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Broadcasting and the First Amendment

Every month the Cato Institute sponsors
a Policy Forum at its Washington headquar-
ters where distinguished analysts discuss
their views with an audience drawn from
government, the public policy community,
and the media. A recent forum featured Bill
Monroe, longtime executive producer and
panelist on NBC's "Meet the Press” and a
vigorous advocate of First Amendment pro-
tection for the broadcast media. Comment-
ing on Monroe’s talk was Kenneth Cox,
senior vice president of MCI Communica-
tions Corp. and a member of the Federal
Communications Commission from 1963 to
1970.

Bill Monroe: The present regulation of
broadcasting, with its government in-
trusion on content, is eroding the
American philosophy of free press and
working—perhaps inadvertently or
unintentionally—to substitute a new
philosophy of government-guided
press. On a practical level, it is also
producing a second-class brand of jour-
nalism in the electronic media, depriv-
ing the public of the robustness of char-
acter common to the nation’s unregu-
lated newspapers and magazines. If
this regulation has produced any bene-
fits for consumers of news and infor-
mation, they are meager indeed by
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Monroe: “The First Amendment and regulation
are mortal enemies.”

comparison with the damage it is in-
flicting on the ideal of press freedom
and on the broadcasting media as ele-
ments of American journalism.

The advocates of fairness doctrines,

equal-time rules, and the other govern-
mental strictures on broadcast news are
on the offensive against the First
Amendment, though they usually try
to disguise that fact or perhaps are not
aware of it. The First Amendment sets
up a clear-cut independence of press
from government as the journalistic
principle most vital to the American
people. But the existing regulatory ap-
proach to broadcasting offers exactly
the opposite formula: government
guidance and government rules to pro-
tect the American people from independent
journalism.

The First Amendment idea and the
regulation idea are mortal enemies.
One of them, eventually, is going to
subdue the other. And at the moment
the First Amendment is the one that is
declining.

While proponents of regulation often
shrink from admitting that they are tak-
ing aim at the First Amendment, their
denials are notably unconvincing.
Well, they say, broadcasting is differ-
ent, it uses the public’s airwaves, and
frequencies must be allocated, and that
can only be done by fastening govern-
ment standards on content. The Su-
preme Court has given aid and comfort

(Cont. onp. 3)

Ravenal: Cut Military Budget

The Cato Institute has entered the
growing debate on military spending
and foreign policy with the publication
of Defining Defense: The 1985 Military
Budget by Earl C. Ravenal, professor of
international relations at Georgetown
University and a member of the Cato
Board of Directors. Ravenal, a former
Pentagon analyst, is one of America’s
foremost advocates of a policy of nonin-
terventionism.

Ravenal contends that large cuts

must be made in military spending to
have a substantial effect on the huge
federal deficits forecast for the rest of
the decade. To achieve large cuts in the
military budget, the United States must
reduce its defense commitments, and
this in turn means a fundamental
change in our foreign policy assump-
tions.

Of President Reagan’s $305 billion
military budget request, according to
Ravenal, $235 billion is allocated for

(Cont. on p. 6)
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Don’t Expect New Ideas (or Any Ideas)
in Presidential Campaigns

Having lived in California during Gover-
nor Reagan’s eight big spending years in
office, I was not as surprised as many by the
fizzled “Reagan Revolution” that failed to
role back the size and power of the federal
government. Those who still hold out hope
for the second term, should the president
be reelected, point to the total disorganiza- A
tion of the early Reagan administration—despite proclama-
tions about “hitting the ground running.” This time, the
argument goes, there will be a well thought-out legislative
agenda that will glide through Congress during Reagan’s
second honeymoon period.

The problem with this line of reasoning—granting what I
consider the dubious proposition that the president has
definite objectives for the second term—is that in all likeli-
hood there won't be a second honeymoon. In 1981 Ronald
Reagan’s strong rhetoric and stunning landslide victory
clearly had the United States Congress intimidated. Had he
followed through with his campaign rhetoric—abolish the
Department of Energy, slash spending, vigorously pursue
deregulation—there is every reason to believe he would
have succeeded.

But in his confrontation with Congress Ronald Reagan
blinked. Congress called his bluff and the game was up.
New rules have been established between this president
and the Congress, and they are not likely to be changed.

Should Walter Mondale (or Gary Hart) be our next presi-
dent there will be a new honeymoon period. One can only
hope the legislative efforts on behalf of their respective
programs for new industrial policies will be as disorganized
as President Reagan’s Capitol Hill forays.

The really constructive “new ideas” in the area of public
policy come not from politicians, in any case. Politicians face
a perverse set of incentives that heavily favors, first, preserv-
ing the status quo and, second, serving highly visible spe-
cial interests when it comes to new programs. It is that

element of the public policy research community which has
maintained its independence from government and politi-
cians that can view these issues with disinterested objec-
tivity and, hence, offer something worthwhile in the way of
policy reforms.

A brief sample of recent proposals from such organiza-
tions (including the Cato Institute) illustrates this point.
Instead of continuing to throw good money after bad into
the ill-conceived, economically devastating Social Security
system, why not allow younger workers to opt out of the
system by investing what would have been payroll taxes
into private IRAs? The result: more financial independence,
less government paternalism, and (arguably) more savings
for the economy.

In education, if the government-controlled public schools
are not working, why continue to increase spending there?
Would not increased competition, in the form of large tax
credits (not the $200 variety which would benefit only those
with children already in private schools) go a long way
toward improving education, especially for children from
lower income families?

And as for NATO, why must the United States continue to
subsidize (at an annual rate in excess of $100 billion) the
defense of Western European nations that have twice the
GNP of the Warsaw Pact nations? More and more thoughtful
observers from across the political spectrum are wondering
if our continued enormous financial commitment to NATO
does not reflect bureaucratic inertia at the Pentagon more
than it does the true national security interests of the United
States.

Each of these ideas, it seems to me, makes eminently
good sense. But don’t expect Mr. Reagan and his Demo-
cratic opponent to bring them up out on the campaign trail.
The political image-makers will make this campaign, in the
candid words of United Nations Ambassador Jeane
Kirkpatrick, “another contest between tweedledee and
tweedledum.” &
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Broadcasting (cont. fromp.1

to this position, although there is rea-
son to believe that the constitutional
argument is far from over. The high
court and others have never ceased
twisting and turning in their various
efforts to reconcile the irreconcilables,
press freedom and broadcast regula-
tion.

But, however the constitutional ar-
gument evolves, there is no necessity
whatsoever for public sovereignty over
the airwaves or for frequency allocation
to compel government intrusion into
media content. If independent media
are, as I believe, the highest imperative
for a democratic people, public policy
can provide frequency allocation by
methods devoid of content regulation.
By the same token, if we wish perma-
nently to elevate the government guid-
ance idea over the free press idea, pub-
lic policy can eventually find a way to
fasten guidance on newspapers, in the
public interest of course, perhaps seiz-
ing the leverage offered by their in-
creasing reliance on electronic trans-
missions, or if necessary by eventual
outright repeal of a gangrenous First
Amendment. (I wonder, if such a re-
peal movement should develop, say in
the year 2010, whether broadcast news
organizations would be as indifferent to
the fate of print journalism as news-
papers are today to the idea of freedom
for electronic media.) In any event, itis
perverse in the extreme to argue that
public “ownership” of the airwaves,
whatever that is, must deny the public
the benefits of a free press.

The monopoly argument for content
regulation of broadcasting, of course,
has now turned around and bitten its
original sponsors. Radio and television
stations now offer most American com-
munities historic new levels of diversity
in information sources, while news-
papers continue to slide toward termi-
nal monopoly.

The irrational strength of the per-
sistent belief in content regulation for
broadcasting has got to be attributed, in
part, to the heavy cultural bias against
radio and television, media that got
their start on the basis of entertainment
with mass appeal. Intellectuals and
professionals continue to regard broad-
casting, particularly television, as vul-

gar. Print journalists and academics de-
veloped an especially virulent distaste
for television, and judges have often
not bothered to restrain their own la-
tent hostility. The lowlife “boob tube”
has not seemed to many in this country
even faintly compatible with the noble
First Amendment.

There has also been a generation gap
at work in the perception of television,
a gap that is visibly but slowly waning.
Younger lawyers and judges of the
1980s, for example, are now rapidly ad-
mitting television news cameras to
courtrooms, a development their coun-
terparts of 30 years ago fiercely re-
sisted.

But if these general areas of bias are

subsiding, the self-interest of presi-
dents, congressmen, and senators in

I
“Broadcasting
regulation results in
news executives who
inevitably feel
vulnerable to political
pressure.”

regulation of content (coverage of poli-
tics, public issues, and elections in par-
ticular) will remain. American politi-
cians have never been at ease with an
independent press, nor were they sup-
posed to be. And now that they have a
handle on a great part of the American
media, it is unlikely that they will give it
up easily. They accept themselves
cheerfully as partners in media deci-
sion making, setters of guidelines, and
they relish themselves particularly as
arbiters of political coverage. One can
only assume they would happily ex-
tend their leverage to cover print—al-
ways in the public interest—if they felt
they could get away with it. Witness the
Florida law to require provision of
“equal space” by newspapers—a law
astonishingly upheld by the Florida Su-
preme Court before the U.S. Supreme
Court eventually knocked it down in
the Tornillo case.

On the practical level, the fairness
doctrine and its content-oriented cous-
ins have produced palpable abuses of
the public interest. The most scru-
pulous and objective demonstration of

that to my knowledge came in a book
published a few years ago by a former
communications lawyer, Steven Sim-
mons. Simmons began his research for
the book in personal accord with the
general idea of government oversight
of broadcast media. But, by the time he
got through interviewing judges, law-
yers, bureaucrats and journalists, and
studying court decisions and Federal
Communications Commission (FCC)
papers, he concluded it was an area of
endless bureaucratic-legal confusion
and frustration in which nothing was
clear and predictable. It turned out on
close scrutiny, he said, to be an "unfair-
ness doctrine”—unfair to the public be-
cause it did not expand coverage of pub-
lic issues, unfair to broadcasters
because it interfered with editorial
judgments and inhibited controversial
broadcasting, and it was open, he said,
to abuse by presidents, political par-
ties, and special interests.

Current regulation results in rela-
tively bland, defensive journalism and
news executives who inevitably feel
vulnerable to political pressure.

In 1980 the Carter-Mondale commit-
tee, invoking ”“reasonable access,” ap-
plied to the networks to buy political
time. Each network declined on the
basis that it was too early in the political
season. The network decisions may, or
may not, have been good ones. But
what happened next was certainly
wrong. On appeal, the FCC upheld the
Carter-Mondale committee by a vote of
four Democrats against three Republicans.
The wonderful mechanism of content
regulation had taken a journalistic deci-
sion out of the hands of news organiza-
tions and turned it over to a presiden-
tially appointed commission, which
decided the issue promptly on a party-
line vote.

In a middle-sized American city in
the Midwest a few years ago, a powerful
U.S. senator was under fire. Critics
charged he had favored the building of
large dams which produced many ad-
verse effects. The senator said not so; in
fact, he had worked hard for small
dams. An enterprising local TV station
dug into the record and came up with a
chapter-and-verse story of debate and
votes by the senator vindicating the
critics. They were right, he was wrong.
The senator went to the station man-
ager, raised hell and, though he had not



challenged a single fact in the story, got
ten minutes of free time in which to
bolster his position with a combination
of selected facts and personal charm.
The law did not require such a gift of
time. But the TV news editor involved
felt that, in the general wariness of
Washington bureaucracy fostered by
broadcast regulation, his manager just
didn’t feel he could afford to incur the
senator’s hostility.

Years ago NBC produced a docu-
mentary that focused on abuses in the
private pension system. Watching it at
home, I found myself moved by the
agony of several old men interviewed
on the program. Some of them wept as
they told of turning 65 and finding that
the pensions they had counted on for a
dignified old age did not, in fact, exist.
They blamed the unions and they
blamed several companies. When it
was over, I felt angry—and proud of
NBC News for mounting a powerful
program.

So I was startled when Accuracy in
Media (AIM) complained to the FCC
that the program, while accurate, had
broken U.S. government rules of fair-
ness by not including material to the
effect that all pension plans were not
fraudulent. The FCC upheld AIM.
NBC could then have gotten off the
hook by inflicting innocent viewers of
the “Today” show with a bewildering
five-minute interview establishing that
most pension plans work as advertised.
Instead, to its credit, the network went
to court to fight the harassment. NBC
eventually won the case—but it cost
$100,000 to do so, the kind of penalty no
newspaper publisher need fear.

Commenting on the case in his book,
Steven Simmons said, “Unfortunately
the fairness doctrine . . . inevitably
leads to unhealthy Commission inter-
vention in broadcast journalism and
healthy yet tortured court decisions,
such as Pensions, to rectify the First
Amendment balance.”

Almost any time a station produces a
documentary that arouses emotions it
is likely to receive a formal challenge
from the FCC triggered by some angry
letters, a demand that the station jus-
tify the program’s compatibility with
the government’s view of what’s fair. The
station manager and his aides then go
through a painstaking process of con-
sultation with producers and reporters,

local attorneys, and Washington attor-
neys. Finally, ten days or two weeks
later, a thick, detailed multifaceted doc-
ument of justification goes off to the
ECC.

In almost every case the FCC writes
back saying, okay, you're off the hook,
we accept your rationale. But the pro-
cess has not strengthened the station
manager’s inclination to approve his
news director’s plan to tackle more con-
troversial subjects in future documen-
taries. The fairness doctrine nurtures
an unspoken code of play-it-safe jour-
nalism. The late Fred Freed, a producer
of some excellent documentaries for
NBC, once wrote, “If you do something
controversial, you know you will spend
months defending yourself to the gov-
ernment. That’s not conducive to doing
something controversial.”

The utter unpredictability of the pro-
cess reinforces the play-it-safe code.
After President Nixon had made five
prime-time speeches, chiefly about
Vietnam, CBS offered Democratic
Chairman Larry O’Brien half an hour of
reply time. After O’Brien had used the
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reply time, the Republicans cried foul.
O’Brien, they said, had not stuck to the
Vietnam issue. They asked the FCC for
time fo answer him. And the FCC
awarded them time to answer O’Brien’s
answer to Nixon. It was another com-
mission decision that eventually went
to a courtroom graveyard.

As associate editor of the New Orleans
Item some years ago, I came to appreci-
ate the clean-cut protective separation
between newspapers and government.
You felt free as a newspaperman. As
news director of WDSU-TV in New Or-
leans, a few years later, I became pain-
fully aware that the relationship be-
tween broadcasting and government was
one of uncomfortable togetherness.
Electronic journalism had been thrust
into bed with a government commis-
sion that had bad breath.

After 22 years with NBC News in
Washington, I am struck by the broad
and vital area in which broadcasting
remains bland and timid and lifeless
compared with its print brethren—the
area of opinion journalism: editorials,
commentary, letters to the editor.

Cato Institute Director Earl Ravenal talks with Bill Monroe after Policy Forum.
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The better American newspapers
present a range of informed, hard-hit-
ting opinion:

—Columnists—Evans and Novak,
Joseph Kraft, Anthony Lewis, William
Safire, Tom Wicker, James J. Kilpatrick,
Mary McGrory and others, who add
vigor and character to editorial and op-
ed pages.

—Editorials, in which newspapers
lay their own views on the line, examin-
ing the performance of local politicians,
adding depth to community discourse.

—Letters to the editor, where the
average citizen has a say, making his
own evaluations of public officials, and
chastising the newspaper when he
feels like it.

With few exceptions, television sta-
tions and networks have hung back
from wholehearted entry into this
yeasty American world of opinion.
Broadcast commentators have virtually
died out. The Cato Institute is one of
those institutions doing a little some-
thing about that, but we don’t have the
same kind of commentators sponsored
by broadcasters as we did during World
‘War II. And those commentators who
are left generally muffle their opinions.
Television editorialists tend to extol the
United Fund and damn potholes in the
street. Except for a few erratic experi-
ments offered at odd hours, broadcast
news organizations have not brought
citizen opinion into view in a living,
breathing institutional counterpart of
letters to the editor.

Why not? There is no basic difference
in soul, in character or integrity, be-
tween newspaper people and broad-
casters. They both must meet the im-
peratives of mass media—service to an
audience of diverse views, the pressure
for circulation (or ratings), the need for
advertisers. The one vital difference be-
tween them that can explain broadcast-
ing’s sad wariness of opinion is its stul-
tifying involvement with government
regulation. Most broadcasters don’t
want to admit, as Fred Freed did, that
they can be intimidated by govern-
ment. But, admit it or not, they have
had to learn that opinion triggers con-
troversy, and controversy triggers trou-
ble with the FCC. The FCC says, of
course, in its solemn official guardian-
ship of journalistic behavior, that radio
and TV should go right ahead, let the
views of commentators and manage-

Cox: “Broadcasters can say anything and every-
thing they want.”

ment be heard, let the clash of opinions
enliven the broadcast scene, let the
public be informed by robust debate.
But broadcasters understand that the
FCC does not act the way it speaks. It
responds, in the real world, with vir-
tually automatic harassment for ven-
tures into controversy.

If the present content-intrusive reg-
ulation of broadcasting were elimi-
nated, it would not mean the arrival of a
journalistic millenium. It would only
free broadcast journalism from its ener-
vating entanglement with government,
free it to attain roughly the same matu-
rity now displayed by American news-
papers. Our newspapers are not per-
fect or free of abuse, God knows, but
nevertheless they are impressive in
their vigor and diversity, qualities that
thrive in the kind of journalistic inde-
pendence promised to the American
people by the First Amendment. It is
my strong feeling that we have drifted
into broadcast regulation because we
didn’t realize where it was going. Radio
and television were not originally even
considered as news media. They be-
came news media after they were other
kinds of media. And I am encouraged
to think that we are becoming more
conscious of what is happening and are
moving away from the damage that is
being done by broadcast regulation. I
cite as examples of a consciousness that
was not there before the attitudes of
former Senator Eugene McCarthy who
has questioned—and indeed at-
tacked—the kind of broadcast regula-

tion we have had. The same kind of
attitude has come from Sen. Proxmire
and more recently Sen. Packwood, who
has a Freedom of Expression bill that
would free broadcasting from the kind
of intrusion into news decisions and
political coverage that we have been la-
boring with in the past.

Kenneth Cox: I don’t really think as you
watch “Meet the Press” that you'll find
Bill Monroe and his colleagues ducking
the provocative questions. I think it’s
striking that Bill has never really de-
scribed for you what this monstrous
system for developing a government-
guided press is or how it works. Essen-
tially it consists primarily of two ele-
ments: First, the equal opportunities
provisions of Section 315 of the Com-
munications Act, which simply require

i that if a station makes time available to

one candidate for political office, it
must make equal opportunity available
to all other legally qualified candidates
for the same office. This has been in
effect ever since the Radio Act of 1927. It
can be awkward when there are a lot of
candidates for a particular office.
Broadcasters say that they would like
to provide time for the views of the
serious candidates in debates or other
formats if they could do so without
making time available for the "also
rans.” The implication of the broadcas-
ters’ position is that if only the major
candidates were in the race they would
provide time for them to present their
views. That very seldom happens.
The second provision Bill objects to is
the Fairness Doctrine. That policy was
adopted in 1949 but has roots going
back to 1929. It says two things: first, a
broadcaster should devote a reasonable
amount of its time to the discussion of
public issues of controversial impor-
tance. I think Bill would agree with
that. Second, it says that in so doing he
must make reasonable opportunity
available for the presentation of differ-
ing points of view in the community.
Again, that doesn’t sound very threat-
ening, and I don’t think it is in practice.
The FCC does get a fair number of com-
plaints, but not so many as Bill would
suggest. A good many of these go no
further because the commission staff
finds that the complaint is not suffi-
ciently specific or that it clearly does not
involve an issue of public importance.



Now, what if the FCC does find that
there has not been compliance with the
Fairness Doctrine? Is the station then in
dire peril of losing its license? Not at all.
It simply gets a letter saying that the
commission has concluded, based on
what the station has told it, that there
has not been compliance and asking the
station to advise it by a certain time
what it proposes to do to correct that
situation. If what was missing was pre-
sentation of one side of the issue, all
that is required to correct that is as-
surance that the other side will be pre-
sented. The licensee is then the one
who decides which format will be used,
when the broadcast will be made, and
who will do the presenting, not the
FCC.

I think Bill is too hard on broadcast
journalists. CBS “60 Minutes,” just to
take one example, frequently gets itself
in hot water by discussing controversial
matters and keeps right on doing it
even though it is often challenged.

If there are shortcomings, I think
they come from other matters than gov-
ernment policy. First, there is the fact
that broadcasting, especially television,
is primarily entertainment. I do not say
this in a critical fashion. Especially at
the network level, competition is fierce
and ratings are extremely important.

Broadcasting is handicapped by its
linear nature. You can only have one
thing on at a time. There are just 60
minutes in an hour, 24 hours in a day;
they cannot expand that—whereas a
newspaper can expand.

Some broadcast managers simply
dislike controversy. Edward R. Mur-
row’s “See It Now” was not terminated
because of the Fairness Doctrine, but
because it gave CBS Chairman William
Paley a knot in his stomach. The Fair-
ness Doctrine does not bar broadcast
editorials; as a matter of fact, after a
lengthy proceeding the FCC explicitly
held that broadcasters were free to edi-
torialize. There is broadcast commen-
tary. I think that those of you who
watch television see a fair amount of
letters to the editor.

In short, if Bill believes that elimina-
tion of the Fairness Doctrine and Equal
Time would bring about all the things
he misses—expanded documentaries,
editorials, investigative reporting—
then I'm afraid he would be disap-
pointed if it ever came about. Broad-

casters now have full opportunity to
say anything and everything they
want. When they have done so, the
Fairness Doctrine simply says, “All
right, you have exercised your First
Amendment right. Now how about the
First Amendment rights of others in
your community who have different
views on this controversial issue and
who would like to express them?” And
the Congress felt, the FCC believes,
and the Supreme Court agrees that that
is in the public interest, that it does not
violate the First Amendment, and that
it certainly does not prevent the broad-
casters from making money.

Bill Monroe: We have been very fortu-
nate that the quality of the broadcast
regulators has been uniformly high.
They have generally made decisions
that had some awareness of trying to
encourage controversy and editorial
freedom, but Ken ignores the fact that if
a station gets a letter from the FCC,
however politely couched, the broad-
caster cannot fail to have in the back of
his mind, “These people do not often
take licenses away, but they did once
last year, twice a couple of years ago.
You can lose your license to these peo-
ple.” And when a letter like that hits a
local station, the station manager can-
cels half of his appointments for the
next three or four days. He wants to talk
to the producer of the program and the
news director. He spends lots of time
with lawyers. Somebody in the pro-
gram department will be put on full
time to get an answer ready to go back
to the FCC. The station probably gets a
reply back that the FCC has let them off
the hook. But the station manager is not
likely to tell the producer or the news
director to do any more controversial
documentaries. This is a chilling effect.
Ken is absolutely right that if station
managers and news executives wanted
to, they could ignore this government
harassment and do another documen-
tary of a controversial nature and go
through the same harassment three
months later. It’s not human nature to
do that.

One way to look at this issue which is
revealing and decisive is to analyze
whether you would want to apply to
newspapers the kind of regulation
that’s applied to broadcasting. I don't
think many people would. ]
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Ravenal (Cont. from p. 1)

general-purpose or conventional
forces. Believing we must make the
connection between our foreign policy
commitments and what we actually
spend, Ravenal has calculated the cost
of our conventional forces in three stra-
tegic theatres, and it is staggering. In
1985, the U.S. defense of Europe will
cost $129 billion, Asia $47 billion, and
the Rapid Deployment Forces (mostly
directed toward the Persian Gulf) $59
billion. As Ravenal points out, “defense
budgets are not for nothing: they are for
something . . . defense budgets cannot
be cut significantly . . . without conse-
quences for their objects: our alliances,
our foreign policies.” Ravenal decries
the idea that meaningful savings can be
found in the elimination of waste and
fraud.

The study proposes that the United
States gradually reduce its force struc-
tures around the world by freezing the
defense budget at 1985 figures. By
doing this, we would reduce the mili-
tary budget by 45 percent through 1994,
for a 10-year savings of $2.2 trillion.

Ravenal argues that not only would
we be much healthier economically, but
we would actually be more secure. By
instituting a new policy of “war avoid-
ance and self-reliance” instead of our
present policies of extended deterrence
and military alliances, we would de-
crease the chances of confrontation
with the Soviet Union through proxy
entanglements and hence promote
greater security for ourselves.

Stanley Weiss, President of Business
Executives for National Security
(BENS), calls Defining Defense “an inci-
sive analysis of many of the basic issues
our nation faces in determining the fu-
ture course of national security policy. I
feel that Dr. Ravenal’s thoughts will be-
come the point of departure for much
of foreign policy and defense posture
debate in the 1980s.”

Articles about the book appeared im-
mediately after publication in the New
York Times and the Washington Post. The
Post’s Stephen Rosenfeld called Ravenal
“a relentless logician” and predicted
that “the debate could yet start turning,
with Ravenal, to questions of purpose.”

The 46-page book is available from
the Cato Institute for $3.95. [ ]
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Conference Examines World Debt Problem

The Cato Institute’s second annual
monetary conference, focusing this
year on “World Debt and the Monetary
Order,” was held January 21-22. More
than 300 people attended the con-
ference, including major media repre-
sentatives. In the opening session, Al-
lan H. Meltzer of Carnegie-Mellon
University, James B. Burnham, U.S. ex-
ecutive director of the World Bank, and
Rep. Stephen L. Neal (D-N.C.) exam-
ined the current debt crisis of the Third

Carlos Langoni

World. Burnham pointed out that in
the 1970s, responding to a variety of
economic, political, and social pres-
sures, many governments, including
the United States, rapidly expanded
their money supplies. This resulted in
an equally rapid expansion of bank
credit, with interest rates increasing
less than the average price level, result-
ing in negative real interest rates. This
encouraged borrowing in large
amounts, which the banks were only
too happy to comply with. The crisis
came when this credit expansion came
to a halt and the recession hit.

Meltzer decried the theory that the
debt crisis resulted from the oil price
shocks of the 1970s or high interest
rates in the United States, arguing that
there are simply too many exceptions
to make the theory plausible. He stated
that mistakes have been made because

debtor countries pursued inefficient
policies and “lenders took seriously the
guarantees of the governments and the
programs of the International Mone-
tary Fund.” He concluded that the solu-
tion lies in revaluing the debt at market
prices, which is already being done
with some outstanding loans.

Michael Mussa of the University of
Chicago discussed the role of U.S. mac-
roeconomic policy in causing the debt
crisis. He said that the standard Keyne-

Cato News

sian policy prescription for the reces-
sion of 1974-75 was for the United
States, along with other major indus-
trial nations, to run large budget defi-
cits and expand their money supplies,
facilitating increased borrowing by de-
veloping countries.

The effect of banking regulation on
the debt crisis was addressed by A.
James Meigs, chief economist of the
First Interstate Bank of California.
Meigs pointed out that until the recent
partial deregulation of financial institu-
tions, government regulators were as-
suming more of the risks and decision
making which normally are assumed
by bankers. This regulation contrib-
uted to increased risk taking by bank-
ers in extending loans to developing
nations.

The Friday luncheon was followed by
a panel discussion with Jerry L. Jordan,
professor of economics at the Univer-
sity of New Mexico and former member
of the Council of Economic Advisers,
and William R. Cline, senior fellow at
the Institute for International Econom-
ics. The topic was how best to restore
confidence in international monetary
relations. Jordan argued that lenders
and debtors should be made to bear the
full costs of their mistakes, just as pri-
vate businesses usually do in a free
economy. “There’s no justification for
international loans to be treated any
differently than domestic loans in the
provision of reserves and the classifica-
tion of the status of loans,” Jordan said.
Cline disagreed with such a laissez-

faire policy, saying that the slowness of
the market adjustment process, and
other possible side effects of a collapse
of one or several banks, might be too
high a cost to pay.

The topic of the afternoon session
was “The Political Economy of Interna-
tional Lending.” Michele Fratianni of
Indiana University and Paul DeGrauwe
of the Wharton School argued that the
Federal Reserve System “must be ready
to extend the lender-of-last-resort ser-

Allan Meltzer

vice to all banks, domestic and non-
domestic, transacting in U.S. dollars.”
They suggested that part of the out-
standing international debt be classi-
fied as bad loans because it is unlikely
that real interest rates will return to the
low levels of the 1970s. They also ar-
gued against an expansionary mone-
tary policy to help accommodate in-
creased lending to debtor nations.
Gerald P. O'Driscoll, Jr. and Eugenie
D. Short, economists at the Federal Re-
serve Bank of Dallas, outlined how U.S.
banking regulations, particularly
federal deposit insurance, encourage
excessive risk taking on the part of U.S.
banks. Many of the conference speak-
ers felt the U.S. government would bail
out the debtor banks in an emergency.
Friday evening’s banquet speech was
preceded by a moving tribute to Robert
Weintraub, who was senior economist



with the Joint Economic Committee
until his death last year. Weintraub as-
sisted in organizing the conference,
and the banquet was in his memory.
David 1. Meiselman of Virginia Poly-
technic Institute delivered the tribute.

Jan Tumlir, a visiting professor at
UCLA and Director of Research with
the General Agreement on Tariffs and
Trade (GATT), which works toward re-
ducing trade barriers between nations,
presented the banquet talk. Tumlir
stressed that trade liberalization is es-
sential to solving the debt crisis by
opening up more markets for the
debtor countries. He also recom-
mended shrinking the public sector
through cuts in spending and allowing
the market to play a greater role.

During the Saturday morning ses-
sion, Roland Vaubel, a member of the
Institute of World Economics in Kiel,
West Germany, compared today’s pro-
tectionist sentiments and policies with
those of the thirties. Then and now,
high unemployment triggered protec-
tionist sentiment. “Interdependence
through the market is not a valid justifi-
cation for non-market coordination,”
he said. Vaubel advocated international
trade agreements as a way to avert pro-
tectionism.

Lawrence H. White of New York Uni-
versity expanded on Vaubel’s discus-
sion of bank failures, arguing that a
policy of insuring large banks against
failure reduces the banks’ incentives to
loan their funds prudently.

Manuel F. Ayau, president of Univer-
sidad Francisco Marroquin in Guate-
mala, offered a free-market perspective
on the debt problem. He criticized lead-
ers in debtor countries for blaming
their economic woes entirely on factors
outside their control, and disagreed
with their quest for more and more
credit to stay afloat. He said that much
of the blame lies with the heavily statist
governments in the debtor countries,
where much of the borrowed money
has been spent by state-owned enter-
prises on wasteful projects. A large
debt, he argued, “is the unavoidable
result of having placed large amounts
of soft credit resources . . . at the dis-
posal of statist bureaucrats.”

]. Richard Zecher, chief economist for
the Chase Manhattan Bank, com-
mented on Ayau’s paper. He agreed
with Ayau’s characterizations of the

economic problems in many debtor
countries stemming from an inefficient
and bloated public sector, but said there
are motives other than ignorance. “I
think what drives most of the bad pol-
icies we're talking about is a desire to
redistribute wealth in order to acquire
short-term gains or political power.”
The conference ended with a Satur-
day afternoon luncheon speech by Car-
los Geraldo Langoni, former governor
of the Central Bank of Brazil. Langoni
offered his interpretation of the politi-
cal and economic conditions which led
to the worldwide debt crisis, and
strongly advocated government inter-
vention as the only solution to the
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problem. “Once there is no more mar-
ketplace, we cannot go on trying to
stick to the 'mnonintervention’ dog-
ma,” Langoni said. “Whether we like
it or not, there must be some exogenous
compulsory action to stop the drain of
resources whose speed and intensity
cannot be affected by any conceivable
internal adjustment by the debtor coun-
tries.” Langoni went on to propose a
more clearly defined, long-term plan
worked out between the lending and less
developed countries, and suggested that
the International Monetary Fund be al-
lowed to play a larger regulatory role.
Langoni’s talk drew heated criticism from
many of the participants. ]

John Ullmann

Cato in the News Cato Institute studies received news or op-ed
I  coverage in such publications as the following:

Edward H. Crane Reagan’s failures The Wall Street Journal
Michael Babcock railroad regulation Houston Post
Washington Times
Traffic World
Daniel Klein motorcycle tariffs Washington Times
Montreal Gazette
Providence Journal-Bulletin
Scott Palmer high-tech Journal of Commerce
protectionism Philadelphia Inquirer

military-industrial

firms
David Boaz street vendors The Wall Street Journal
Michael McMenamin  marketing orders Cleveland Plain-Dealer
Washington Times
Des Moines Register
Clint Bolick cable television CableVision
Communications Daily
Edward H. Crane Communist China Washington Times
Santa Ana Register
Roy Childs Afghanistan St. Louis Post-Dispatch
Oakland Tribune
Indianapolis Star
Bruce Bartlett industrial policy Chicago Tribune
Houston Chronicle
Los Angeles Herald-
Examiner
David Lampo hunger Chicago Tribune
Newsday
Cleveland Plain-Dealer
David Boaz special-interest politics  The Wall Street Journal
Congressional Record
Roy Childs national security St. Louis Post-Dispatch

San Jose Mercury-News
Christian Science Monitor

Oukland Tribune
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Studies Recommend Deregulation
for Many Industries

Policy Analysis, Cato’s series of
timely policy studies, is a growing in-
fluence in the public policy debate. Re-
cent studies on subjects ranging from
farm policy to cable television were dis-
tributed to all the members of Con-
gress, select government officials, aca-
demics, the media, and Cato sponsors.

Lawyer Michael McMenamin exam-
ines the cost of regulating a major sec-
tor of the American economy in “Te-
dious Fraud: Reagan’s Farm Policy and
the Politics of Agricultural Marketing
Orders.” McMenamin describes how
the longstanding political influence of
farming interests, combined with a
failure of will on the part of the Reagan
administration, resulted in higher
prices to consumers than would exist in
an agricultural free market.

Scott D. Palmer, editor of two Indi-
anapolis-based computer publications,
writes about Japan’s challenge to
America’s technical superiority in
“Panic in Silicon Valley: The Semicon-
ductor Industry’s Cry for Help.” Start-
ing from the assumption that "Ameri-
can firms that are exposed to
competition from abroad make a sub-
stantial contribution to the wealth of
our nation and employ thousands of
workers,” Palmer examines the eco-
nomic costs should the United States
respond in kind to Japan’s subsidiza-
tion of its semiconductor industry.

Palmer effectively shows that the ex-
tent of government support for Japanese
industries is not as great as many people
think, and then goes on to assert that
even if Japan’s semiconductor companies
“dumped” their product on the Ameri-
can market, this country would generally
benefit in the long run.

Palmer concludes that American
competitiveness and productivity can
only be increased by “removing the
heavy burden of government from the
economy.”

The Staggers Rail Act, which marked
the most significant change in railroad
policy in nearly a century, is examined
by Michael W. Babcock in “Efficiency
and Adjustment: The Impact of Rail-

road Deregulation.” Babcock, an asso-
ciate professor of economics at Kansas
State University, states that two main
factors contributed to the decline of the
railroads: government promotion of
competing transportation modes, and
rate regulation. The latter policy, ac-
cording to Babcock, “prevented the
managers of railroads from responding
to changing conditions in the transpor-
tation market,” and imposed excessive
costs that forced some marginal com-
panies to go bankrupt.

The Staggers Rail Act, which allows
for much greater pricing freedom, isin-
adequate in some respects, but the rela-
tive deregulation it allows “is a signifi-
cant step toward economic efficiency in
the rail industry,” according to Bab-
cock. He goes on to assert that if future
rail policy is based on free market prin-
ciples, railroads may continue to play a
major role in the economy.

In "Cable Television: An Unnatural
Monopoly,” Clint Bolick clearly and
persuasively presents the free market,
First Amendment case for leaving the
burgeoning cable industry totally un-
regulated. Bolick, an attorney with the
Mountain States Legal Foundation, is
the counsel of record in a legal chal-
lenge to municipal authority to award
monopoly cable franchises.

Bolick presents the reader with an

absurd scenario in which the govern-
ment decides who will own the local
newspaper monopoly, what its edi-
torial format will be, and how much
each newspaper will cost. While such a
policy would surely cause public out-
rage, that is exactly what is being done
with cable television, and yet, “no
stronger economic rationale exists for
government regulation of cable than of
newspapers.”

Bolick goes on to document the kinds
of requirements local governments ex-
pect of potential cable franchises, in-
cluding paying up to 5 percent of reve-
nues to the city, allowing it to veto
programming changes, and providing
an emergency system that allows city
officials to turn on subscribers’ sets and
broadcast messages into their homes at
any time. Bolick also shows how the
allegedly messy world of economic
competition is replaced by political
competition, in which potential fran-
chisees try to curry favor with city offi-
cials.

In his conclusion, Bolick suggests
that excessive regulation may destroy
the promise of cable television, but
more importantly, he warns that it may
result in a threat to our freedom.

All studies in Cato’s Policy Analysis
series are available from the Institute
for $2.00 each. |

Study on Tariffs Draws
Response from Harley

The Harley-Davidson Motor Com-
pany’s successful effort to get import
duties raised on foreign motorcycles
was generally spared the scrutiny it de-
served. When Daniel Klein, a graduate
student in economics at New York Uni-
versity, exposed the political machina-
tions that led to the tariff in his study,
“Taking America for a Ride: The Politics
of Motorcycle Tariffs,” Harley-David-
son was compelled to fight back.

In a letter sent to all of Cato’s direc-
tors, Harley-Davidson spokesman
Robert H. Klein (no relation) called the
study “shallow at best.” In a two-and-a-
half page letter, Daniel Klein answered
the charges point by point. Cato board
member Sam H. Husbands, Jr., entered
the fray with a rejoinder of his own, in
which he presented the classical liberal
arguments in favor of free trade.

Harley-Davidson, hurt by Japanese

(Cont. on p. 12)
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“Persuade the Intellectuals”
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Exclusive Interview with E. A. Hayek

 F. A. Hayek is one of the world’s leading
free-market economists and social philoso-
phers. Besides the important 1944 bestseller,
The Road to Serfdom, he has written
books on subjects ranging from economics
(Prices and Production; Monetary The-
ory and the Trade Cycle) to political phi-
losophy (The Constitution of Liberty;
Law, Legislation and Liberty) to the phi-
losophy of science (The Sensory Order;
The Counter-Revolution of Science).
His latest book, to be published late this year,
is The Fatal Conceit. Hayek, who will be
85 years old this fall, won the Nobel Prize in
economics in 1974.

Prof. Hayek was recently interviewed at
the University of Freiburg in Germany by
James U. Blanchard IIl, chairman of the
National Committee for Monetary Reform
and a member of the Cato Institute’s Board of
Directors.

Q: We’re looking forward to seeing
your new book The Fatal Conceit. Could
you tell us a little about the book?
Hayek: The book brought me to very
fundamental philosophical problems
which explain the thing which has
puzzled many people: why the intellec-
tuals have been the leaders in the
movement to socialism. The funda-
mental problem is no longer whether
the government can order human af-
fairs, it's whether the human brain it-
self can quite handle them. I have come
to the conclusion that we have been
able to form what I now call the ex-
tended society, an order far exceeding
our vision and knowledge because of
the evolution of another gift quite dis-
tinct from intelligence. That’s the gift of
our morals, particularly the institutions
of property and the family, which we
have never invented, which have suc-
ceeded because the groups who prac-
ticed them—without understanding
why—expanded more than others.

Q: The Austrian economist Carl Men-
ger talked about the evolution of
money as a sort of natural phe-
nomenon. How did money come
about, and what'’s happened to money
today?

Hayek: The great trouble is that money
wasn’t allowed to develop. After two or
three hundred years of the use of coins,

governments stopped any further de-
velopments. We were not allowed to
experiment on it, so money hasn’t been
improved, it has rather become worse
in the course of time. Menger, and be-
fore him Hume and Mandeville,
named law, language, and money as
the three paradigms of spontaneously
occurring institutions. Now for-
tunately, law and language have been
allowed to develop. Money was frozen
in its most primitive form. What we
have had since was mostly government
abuses of money.

I have come to the position of asking,
has monetary policy ever done any

Hayek: "A roundabout way to displace the gov-
ernment money.”

good? I don’t think it has. I think it has
done only harm. That's why [ am now
pleading for what I have called dena-
tionalization of money.

Q: This controversial theory of com-
petition of currencies is beginning to
receive some attention. How do you
think it would work? Would the major
banks issue currencies, or would there
be gold coins issued?

Hayek: It seems to me that my original
plan is right, but I am afraid that I've
come to the conclusion that politically,
it is completely utopian. Governments
will never allow monetary competition,
and even bankers do not understand
the idea because they have all grown up
in the system which is so completely

dependent on central banks. So I think
we need a roundabout way. Afterall, in
the modern world, currency is no lon-
ger the most important money. Credit
and credit cards are substitutes. While
governments can stop people from is-
suing money, they can hardly stop
them from opening accounts in some-
thing unless they introduce a complete
system of exchange control. I do not
expect that any bank will understand
this idea. But I hope that one of the big
dealers in raw materials will be pre-
pared to open accounts which will be
redeemable in so much of current mon-
eys as are necessary to buy this list of
raw materials. Through these accounts
he can make his unit—call it the
“solid”—the standard unit without it
ever being used in circulation. People
very soon will begin to keep their ac-
counts in “solids”—the only thing
which is trustworthy. Although it's a
thing where many people can com-
pete, most of them will probably
choose the same list of raw materials. If
one major firm will start this, others
will imitate it. So I think we can forget
about existing money and existing
banks, and gradually open a system of
accounts which will displace the gov-
ernment money.

Q: Maybe the unit, one day, will be
known as the “Hayek.” Continuing on
the money issue, it seems to me that the
fundamental flaw in Milton Friedman’s
theory of monetary control is becoming
more and more evident today. The au-
thorities are now admitting that they
don’t even know what the money sup-
ply is. So how could you have a theory
based on a steady increase in the
money supply?

Hayek: You know, about forty years
ago, l once wrote a sentence something
like this: Almost the worst thing which
could happen would be if mankind
ever forgot the quantity theory of
money—except they should ever take it
literally. While I still believe that it is
true that the price level is determined
from the quantity of money, we never
know what the quantity of money in
this sense is. I think the rule ought to be
that whoever issues the money must
adapt the quantity so that the price
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level will remain stable. But to believe
that there is a measurable magnitude
which you can keep constant, with
beneficial effects, I regard as com-
pletely wrong.

I don’t like criticizing Milton Fried-
man not only because he is an old
friend but because, outside of mone-
tary theory, we are in complete agree-
ment. Our general views on what is
desired and what is not are almost iden-
tical until we get on to money. But if I
told him what I said before, that I very
much doubt whether monetary policy
has ever done anything good, he would
disagree. He personally is convinced
that a good monetary policy is a foun-
dation for everything.

Q: What do you think will be the out-
come of the Third World debt crisis?

Hayek: I don’t know. If we are very
lucky—I doubt that we should be so
lucky—we may get through it without
either a resumption of inflation or new
controls being clapped on. But the only
good thing I hope to see is that people
are becoming somewhat aware that the
present monetary system is not very
satisfactory and that we will have to
consider fundamental reform. I don’t
think anybody is yet going far enough.

I sympathize with the people who
would like to return to the gold stan-
dard. I wish it were possible. I am per-
sonally convinced it cannot be done for
two reasons: The gold standard pre-
supposes certain dogmatic beliefs
which cannot be rationally justified,
and our present generation is not pre-
pared to readopt beliefs which were old
traditions and have been discredited.
But even more serious, 1 believe that
any attempt to return to gold will lead
to such fluctuations in the value of gold
that it will break down. So although I
must sympathize with the gold stan-
dard people, I don’t believe that is a
possible way. I think, in the long run,
only my much more radical proposal
will be feasible.

Q: Do you see the future as being more
and more inflation and currency de-
preciation, or do you think that we
could have a depression?

Hayek: Many things in the last three
years have moved very much better
than I had hoped. Particularly in En-
gland, the fact that Mrs. Thatcher
would be able to bring inflation down
as well as she has done, and the same to

some extent in America, is very encour-
aging. If you can bring down inflation
to zero, and have it stay there, I think
the position of the leading countries
can be saved. I'm not sure that means
the positions of their banks can be
saved!

Q: I have been pleasantly surprised
that Margaret Thatcher has accom-
plished as much as she has.

Hayek: And she sees why she hasn’t
accomplished more. She has recently
said, repeating my own criticism to her,
that she has been much too slow.

Q: You have said, “When I was very
young, only the very old believed in
classical liberalism. Now that I am very
old, we’re winning a flood of young
people to our side.” I've also noticed
that the libertarian or free-market
movement in the United States tends to
be dominated by young people. How
did it happen in your lifetime that “lib-
eral” changed from meaning free-mar-
ket or classical liberal to the present-
day terminology where “liberal” im-
plies economic intervention?

Hayek: Ask the people at Harvard who
did it! I no longer dare call myself a
liberal in America because it is so com-
pletely misunderstood, and the new
meaning is invading Europe. Even
here, one has to explain what one
means by liberal. But, if I may use the
American neologism, libertarianism is
spreading among the young in a most
encouraging fashion. It has been
strongest in the States, it’s quite strong
in Germany, it’s strong in England, and
the most remarkable thing, it's starting
in France, which was the country with
the least hope. There is a very definite
group of young economists who are
thinking on right lines. I don’t know if
there is any organized libertarian
movement in Italy, but there’s nothing
organized in Italy anyway.

Q: Unlike even my younger days,
there are dozens of new free-market
books coming out, almost on a monthly
basis, and it’s almost a flood of intellec-
tual ammunition against socialism and
state intervention.

Hayek: It’s enormously increasing in
the last three or four years. [ oughtn’t to
say this, but I can no longer read the
literature about myself that has been
lately appearing. It’s far too much.

Q: I would imagine, since you won the
Nobel Prize in 1974, that you've been

n

besieged by articles and interviewers.
Hayek: Not immediately. It has been
something halfway in between, you
know. It's now nine years since I got it,
and the first four or five years, yes, one
becomes a sort of temporary celebrity,
but that I don’t care for. But the great
interest in my writings among intellec-
tuals, which really counts in the long
run, is a very recent phenomenon. It
appears that in the last four years inter-
rest has been growing progressively.
Q: You taught with Lord John May-
nard Keynes at the same university, did
you not?

Hayek: I taught at his university while
he was advising government. We at the
London School of Economics were
evacuated to Cambridge for the whole
World War II period, and Keynes got
me rooms in his college. But he was
most of the time advising govern-
ments, so we met only occasionally on
weekends. We were personally very
good friends.

He had the illusion that a little infla-
tionis good. Too much, no. He was one
of the cleverest men I knew, but he was
not really a very competent economist
at all. He had strong intuitions, which
sometimes were right, and the strong
conviction that he could put over any
theory that he invented to justify his
particular recommendations. He was a
very great man, butI don’t think he was
a great economist.

Q: I think that maybe he was a great
investor, though. I've heard that in the
1930s he made a huge amount of money
in the stock market.

Hayek: Well, I can qualify that slightly,
and quote him literally. He confessed to
me that when he speculated in cur-
rency, he went flat broke. And when he
turned to commodities—not the stock
market—he made, I think, half a mil-
lion pounds then. And the same
amount for his college. He must have
made two million pounds in pre-War
pounds.

Q: Who's your favorite economist, be-
sides F. A. Hayek?

Hayek: Well, among the not really
young ones are Armen Alchian and
George Stigler. Until recently, my dear
friend Lionel Robbins, who has had a
stroke and is now out of action.

Q: What about some of those who
have passed away?

Hayek: Well, Mises, of course. And I



have the greatest admiration for Carl
Menger, who started the whole Aus-
trian tradition—and of that generation
there are a good many.
Q: When did you meet Ludwig von
Mises?
Hayek: We were ten years in constant
close collaboration. He was not my
teacher at the University, but I worked
under him in my first job. From 1921
through 1931, I worked with him day by
day and attended his famous Mises
seminar, and that had a very profound
effect on my thinking. I think that in
understanding the main dangers of de-
velopments in economics, he was prob-
ably the most far-seeing man of the
time. A man of great intuition, great
theoretical and historical knowledge,
but we must not forget that until the age
of nearly sixty, academic work was a
sideline for him. He was a very active
man in practical work and could only
devote himself to thinking in old age.
He never made what to me has been
the decisive step away from rational-
ism. He remained to his end a con-
vinced rationalist and ethical util-
itarian, and did not see what David
Hume already said—that our high mor-
als are not the conclusions of our rea-
son. They are the result of another pro-
cess, a kind of group selection and
evolution which led to those commu-
nities who had adopted, uninten-
tionally, the most appropriate rules of
conduct prevailing. So part of our ca-
pacity to maintain moral society is a
tradition of moral rules which we still
do not fully understand. And there,
rationalism becomes insufficient. I
would even go so far as to say that pure
rationalism leads directly to socialism.
Q: That leads me to another question.
What do you think accounts for the fact
that capitalism has had such a bad rep-
utation among the intellectual elite? Is
it a simple matter of envy, or is there a
more fundamental reason?
Hayek: Yes, thisis a very curious story.
It was the enormous influence of Karl
Marx’s teaching that capitalism has cre-
ated the proletariat. It’s curious because
the fact is true, but the capitalist hasn't
created the proletariat by expropriating
anybody. On the contrary, he has cre-
ated a proletariat by enabling people to
live who otherwise could not have
lived. He has created a proletariat by
keeping people alive! In that sense, the

proletariat is a creation of capitalism,
and all these people just wouldn't exist
without capitalism.

Q: If capitalism wasn’t here to provide
the labor, the jobs, and the capital, mil-
lions of people would not exist.
Hayek: Only capitalism could have
created what I call the extended society,
which is based on the utilization of infi-
nitely more resources than any other
system could have used.

Q: What can individuals do to help the
spread of free-market ideas?

Hayek: Help the people who can do it
to persuade the intellectuals. There is
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an organized effort in that direction
now underway and very rapidly
spreading. I think it was a mistake in
the past to try to appeal to the masses
generally. The people who make opin-
ion are the intellectuals. They have
been making wrong opinion. We must
convince them in order to get them to
work in the right direction. There are
now specialized institutions which are
trying to_apply free-market principles
to concrete problems in a form which is
intelligible to the general public. And
these things must be financially sup-
ported. [ ]

Tal‘iffs (Cont. fromp. 9)

competition and a decline in demand
caused by the recession, was on the
verge of bankruptcy in 1982, according
to Daniel Klein. Despite a Japanese of-
fer to provide about $10 million in tech-
nical assistance and another $20 million
in bank loans, Harley-Davidson ap-
pealed to the U.S. International Trade
Commission for relief from the impor-
tation of heavyweight motorcycles and
power-train subassemblies (engines).
By a vote of two to one, the ITC decided
to restrict heavyweight motorcycles
only, raising the tariff from 4.4 percent
to 49.4 percent the first year and letting
it decline incrementally to the original
level after five years. President Reagan
adopted the recommendation, with
minor alterations, on Aprii 1, 1983.

While such relief might have satisfied
Harley-Davidson’s creditors enough to
stave off bankruptcy in the short run,
the long-term effects can only be nega-
tive, as higher prices are likely to bring
about a reduction in demand. The com-
pany, America’s only domestic pro-
ducer of motorcycles, may well be in
danger again in five years, and at that
time it is likely to ask for an extension of
the import duties. “Temporary tariffs,
as Ronald Reagan has often said of tem-
porary government agencies, are the
nearest thing to eternal life on this
earth,” Klein wrote.

In his letter, Harley-Davidson official
Robert Klein alleged that “evidence and
opinion contrary to Mr. Klein’s are ig-
nored.” He then cited several points
that he claimed were factual errors in
the report, and asserted that “Harley
had taken aggressive steps to help itself
and simply needed a bit more time to

finish its revitalization program. The
company sought government action,
under existing laws, only when irre-
sponsible Japanese trade practices
threatened to destroy what had been
accomplished.”

In his rebuttal, Daniel Klein argued
that none of Harley’s statements were
central to his main point, which was
that while market participants may
plead for help if conditions turn against
them, “once we let those pleas affect
the referees’ decisions, the game is de-
stroyed. The door is open to any kind of
intervention.”

In response to Harley-Davidson’s as-
sertion that the tariff will result in more
U.S. jobs, not fewer, Klein answered,
“It is my belief . . . that government
intervention never contributes to the
long-run health of the economy,” and
cited administration economists who
believed the tariff would destroy jobs.

Sam Husbands’s letter to Harley-
Davidson emphasized the moral rea-
sons for opposing government inter-
vention in the economy. Husbands
wrote that by recognizing a company’s
specious “right” to a market or an indi-
vidual’s “right” to a job, “government
has put its blessing on the observable at
the expense of the dispersed and un-
seen.”

"Free trade. . . ,” Husbands con-
tinued, “is vital not only because Amer-
icans on balance benefit economically,
but because if we adhere to it in princi-
ple it is one of the great contributors to
international peace. Bastiat said it over
a hundred years ago, but it still holds
that ‘if goods don’t cross borders, sol-
diers will.” ”

Copies of the Klein study are avail-
able from the Institute for $2.00. a
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Sowell Speaks on Race and Politics

Dr. Thomas Sowell, senior fellow at
the Hoover Institution and author of
the recently published book, The Eco-
nomics and Politics of Race: An Interna-
tional Perspective, was the featured
speaker at a recent Cato Policy Forum.
Sowell discussed several themes from
his book, which examines the question
of whether ethnic groups retain their
unique characteristics in different so-
cial and cultural environments.

According to Sowell, ethnic group

Sowell: “Discrimination is pervasive. The ques-
tion is whether it has been pervasively effective.”
patterns generally are consistent
throughout the world. For example, his
research showed that Germans tend to
be overrepresented in the technical
professions in Latin America, Aus-
tralia, the Soviet Union, and the United
States, and that Italians have, un-
surprisingly, made a contribution in
wine production in California, Argen-
tina, and Australia.

Sowell explained his theory on per-
secution of economically successful
ethnic minorities. “The more rare the
skills they have in a given society, the
greater their income is likely to be com-
pared to that of the average member of
the society, and therefore the more
hated they are likely to be,” he said,
adding that “politics rewards the mobi-
lization of resentment.”

Sowell is one of the most celebrated

free-market economists in the world.
Many of his earlier books, including Eth-
nic America and Knowledge and Decisions,
are considered classics of contempo-
rary economics. The Economics and Poli-
tics of Race was reviewed in most main-
stream book reviews and magazines,
and was promoted in a full schedule of
nationwide appearances by the author.
Philosophy professor Stuart Warner,
writing in the Wall Street Journal, called
the book “remarkable,” and said that
Sowell “has written another unreada-
ble book—a book so startling that it
cannot be read straight through, a book

that brings reading to a standstill.”

Among the participants at the Sowell
forum were Cato adjunct scholars Earl
C. Ravenal of Georgetown University
and Walter Williams of George Mason
University, Arnold Packer of the Senate
Democratic Policy Committee, Grover
Norquist of the U.S. Chamber of Com-
merce, and Tom Diaz, a columnist for
the Washington Times.

A transcript of Sowell’s talk, and of
the question and answer period follow-
ing, was published in the January 1984
Policy Report. Copies are available from
the Cato Institute for $2.00. [

Withdrawal from Lebanon
Urged in Richman Paper

American involvement in Lebanon
was the subject of a recent Cato Policy
Analysis by Sheldon Richman, associ-
ate editor of Inguiry magazine. Citing
the fact that “Lebanon is beset by old
and complex internal problems that vir-
tually preclude social cohesiveness and
tranquility,” Richman argues for com-
plete American disengagement from
the war-torn nation. His study puts to-
day’s political crisis in historical per-
spective in an attempt to show that the
real issues in Lebanon are quite differ-
ent from those portrayed by the Reagan
administration.

For over forty years Lebanon has
been ruled by a political arrangement
called “confessionalism,” under which
political power is apportioned on the
basis of the country’s religious and eth-
nic groups. Unfortunately, the system
does not allow for the inevitable demo-
graphic changes which have taken
place since the 1932 census, upon
which the current legislative propor-
tions are based. In 1932, the Shi‘ites
comprised just 19.6 percent of the pop-
ulation, yet today they are the largest
group in Lebanon, with 28 percent of
the population. The Maronite Chris-
tians today are only 16.8 percent of the
population, down from 28.8 percent in
1932. The overrepresentation of the

Christians and underrepresentation of
the Moslem factions in the government
have been the source of the political
confrontations of the past decade. Ig-
noring these demographic changes,
the United States has sought to prop up
the unpopular minority government of
Maronite leader Amin Gemayel, in
spite of the fact that his insistence on
retaining the presidency has been the
chief stumbling block to a negotiated
settlement of the conflict.

Citing the work of political econo-
mist Ludwig von Mises, Richman ar-
gues that only the minimization of cen-
tral government power in a divided
country can reduce the political and
military conflict over the use of that
power. Yet President Reagan’s policy
flies in the face of this advice by seeking
to strengthen the central government.

Richman asserts that because of its
record as a backer of Israel and of the
Maronite leadership of Lebanon, the
United States cannot be perceived as an
impartial arbiter in Lebanon. He
warns, “There simply is no good reason
for the U.S. government to side with
Arab Christians and alienate miliions of
Arab Moslems. . . . Doing so only
makes Americans targets of terrorism
and risks dragging them into war, first
with the Syrians, and possibly the So-

(Cont. on p. 15)
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Can Banking Be Deregulated?

Financial Services: Changing Institu-
tions and Government Policy, edited by
George ]. Benston (Old Tappan, N.].: Pren-
tice-Hall, Inc., 1983), 268 pp.,
$14.95/$7.95.

Although many harmful conse-
quences of industrial regulation have
been proven through economic analy-
sis, the prospect of meaningful repeal
often seems dim due to the realities of
our political system. George Stigler has
likened regulatory entrenchment to
that of the Rocky Mountains. Yet today
one key industry waits in an environ-
ment conducive to further deregula-
tion. As Benston writes: “For the first
time in over fifty years the number of
institutions and individuals that benefit
from deregulating the financial services
industry is sufficient to make deregula-
tion a realistic possibility. The public
certainly would benefit.”

Financial Services consists of nine
chapters, by separate authors, each
dealing with a different aspect of the
financial services industry. Many chap-
ters give perspectives on the evolution
and current structure of the industry
under the assumption that these are
necessary for an informed prediction of
its future. Consequently, the impact of
New Deal regulation on the current
structure of these institutions becomes
clear. One of the key issues to be re-
solved is how much of this regulation is
now desirable.

Several similar conclusions are
reached by the authors. First, con-
straints on competition are not desir-
able, even if failure of some institutions
or loss of benefits to some individuals
result from the removal of constraints.
Second, large economies of scale do not
exist throughout the industry, hence
centralized power is unlikely to occur if
regulations are removed. Third, de-
posit insurance is desirable for transac-
tions deposits, although there is no rea-
son why this insurance must be
provided by a single, noncompetitive
agency. Most authors agree that com-
petition among insurance providers
would enhance the efficiency and secu-
rity of the industry.

The book is not without its inconsis-

tencies. Paul M. Horvitz contributes a
very interesting chapter on payments
systems developments, in which he
displays the ability of the price system
to encourage innovation and direct re-
sources to their most highly valued
uses. In this chapter he expresses con-
cern that electronic funds transfer sys-
tems might have to be treated as natu-
ral, shared monopolies, mainly in the
name of increased competition. He also
endorses the use of the Fed Wire as the
only system providing no risk of pay-
ment default. Horvitz seems to forget
that an agency such as the Federal Re-
serve has few cost constraints, and its
monopolization of that service will re-
strict competition just as effectively as a
natural monopoly.

Policy Ry-or
Revaems

One of the acknowledged problems
with such a compilation of articles is the
duplication of ideas and statistics. For-
tunately, the ideas are presented in a
diversity of ways which results in an
enhancement of the book’s overall
scholarly objectivity. The wide range of
views of the contributors allows the
reader to see a fuller spectrum of the
debate.

An opportunity exists for continued
deregulation of the financial services
industry. Sound research and thought
are required to overcome the en-
trenched beneficiaries of regulation. Fi-
nancial Services provides the necessary
analysis and credibility to justify addi-
tional deregulation.

State of the World 1984: A Worldwatch
Institute Report on Progress Toward a
Sustainable Society, by Lester R. Brown
et al. (New York: W. W. Norton and Co.,,
1984), 252 pp., $15.95.

This volume is meant as a “report
card” on mankind’s global ability to
achieve its goals given its limited re-

sources. The primary concern is sus-
tainability: Can we maintain the levels
and trends of our living given the sup-
ply of our depletable resources?

The book suggests that rates at which
vital resources are being depleted and
at which population is growing give
good reason to be pessimistic. Continu-
ing at our present rate, it claims, ulti-
mately recoverable reserves of oil will
be gone in 114 years and topsoil re-
serves will disappear a few decades
later. Of the 1983 world population
growth rate of 1.7 percent, the authors
write that “the worldwide effort to get
the brakes on population is falling
short.”

The findings of this book are frustrat-
ing to analyze because when read
closely one realizes that specific conclu-
sions are kept to an absolute minimum.
The tone is urgent and troubled, but
the reasoning and factual evidence do
little to back up this thrust. Lester R.
Brown, Project Director of the work,
says that the roots of the eighties’ eco-
nomic crisis “lie in the depletion of re-
sources,” yet his team hardly demon-
strates the claim.

In per capita food production, for ex-
ample, the study highlights local crop
failures, as in Africa, and short-term
slowdowns in production. However,
looking at the long-term data, which
can be found in Julian Simon’s highly
informative The Ultimate Resource, one
finds that short-term peaks and valleys
are common and that the trend since
1948 has clearly been increased per cap-
ita food production. Worldwatch, how-
ever, anticipates trouble. In one chapter
they set off from the text in bold face:
“More countries than ever before face
the possibility of famine in early 1984.”
But there has not recently been an un-
usual food problem.

On future oil provision, we again be-
come skeptical of Worldwatch’s claims
when we consider the carefully rea-
soned discussion by Simon. He ex-
plains why extrapolating future provi-
sion of resources from known supplies
is a spurious calculation. First, the com-
prehensive data on such items is very
poor, and, second, man does not secure
resources beyond his relevant horizon.

Gztolbéiyl{eport

There is plenty of oil in the world that
hasn’t been worth investigating yet. To
divide the quantity of known reserves
by our present annual usage, as World-
watch does, in order to foretell the ex-
haustion of the supply, is ludicrous.
Worldwatch tells us that at the present
rate our known oil supply will be gone
in 37 years, and implies that thisis a real
parameter the world will face. But
known oil reserves increased by more
than 500 percent from 1950 to 1970.
Consider how misleading it would
have been to predict the depletion of oil
in 1950 based on known reserves. With-
out pretending to have exact forecasts,
Simon is very optimistic about our fu-
ture oil use and our future resource use
in general.

The Worldwatch group suggests
ways of improving the status of global
resources. Bringing the issue to the at-
tention of political leaders is a central
aim, hopefully to be achieved by new
resource accounting schemes. Large-
scale government projects in dam con-
struction, soil preservation, recycling
and the like are advocated. Finally, they
stress the worldwide military buildup
as a significant and unnecessary drain
on resources.

Law of the Sea: U.S. Policy Dilemma,
edited by Bernard H. Oxman, David D.
Caron, Charles L. O. Buderi (San Fran-
cisco: Institute for Contemporary Studies,
1983), 184 pp., $21.95/$7.95.

Twenty-four years of international
negotiations ended in failure on April
30, 1982, when, at the eleventh session
of the Third United Nations Con-
ference on the Law of the Sea, the
United States voted against the pro-
posed Law of the Sea Treaty (LOST).
What was to become the constitution of
the oceans instead became the UN’s
biggest white elephant.

The treaty appeared to get a rousing
send-off when 130 nations voted for it,
with only 3 joining the United States
against, and 17 abstaining. But just 9
nations have since backed up their vote
with a ratification, despite predictions
that the necessary 60 nations would
ratify in 1983, allowing the treaty to go
into effect this year. The United States
refused to pay its 25 percent share of

the UN assessment to finance the Pre-
paratory Commission, which is to draft
rules and regulations to explain the 221-
page treaty, and the multi-year effort
has bogged down in Jamaica. More-
over, the Reagan administration is ne-
gotiating an alternative mining system
with other industrialized Western na-
tions that could render the LOST sys-
tem—if it ever takes effect—a paper ti-
ger.

This collection provides a look at the
complex LOST process that is balanced
between treaty advocates and oppo-
nents. The book opens and closes with
fairly evenhanded essays by, respec-
tively, David D. Caron and Bernard H.
Oxman, who provide background on
the extended oceans negotiations and
the issues yet to be resolved. Particu-
larly valuable for neophytes in the
world of the International Seabed Au-
thority, the Enterprise, Exclusive Eco-
nomic Zones, territorial seas, maritime
research, and so on is the appendix on
the treaty by Oxman, a former vice-
chairman of the U.S. LOST delegation.

The most eloquent supporter of the
treaty is Leigh S. Ratiner, who was the
lead U.S. negotiator at the final con-
ference session. Ratiner, whose shifting
positions on the LOST issue are not
reflected in the book, argues here as "a
conservative” that the administration’s
rejection of the treaty will result in “a
significant, long-term foreign policy
setback with grave implications for U.S.
influence in global economic and politi-
cal affairs.”

Also on the “pro” side is Arvid Pardo,
the former Maltan United Nations am-
bassador who successfully convinced
the UN General Assembly to declare
the seabed the “common heritage of
mankind” in 1967. Pardo, though still
loyal to the common heritage ideal, is
critical of the treaty adopted by the con-
ference for making seabed develop-
ment “unnecessarily complicated and
expensive,” establishing “unnecessary
and unrealistic production controls,”
and designing an “"Authority that is al-
most certain to make timely and appro-
priate decisions impossible.” Instead of
benefiting mankind, he sees the treaty
system proving “to be an enduring eco-
nomic burden on the international
community.”

The treaty’s opponents are well-rep-
resented by W. Scott Burke and Frank
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S. Brokaw, who directly challenge the
entire “common heritage” concept. The
LOST, they point out, would be “the
first formal codification” of the re-
distributionist New International Eco-
nomic Order demanded by Third
World leaders.

Robert A. Goldwin attacks both the
theoretical and philosophical under-
pinnings of the entire negotiations. The
theory of common ownership, he says,
“jeopardizes one of the great founda-
tions of international peace and pros-
perity—freedom of the high seas.” The
practical assumption that the seabed
would yield untold riches, requiring an
extensive regulatory system to divide
them, failed to take into account the
cost of recovering the minerals and the
current slump in the minerals market.
The LOST, he argued, is flawed both in
theory and reality.

The collection also includes more de-
tailed discussions of the likely invest-
ment climate under the treaty and un-
der an alternative agreement among
potential seabed mining states, as well
as a look at the political lessons that
should be drawn from the negotiations.

The Law of the Sea negotiations have
always been one of the most esoteric of
issues. But, because of the treaty’s role
as the leading edge of the Third World’s
campaign for global resource manage-
ment under its control, the issue is also
one of the most important. Law of the
Sea helps explain why the Reagan ad-
ministration opposed the LOST and the
coercive new world order of which the

treaty is an important part.
—Doug Bandow

Inquiry

)
Lebanon (Cont. from p. 13)

viet Union.” With the withdrawal of
American troops from Lebanon and an
end to the military support for one side
in the civil war, the prospects for a suc-
cessfully negotiated settlement to the
crisis should improve, Richman says.
“What is important,” he concludes,
“is that the solution must not be and
cannot be imposed from outside.”
“The United States in Lebanon: A
Case for Disengagement” is available
from the Cato Institute for $2.00. H
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If I wasn't reading it, I didn’t mean it

Rep. Marjorie S. Holt (R-Md.) rose on
the House floor yesterday to apologize
for her assertion in House debate the
day before that the United States is a
Christian nation.

“I apologize for the use of‘a narrow
and exclusionary term which does not
reflect my true beliefs,” Holt said. . . .
She explained that “I was not speaking
from a written script when I made the

error.”
—Washington Post, March 8, 1984

At last a sensible farm policy

King Hassan Il announced today that
Morocco’s farmers, hard hit by years of
drought, would be exempted from pay-
ing taxes until the end of the century.

—New York Times, March 4, 1984

Their bloopers are in the U.S. Code

The original TV Bozo the Clown,
Larry Harmon, is running for presi-
dent as a legitimate write-in candi-
date. . . .

Recently a series of bloopers from the
original “Bozo” TV series was set for an
upcoming edition of ABC’s “Foul-Ups,
Bleeps and Blunders,” but network
censors . . . spotting a possible equal
time problem with Walter Mondale,
Jesse Jackson, Gary Hart, President
Reagan, etc. . . . left the “Bozo” seg-
ments on the cutting-room floor.

—Washington Post, March 28, 1984

If I had a hammer

Robert Suarino walked into the local
IRS office Tuesday and laid down six
brand new hammers to cover the $2,400
the government says he owes in back
taxes and interest.

Suarino said he got the idea from a
newscast that detailed how the govern-
ment once paid $400 for a hammer that
was worth $8.

“The government takes your hard-
earned money and squanders it any
way they want,” Suarino told the
Rochester Democrat and Chronicle.
“Well, if a hammer is worth $400 to
them, then I've got six here to pay my
taxes.”

—Washington Post, March 29, 1984

The political market at work

A large number of District [of Colum-
bia] residents with close ties to elected
officials and high-ranking city employ-
ees hold interests in the three firms that
are bidding on the city’s cable television
franchise, a review of corporate records
indicates.

—Washington Times, March 1, 1984

For shame!

“The lobbying on this has been done
very enthusiastically and powerfully by
the credit card companies,” [Sen.
William] Proxmire said. “Brother, do
they have PACs and are they active,
and are they big. And they are not

pikers when it comes to paying those
lobbyists.”

“I think that last remark by the Sena-
tor was unfortunate,” [Sen. Alfonse]
D’Amato shot back in some heat. “It
implies that the credit card companies
have exerted influence here in the Sen-
ate.”

—New York Times, March 4, 1984

Just a coincidence, folks

The Defense Department’s inspector
general has cleared Pentagon officials
of any impropriety in awarding $4.2
billion in contracts on the last day of
fiscal 1983.

Inspector General Joseph Sherick re-
viewed 140 of the largest of 234 con-
tracts announced last Sept. 30 and said
there was no indication that they were
awarded to buy “unnecessary things”
to avoid returning unspent money to
the Treasury. . . . Normally, the Pen-
tagon announces the awarding of be-
tween two dozen and four dozen con-
tracts each working day.

—Washington Post, March 15, 1984

It's worth a try

Quiz: If the lava that has erupted
from Mauna Loa between March 25 and
last Thursday were spread over the Dis-
trict [of Columbia], how deep would it
be?

Quiz Answer: According to the U.S.
Geological Survey, it would be 3.5 feet
deep.

—Washington Post, April 9, 1984
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