
al trade.

The Power of High-Valued Goods
The sector we are in at FedEx,
which is far and away the largest
transporter of goods by air, is a little
tiny thing. Itis only 1.5 to 2 percent
of the tons moved in international
trade. But guess what? That 1.5to 2
percent of the tonnage moved in

correct itself.

intercontinental trade is about 40
percent of the entire value of all in-
ternational trade. And if you take
out petroleum and agricultural
products, probably over 50 percent.

So FedEx airplanes are the clipper
ships of the computer age. And as the
Internet becomes a more familiar ap-
pliance for businesses everywhere
and the ability to move things door
to door in 24 or 36 hours becomes
more and more accepted, you will see
the continued integration of the
global trading system.

Another very important macro-
economic trend is often misunder-
stood by policymakers. If you go all
the way back to the end of World War
11, most of the economic corrections
in the industrialized world were in-
ventory corrections. When inventory
supply lines were very long, it was dif-
ficult to see the economic activity re-
quired in any stage in the production
cycle and adjust output accordingly.

Because of the information revo-
lution, the growth in high-tech and
high-value-added items, and the de-
velopment of the Internet, interme-
diate stages in production have be-
come highly visible to companies.
Wal-Mart and Dell are fantastic ex-
amples of businesses built around
their logistics and supply chains.
They used the improved visibility
and the responsiveness of trans-
portation and logistics available in
the last couple of decades to com-
pletely revolutionize their sectors.
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The economies of the world, ab-
sent big political corrections, cur-
rency issues, and problems with
energy supplies, are highly flexible.
As long as people are permitted to be
entrepreneurial and allowed to deal
with markets on a commercial basis,
the economy is highly flexible and
able to correct itself.

Why I’'m a Cato Supporter

We at FedEx have to play the
game in Washington and London
and Tokyo, just like any other big
commercial enterprise. We have our
lobbyists—although few in number
and highly effec-
tive, | hope—and
we tend to let our
arguments speak
forusmuch more
than our politi-
cal engagement.
But | want to
tell you about
the three things
that brought me
to be a supporter
of Cato.

I spent almost
five years in the U.S. Marine Corps. |
had the great privilege and honor in
the Marine Corps of being a platoon
leader and a company commander,
and later on a forward air controller.
I spent two years in Vietnam. And so
I was one of the guys in Vietham
who were like the guys that George
Bush has sent to Iraq today. We had
a very different complement of peo-
ple. We did not have an all-volunteer
military. We had a draft-based mili-
tary. You were in there either be-
cause they were after you or they
soon would be.

One of my most profound expe-
riences was the time | had to court
martial a man. After | gave him a
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speech that | thought was the equiv-
alent of something Dwight Eisen-
hower said, I finally asked the ques-
tion that | should have asked in the
first place: “Why did you join the
Marine Corps anyway?” He said,
“Well, the judge told me it was five
years or join the Corps.” | saw up
close and personal, to use a term we
used in Vietnam, the consequences
of a not very well thought out for-
eign policy and the hubiris of the po-
litical classes, unfamiliar with what
goes on on the ground when you
have young men engaged in mortal
combat, and | became exceeding-
ly suspicious of
that process.

Deregulation
Works

The second rea-
son | became in-
terested in Cato
is because every-
thing that we
did at FedEx was
possible only be-
cause we system-
atically disman-
tled government regulations. When
we first got started in the early
1970s, it was possible only because
of a loophole in the aviation law,
which never envisioned anything
like FedEx. Prior to that time,
aviation had been a highly regulated
gentlemen’s club. But they changed
the law to permit little jitney opera-
tions so people could fly planes
between smaller cities. Then they
completely deregulated air trans-
portation in 1977 and 1978. Then
came the deregulation of interstate
surface transportation in 1980. And
finally, in 1993, Congress recog-
nized that there really wasn't in-
trastate transportation anymore.



Everything that we did at
FedEx was possible only
because we systematically
dismantled government
regulations.

It was just interstate and in-
ternational transportation,
and regulation at the state
level was in violation of the
Commerce Clause, and they
forbadeit.

One of the biggest parts
of my job is to tear down all
of the protectionist schemes
designed to protect nation-
al airlines and prevent us from mov-
ing high-tech and high-value-added
items around the world.

Again, | saw up close and person-
al the destructive effect of well-in-
tentioned but completely atavistic
types of regulation. The great cost is
always that one can never foresee
what might have been. And if there
was ever an example of the dramatic
effects of deregulation, | think it is
FedEx and the people who have fol-
lowed in our footsteps. Wal-Mart and
Dell would have been impossible
without those regulatory revolutions.

Central Planning Doesn’t Work

My experience as a manager and
participant at the board level in a
number of large enterprises has
taught me the flaw in the mindset
that holds that large bureaucratic
systems like the federal government
can manage virtually anything they
want to. It is impossible to manage
the health care requirements of tens
of millions of American citizens at
the federal level. It is impossible to
manage all of the permutations of
people’s economic aspirations and
lives through a complex tax code. It
is impossible to try to second-guess
the market. It is impossible, from a
managerial standpoint, for the fed-
eral government to do the things it
is trying to do today.

In the 20th century, we had some
of the most dramatic examples in

the history of mankind of the hor-
rors of central planning. How much
more real-life experience do we have
to have with the fallacy of central
planning than the tragedies of un-
told magnitudes that beset the Sovi-
et Union, China, Cambodia, and
other countries?

So all three of those things came
together to make me a market liber-
al. I became convinced that the only
solution to most of the issues that
human beings have to deal with is to
go back to fundamental principles,
which were developed by a very
smart group of people in the 17th
and 18th centuries. In the Bill of
Rights, the Declaration of Indepen-
dence, and the Constitution is the
requisite wisdom of the millennia,
which today is time and time again
forgotten by the political classes.

There is no institution that, per-
son for person, dollar for dollar, idea
for idea, has been even close to the
Cato Institute in advancing those
fundamental principles. There are a
handful of people who have really
made a difference: Friedrich Hayek,
Milton Friedman, and Ronald Rea-
gan—and | always include Ed Crane
and José Pifiera on the list. Two hun-
dred years from now, those will be
the people that we will be talking
about, if this thing gets turned
around, like we talk about Madison
and Jefferson today.

Cato’s is an important effort.
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There is no institution that,
person for person, dollar
for dollar, idea for idea,

has been even close to the
Cato Institute in advancing
fundamental principles.

And itis an effort that | think is re-
markable in terms of what has been
achieved to date. | think that if you
had told people of my age 20 years
ago that there would be a serious na-
tional debate on privatizing Social
Security, they would have said it was
impossible. If you had said that
there would be a serious national de-
bate on empowering individuals to
buy their own health care and to give
them incentives to save for their own
care in their old age and so forth,
they would have said that was im-
possible too.

Yet if you search the New England
Journal of Medicine for “Bill Frist,” you
will see the majority leader of the

Federal Reserve Policy

in the Face of Crises
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(202) 218-4633.
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Senate basically espousing
things that the Cato Insti-
tute has stood for since
it published Patient Power,
which introduced the idea
of health savings accounts,
in1992.
So that is why | have
been involved with Cato.
I know that oftentimes,
when | talk to other businesspeople,
Cato is not part of the mainstream
thinking of a business class that is
embroiled in political combat every
day. But thank goodness for Cato,
because it has made a difference.
And | am very proud to have played
a very minor role in trying to keep
these very important lessons in the
public mind.

I am reminded often of Edmund
Burke’s famous comment that
the only thing that is necessary for
evil to prevail is for good men to
stand aside and do nothing. And
| can promise you that the Cato In-
stitute has not stood aside and is
doing something.

Send us
your lists.

hen you’re signing up

family, friends, or associ-
ates for free subscriptions to
Cato’s Letter—using the detachable
envelope—you may send as many.
names as you wish. Consider en-
closing your holiday card list or
any similar list of individuals who
may appreciate receiving Cato’s
Letter. Share the gift of liberty
with your family and friends with
free subscriptions to Cato’s Letter.
Subscriptions may also be made
online at www.cato.org.




Leaving a legacy
of liberty with

a charirtable
gift annuity

here are many ways to support
the Cato Institute financially.
If you are not already a Cato
Sponsor, we ask that you con-
sider becoming one by returning the detach-
able envelope with your contribution.
Another method of supporting Cato’s
mission is planned giving. There are a num-
ber of planned giving options, including a
Charitable Gift Annuity, which provides
benefits to both the donor and Cato.

How a Charitable Gift Annuity works

To set up a Charitable Gift Annuity, you
transfer cash or marketable securities to the
Cato Institute. In return, Cato will issue an an-
nuity contract that will pay you or your desig-
nated beneficiary a guaranteed annuity for life
or aspecified number of years. This transfer is
part gift and part purchase of an annuity. The
annuity rate depends on your or your benefi-
ciary's age and the type of annuity you choose.

With a present gift annuity, annuity pay-
ments begin immediately. You can also defer
payments to some future date with a de-
ferred gift annuity.

Charitable Gift Annuities may be funded
with cash or appreciated securities.

If a Charitable Gift Annuity is set up with
appreciated securities, up-front capital gains
tax can be avoided. As annuity payments
are received, part of each one is treated as
capital gains and taxed at the maximum
rate of 15 percent. A portion of each pay-
ment is tax-free. The tax-free portion is
smaller, however, than for an annuity fund-
ed with cash.

An annuity can be payable to another
person, including a spouse, a young child
or grandchild upon reaching college age,

or even an unrelated individual. Your fi-
nancial adviser will be able to provide you
with details.

Here’s one example

Bob, age 70, currently has a sizable sav-
ings account at his local bank. Bob wants to
increase his income, reduce taxes, and do
something substantial for the Cato Insti-
tute. After discussion with his financial ad-
viser, he decides to contribute $10,000
through a Charitable Gift Annuity.

His benefits

Bob receives a guaranteed income stream
for life, or a specified term of years, and an
immediate income tax charitable deduction
for the gift portion of the transfer, subject to
Adjusted Gross Income (AGI) limitations.

Bob’s income from a Charitable Gift An-
nuity will be greater than it would have been
from the same principal amount left in ordi-
nary savings.

Part of the income from the annuity is
free of federal income taxes.

Finally, Bob is able to provide for his or
his beneficiary's future needs and help Cato
promote the goals of individual liberty and
civil society.

For more information

First, contact your professional financial
adviser to see if a Charitable Gift Annuity is
appropriate for you.

If so, contact the Cato Institute at 202-
842-0200 and ask for Yana Davis. You may
also e-mail him at ydavis@cato.org. Or, sim-
ply indicate on the form on the detachable
business reply envelope your interest in
planned giving and mail it to us.
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LIBERTY & LEARNING: MILTON FRIEDMAN’S
VOUCHER IDEAAT FIFTY
Edited by Robert Enlow and Lenore Ealy

ifty years ago, Milton Friedman proposed the idea of school vouchers to give
parents at all income levels the freedom to choose the schools their children at-
tend. In this collection, leading education experts assess the progress of Friedman’s
innovative idea and reflect on its merits in the 21st century. Contains two new essays
il &_ ]_E J\RNI NG by Friedman. $11.95, paperback, 1-930865-86-4; hardback, $19.95, 1-930865-93-7

MEDICARE MEETS MEPHISTOPHELES
By David Hyman
yman'’s satiric Medicare Meets Mephistopheles is written as a memorandum from
an underling demon to His Most Exalted Satanic Majesty. The sinister subor-
dinate details Medicare’s success at encouraging the Seven Deadly Sins - Pride, Envy,
Anger, Sloth, Greed, Gluttony, and Lust —and at undermining the virtues of thrift
and honesty. Hyman shines light on the inequities and iniquities that Medicare’s
Medicare Meets supporters are willing to tolerate in the name of government-run health care.
Hyman concludes by calling on Congress to exorcise Medicare of its demons by
enacting a series of commonsense reforms. $9.95, paperback, 1-930865-92-9; hard-
back, $14.95, 1-930865-90-2
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