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Resolving the Crisis in Higher Education

The publication of A Nation at Risk
in 1983 shocked most Americans
into realizing that we face a crisis in
public lower education that is contrib-
uting greatly to the erosion of our stan-
dard of living and of our international
competitive position. An unfortunate
consequence of that shock therapy was
the diversion of attention from the cri-
sis of public higher education, which
now enrolls 75 percent of American
college students.

Since we spend roughly twice as
much on public lower education as we
do on public higher education, now
nearly $200 billion a year, and since
lower education affects all later learn-
ing, we should be more concerned with
the “primary crisis.” But we must rec-
ognize that our education crisis is sys-
temic and that real solutions will be
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by Jack D. Douglas

found only by restructuring the system
from top to bottom. Even if we man-
aged to transform our high school grad-
uates into the world’s best educated,
while our colleges continued to pro-
duce ever less real learning, we would
rapidly fall behind Japan and Europe.
The limited media attention given to
higher education is focused on the wide-
spread politicization of course mate-
rial, the enforcement of “politically
correct” dogmas that kill the very spirit
of general education, the epidemic
spread of student cheating, the raft of
exposed cases of scientific fraud, the
corrupt “milking” of research grants
through bloated indirect costs, the pro-
liferation of new “research” publica-
tions intended only to secure grants
and tenure, the use of quotas that waive
standards and fairness, the wholesale
destruction of academic standards in
many athletic programs, and the grow-
ing alienation and conflict on many
campuses. All of those contribute to
the decline of real learning in our col-

Federal Reserve Governor Wayne Angell discusses the use of financial market indicators in making

monetary policy at a luncheon address at Cato’s ninth annual monetary conference.
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leges, but they do not in themselves
reveal how widespread the decline now
is, nor are they the most important
underlying causes of the general decline.

What the Professors Know

The best evidence of the widespread
decline in higher education is the grow-
ing alarm expressed by the most expe-
rienced professors of all political persua-
sions and most disciplines. Long before
E. D. Hirsch, Jr., and others began to
measure the declining cultural literacy
of students, we professors knew from
our classes at all levels that students’
basic knowledge of history, literature,
science, economics, politics, geography,
current events, and much else was
plummeting. Even worse, we knew that
the decline in knowledge was accom-
panied by a decline in the basic skills
of rational thought and expression,
John Searle, a professor of philosophy
at the University of California at Berke-
ley, the “star” of elite public universi-

(Cont. on p. 12}
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Socialism’s Last Hurrah?

Presidept’s (Nessage

The long overdue collapse of
socialism (not to mention
Marxism) as a viable ideologi-
cal force in the world has pro-
found implications for the future
of our society. Socialism pro-
vided a philosophical anchor for
many of the machinations of
leftist-statists of various stripes.
While formally an economic
theory, it was used to justify
envy, egalitarianism, redistribu-
| tionism, centralized government
2l control, and group rights over

individual rights.

Those who advocate such policies of course continue to
promote them as best they can. And, at the level of con-
temporary politics, at least, they even continue to gain
ground. Certainly the Bush administration has been more
hospitable than threatening to their values. Yet the major
theoretical underpinning for all their pet policies has been
widely and thoroughly discredited. Eventually, lack of the
intellectual nourishment that socialism had previously pro-
vided those concepts will take its toll.

The great ideological battle of the 20th century between
Marx and Hayek, socialism and classical liberalism, has
been settled. But the struggle was an intense one that gener-
ated enormous energy, much of which remains on the
losing side. Not surprisingly, the advocates of statism and
collectivism have intensified their tactical thrusts despite
their strategic defeat.

Thus, we see the truly awesome efforts of leftist ideo-
logues to turn the Green movement into a vehicle to de-
stroy private property and bring American industry to its
knees. (As an aside, one of the negative fallouts of the
recent war has been the virtual resuscitation of the United
Nations. Its environmental agenda—which is to say its
economic agenda—for the United States will eventually
challenge our national sovereignty.)

In academia we see the energy of students and professors
that once would have been supporting various Marxist
“liberation” movements around the world directed instead
into fanatical flailing about over what is and what is not
“politically correct” In a report on the subject, London’s
Daily Telegraph noted that “at the University of Connecti-
cut the speech code provides that students may be expelled
for using 'derogatory names, inappropriately directed laugh-
ter, inconsiderate jokes, and conspicuous exclusion of oth-
ers from conversation.”

American Enterprise Institute fellow Dinesh D’'Souza's
deservedly acclaimed book, Illiberal Education: The Politics
of Race and Sex on Campus, documents the absurd lengths
to which the thought control activists on campus will go to
pursue their anti-individualist agenda. And as pointed out

in the last issue of this newsletter by the new president of
the ACLU, Nadine Strossen, the Politically Correct move-
ment not only chills free speech on public campuses but is
itself disturbingly discriminatory against unfavored groups.

But what hope does a movement that identifies “ration-
ality” as an improper, decadent Western value really have?
Not much, I would venture. (The greatest threat from the
Politically Correct movement is actually in our primary and
secondary schools in many of which the only approved texts
are fundamentally at odds with Western values and ethical
individualism — yet another reason for choice in education,
including private schools.)

Americans are traditionally a tolerant lot, and when
others get agitated about something, we're likely to give
them a hearing, regardless of how counterintuitive their
ideas may seem. My sense is that our patience is starting to
run out with both the Green and Politically Correct move-
ments. The resounding defeat of all but a couple of the 200
or so environmental initiatives on the ballot last November
and the popularity of D’Souza’s book are just two
indications.

Who knows—with the term limitation movement picking
up steam, perhaps our tolerance of Congress is at long last

coming to an end as well.

—Edward H. Crane
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Rep. Neal Calls for Zero Inflation

Scholars, Policymakers Propose Monetary Policy Rules
At Cato’s Ninth Annual Monetary Conference

ong-term monetary policy rules

would be better than the existing
discretionary monetary regime, accord-
ing to many of the participants in the
Cato Institute’s ninth annual monetary
conference, “Money, Macroeconomics,
and Forecasting,” directed by James A.
Dorn, Cato’s vice president for aca-
demic affairs.

In his opening address, Rep. Stephen
L. Neal (D-N.C.), chairman of the
House Subcommittee on Domestic
Monetary Policy, reiterated his long-
standing position that price stability
should be the overriding objective of
monetary policy. He contended that a
congressional mandate to the Federal
Reserve Board to achieve zero inflation
would lower interest rates and promote
investment once people expected stable

. prices.
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Rep. Stephen Neal calls on Congress to impose
a zero-inflation mandate on the Federal Reserve
Board.

W. Lee Hoskins, president of the Fed-
eral Reserve Bank of Cleveland, agreed.
In his opinion, the costs of reaching
zero inflation would be low relative to
the benefits, provided there was a cred-
ible prior commitment to price stability.

Jerry L. Jordan, senior vice president
of First Interstate Bancorp, argued that
attempts to fine tune the economy are
bound to fail. In an environment of
discretionary policymaking by the Fed-
eral Reserve Board, private forecasters
have no choice but to try to guess what
government is going to do. Greater re-
liance on market forces and a rules-
based policy regime would increase
stability and decrease reliance on mac-
roeconomic forecasts.

Lawrence A. Kudlow of Bear, Stearns
& Co. discussed the use of financial
market prices as indicators of mone-
tary policy —a topic discussed at length
in the luncheon address by Federal Re-
serve Board governor Wayne D. Angell
as well.

Bruce Kovner, chairman of Caxton
Corporation, relied on his experience
as one of the world’s top traders to
argue that the globalization of finan-
cial markets and the information revo-
lution have helped to speed up the
market’s policy-feedback process, which
acts as a constraint on the behavior of
central bankers.

Evidence of the effectiveness of us-
ing short-term interest rates to forecast
economic performance was presented

!Ilil‘, 4‘ 4
Leif Olsen talks with William A. Niskanen and

George Selgin after a session of the monetary
conference.

by supply-sider David Ranson, presi-

dent of H. C. Wainwright & Co.
Roger Garrison of Auburn Univer-
sity linked the failure of macroeco-
nomic forecasting to difficulty in antic-
ipating the economy’s capital structure.
Paul Craig Roberts, former assistant
secretary of the Treasury for economic
policy, further illuminated the infor-
mation problem inherent in macroeco-
nomic forecasting. Drawing on his
government experience, he argued that
the planning-forecasting approach to
policy is deeply flawed and that it
would be better to adopt credible rules.
Although the speakers generally
agreed on the need for a forecast-free
monetary regime, their opinions on the
appropriate rule differed. Cato chair-
(Cont. on p. 11)
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Mayor Popov Visits Cato

Calo Policy Report

Forum Speakers Examine Russia, Georgia, Israel, Canada

- Cato €vepls

February 6: Moscow mayor Gavriil
Popov was the guest at a Cato
Institute round-table discussion on re-
form in the Soviet Union. Gorbachev
now appears to have had his own
agenda for change all along— an agenda
unrelated to the liberation of his peo-
ple or the improvement of the corrupt
and counterproductive centrally planned
economy—and any temporary setbacks
from reform efforts are being blamed
on Boris Yeltsin and other liberals,
Popov told the several dozen journal-
ists, judges, policymakers, and Cato
scholars and staff members present.

February 20: The supposed savings
from last fall's budget agreement will
not materialize because the recent hikes
in federal taxes are slowing down the
economy, William Dunkelberg argued
at a Cato Policy Forum on “Taxes and
the Recession.” Indeed, he said, when-
ever federal spending reaches 20 per-
cent of GNP, the result is recession.
Commentators Bruce Bartlett of the
Treasury Department and Cato Insti-
tute chairman William A. Niskanen
agreed that rising federal taxes are the
major impetus behind today’s recession
but raised questions about the meth-
odology of Dunkelberg's work.

Cathy Young, author of Growing Up in Mos-
cow, helps E. ]. Dionne, Jr., of the Washington
Post question Moscow mayor Gavriil Popov at
a Cato round table.

February 21-22: Several hundred econ-
omists, forecasters, businessmen, and
policymakers attended Cato’s ninth an-
nual monetary conference, "Money,
Macroeconomics, and Forecasting,” at
Washington’s Capital Hilton Hotel.
James A. Dorn, Cato’s vice president
for academic affairs, organized the
event, which focused on whether poli-
cymakers should aim at better fore-
casting models within the current Fed-
eral Reserve System or work toward
improved policy rules.

February 25: Akaki Asatiani, first dep-
uty chairman of the Supreme Soviet

Stephen Moore, Cato's director of fiscal policy studies, listens skeptically as Joseph Minarik
criticizes capital gains tax cuts in a Cato debate.

Republic of Georgia and chairman of
the Union of Georgian Traditionalists,
spoke on "Georgian Independence, the
All Union Treaty, and the Constitution-
al Future of the Soviet Republics” at a
Cato luncheon. Declaring that their peo-
ple consider themselves independent of
the USSR, Asatiani and two colleagues
discussed their republic’s planned boy-
cott of the March 17 referendum on the
All Union Treaty with government of-
ficials and Cato staff members.

March 7: Alvin Rabushka of the Hoo-
ver Institution discussed his second an-
nual Scorecard on the Israeli Economy,
published by the Institute for Advanced
Strategic and Political Studies in Jeru-
salem, at a Policy Forum. Economic
liberty in Israel, where public spending
still consumes three-fifths of national
income, fared dismally in 1990. Ra-
bushka assigned the budget a grade of
D—, money and capital markets a C—,
price controls a D—, labor an F, and
international trade a C—. Those were
the same marks he’d given in 1989.
Business activity dropped a grade be-
cause privatization has ground to a
halt. Tax policy moved from a D to a C
as the result of a modest lowering of
the top marginal rate on taxable in-
come in 1990—a reform the Israeli
government retracted in early 1991,
Rabushka lamented.

March 21-22: Cato chairman William A.
Niskanen gathered more than 20 ex-
perts for two days of debate and dis-
cussion on “Making Sense of Safety”
in an age when Americans demand ever-
stricter regulations to ensure zero risk to
themselves and the environment. Panel-
ists at the second annual Regulation
conference presented papers on risk
assessment, public perceptions of risk,
occupational safety, environmental to-
bacco smoke, and legal and insurance
issues.

March 25-28: Some 400 people attended
a conference, “Computers, Freedom,
and Privacy,” sponsored by Computer
Professionals for Social Responsibility
along with Cato and other groups, to
hear four days of addresses and panel
discussions on the availability of gov-
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ernment data on private individuals;
computer regulations and their enforce-
ment; the impact of technology on in-
dividual liberties; and other practical,
constitutional, and ethical issues that
are of concern in our increasingly com-
puterized society.

March 26: Cato’s director of fiscal pol-
icy studies Stephen Moore hosted “A
Debate on Capital Gains Tax Cuts” be-
tween Joseph Minarik of the House
Budget Committee and Steve Entin of
the Institute for Research on the Eco-
nomics of Taxation. Recent discussions
of the capital gains tax cut have dis-
torted the choice between savings and
consumption and created double—and
even triple—taxation, while allowing
the government to profit from infla-
tion, Entin argued. Minarik countered
that the tax cut would neither boost
the economy nor encourage more peo-
ple to invest rather than spend; he sug-
gested that the current taxation system

.is, in fact, not so bad. C-SPAN broad-

cast the debate several times during the
following week.

March 28: Auburn University profes-
sor Tibor Machan distinguished classi-
cal from radical individualism at a Cato
forum, "Two Kinds of Individualism.”
Liberty is not simply a preference but a
primary good, he argued. In a lively
discussion following Machan'’s address,
Cato chairman William A. Niskanen
asked why a person should prefer lib-
erty to golf. Liberty enables one to play
golf, but golf does not ensure liberty,
Machan explained.

<
INS

Roger Pilon, director of Cato’s Center for Con-
stitutional Studies, listens as Jonathan Emord
makes the case for a new interpretation of the
First Amendment that would protect all forms
of communication.

success of the volunteer military.

April 4: "The Canadian Health Care
System: Hazardous to Your Health?”
Mike J. Billett of Heartland Windsor;
David Wonham, former president of
the Essex County (Ontario) Medical
Society; Ed Neuschler of the Health
Insurance Association of America; and
Judith Feder of the Center for Policy
Studies outlined the shortcomings of
the Canadian government-run health
care system. C-SPAN recorded and
aired this Cato forum.

April 9: Forty members of the Chief
Executives Organization, Inc., met at
the Cato Institute to learn about free-
market environmentalism. Cato chair-
man William A. Niskanen discussed
Cato’s role in the public policy arena.
Cato president Ed Crane observed that
since the fall of socialism left many on
the Left without a viable philosophy,
they have turned to the Green move-
ment, which masks central planning
behind a radical environmental agenda.
R. J. Smith, director of Cato’s environ-
mental studies, and Jerry Taylor, direc-
tor of Cato'’s natural resource studies,
documented the negative incentives of
current policies of the Environmental
Protection Agency and proposed private-
sector alternatives for protecting the
environment.

April 10: The electronic media’s limited
access to First Amendment protection
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Cato senior fellow Doug Bandow (left) testifies before the House Armed Services Committee on the

Syndicated columnist Warren Brookes talks with
Aaron Wildavsky of the University of Califor-
nia at Cato’s second annual Regulation confer-
ence, "Making Sense of Safety.”

was the subject of a Cato Book Forum
with the Pacific Research Institute’s Jon-
athan Emord, author of Freedom, Tech-
nology, and the First Amendment,
Pointing out that restrictions on the
freedom of broadcasters ultimately re-
strict freedom of choice for all citizens,
Emord discussed the various govern-
ment rationales for regulating the elec-
tronic press—such as ensuring broadcast
of diverse programs and ideas and pre-
venting cable stations from becoming
“natural monopolies.” He offered a
comprehensive theory of the First
Amendment that would embrace all
communications technologies. [ ]
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Making Sense of Safety

Policy Rorum

he Cato Institite recently sponsored
Tthe second annual Regulation con-
ference, “Making Sense of Safety.” Six
panels of experts addressed the measure-
ment of risk; perceptions of risk; prod-
uct, service, and occupational safety;
safety issues affecting legal drugs; legal,
insurance, and institutional issues; and
setting safety standards. Following are
excerpts from some of the papers deliv-
ered at the conference.

Regulations That Kill

by Sam Kazman

Frequently, political factors result in
safety regulations that are ineffective
and overpriced — attributes that are no
surprise in government programs. Oc-
casionally, the results are inadvertently
lethal, an outcome that is somewhat
surprising. And sometimes we find
something that is (or at least ought to
be) downright shocking—a program
that not only is lethal, but whose na-
ture has been deliberately concealed by
the administering agency.

The last two outcomes are what I
call “death by regulation” Death by
regulation is a sobering counterweight
to the notion that, when it comes to
public safety, less-than-ideal markets
are a sufficient condition for govern-
ment involvement.

The Food and Drug Administration’s
drug approval process is the foremost
example of how a regulatory program
can be fueled by the political asymme-
try of risk. The FDA can make two
types of errors in reviewing a new drug
application: it can approve a drug that
turns out to have unexpected adverse
side effects, or it can delay or deny
approval of a beneficial drug.

From a public health standpoint,
those errors can be equally deadly, but
from a political standpoint, they are

Sam Kazman is general counsel to the Com-
petitive Enterprise Institute.

worlds apart. Incorrectly approving a
drug can produce highly visible vic-
tims, highly emotional news stories, and
heated congressional hearings. The par-
adigmatic example is thalidomide, a
sedative that was introduced in numer-
ous countries (but not the United States)
before being linked to severe fetal de-
formities in 1961.

Incorrectly delaying approval of a
drug, on the other hand, produces in-
visible victims and little more. The
FDA's 10-year delay in approving beta-
blockers (from 1967 to 1976), for exam-
ple, was probably responsible for more
than 10,000 deaths—a toll as huge as it
is unappreciated.

Not surprisingly, the FDA’s funda-
mental approach to drug approval is to
reduce the likelihood of the first type
of error while paying little attention to
the second—in a word, overcaution.
The result is “drug lag” —the unavail-
ability of major new drugs in this coun-
try long after they have been approved
elsewhere. Despite the extensive docu-
mentation of drug lag and the initia-
tion of countless reforms over the last
decade, there has been no general re-
duction in the average time required to
approve a new drug.

The FDA’s inherent overcaution is
fostered in part by a similar bias in the
congressional pressure that it faces. In
the words of one former FDA commis-
sioner:

In all of FDA’s history, I am un-
able to find a single instance
where a Congressional commit-
tee investigated the failure of FDA
to approve a new drug. But, the
times when hearings have been
held to criticize our approval of
new drugs have been so frequent
that we aren't able to count them.
... The message to FDA staff
could not be clearer. Whenever a
controversy over a new drug is
resolved by its approval, the Agen-
cy and the individuals involved
likely will be investigated. When-
ever such a drug is disapproved,
no inquiry will be made. The
Congressional pressure for our
negative action on new drug ap-
plications is, therefore, intense.

One sees the same asymmetry in me-
dia coverage of the agency. Every FDA
announcement of approval of a major
new drug raises an obvious question: if
this drug is going to start saving lives
tomorrow, how many people died yes-
terday waiting for the agency to act?
That question is hardly ever asked, let
alone answered.

Mandatory airline child seats is an-
other issue that is fueled by the politi-
cal asymmetry of risks—in this case,
the fact that one death in a publicized
airplane crash outweighs a hundred
anonymous highway fatalities. Under
current Federal Aviation Administra-

Sam Kazman: “If this new drug is going to start
saving lives tomorrow, how many people died
yesterday waiting for the FDA to act?”

tion regulations, children under the age
of two need not have their own seats on
airplanes; they may ride on their par-
ents’ laps. As a result, airlines allow
those children to fly free.

In the wake of the United Airlines
Sioux City crash in July 1989, however,
a push for mandatory airline child
seats has begun. In that accident, two
lap-held children were torn from their
parents’ grasp at impact; one child died,
as did 111 other passengers. A child
seat restraint might have saved the
child’s life.

Mandatory child seats, however,
would substantially raise the cost of
flying for families with young children,
since they would have to purchase
tickets for children who previously rode
free. Some of those families would con-
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sequently shift at least some of their air
travel to the highways, where fatality
and injury risks are far higher. There is
strong evidence that for all its cost (sev-
eral hundred million dollars annually),
such a rule would result in a net loss of
life.

Politically, however, a child’s death
in a major airline crash is far different
from a highway fatality. The former is
national news, while the latter is a back-
page story in a local paper. Within
months of the Sioux City crash, the
FAA faced both petitions and congres-
sional proposals to require child seats
on planes.

The FAA has made no final decision
on the issue, but it has opposed the
congressional bills on safety grounds.
Lest anyone be distracted by the broader
issue of overall transportation safety,
the sponsor of the congressional bill,
Rep. Jim Lightfoot (R-Iowa), brought
the debate back to its roots with his
dismissal of an FAA spokesman: "I

‘would only say that if your assump-

tions are correct, and my baby is the
one baby that dies, I don't give a damn
about your assumptions.”

The problems of safety regulation
are in essence a subset of those of over-
regulation, and asymmetric safety risks
are one particular form of a more gen-
eral dilemma—that of diffuse public
interests losing administrative battles
to concentrated special interests. ]

AIDS Drugs and the Cost
of Regulation

by Joanna E. Siegel and
Marc J. Roberts

The AIDS epidemic has raised a new
challenge to drug regulation in the
United States. Since the early 1960s,
when drug regulation was amended af-
ter the thalidomide episode, the FDA
has required evidence of safety and ef-
ficacy before approving drugs for sale
to the public. That strict standard was
intended to protect the public from risks

Joanna E. Siegel is an assistant professor
and Marc . Roberts is a professor of political
economy and health policy in the Depart-
ment of Policy and Health Management,
Harvard School of Public Health.

the pharmaceutical industry, it was be-
lieved, had insufficient motivation to
consider.

People with AIDS do not view FDA
drug regulation as protection. Instead,
they argue that a long and inflexible
drug approval process actually endan-
gers them by delaying their access to
potential treatments for an immediately
life-threatening illness. AIDS advocacy
groups have demanded that new drugs
be approved faster and that patients
have' access to drugs before approval.

On one level, the rationale for safety
and efficacy standards for new-drug
approval is naively simple: they protect
the consumer and do no harm, since
no one would want to take an unsafe
or inefficacious drug.

How well do those arguments justify
current regulatory practices? The con-
cepts of safety and efficacy have mean-
ing only in the context of an ill individ-
ual. To assess a drug’s effects, we must
describe the individual’s situation, and
then ask how a given compound will
alter that situation. Every individual’s
situation is uncertain, and individuals
vary in the values they put on different
outcomes. Some care more about avoid-
ing pain; others care more about a
longer life. We suggest that the appro-
priate test for drug approval is whether,
on balance, a drug represents a “rea-
sonable option” for a patient in speci-
fied circumstances.

We use a reasonable option frame-
work to evaluate many choices in med-
ical care, such as decisions about
surgical procedures that increase the
likelihood of both immediate death and
long life. It is of little practical use to
talk of such an option as safe or un-
safe. And it makes no sense to ask
about its effectiveness except in the con-
text of what will happen to the patient
if no action is taken.

On an operational level, we would
propose two principles. The FDA should
move further in the direction of per-
fecting consumer choice by eliminating
options that are clearly undesirable for
most patients or for which there are
other alternatives that would satisfy
the few who would choose them. Sec-
ond, the FDA should use selective ap-
proval and information strategies to
both allow and restrict access to drugs
that provide a reasonable option for a
limited number of patients.

Our analysis thus far has neglected
an important aspect of the FDA’s di-
lemma: it typically does not know ex-
actly how a compound will affect the
complex probability distributions of
outcomes. The relevant question is,
therefore, how likely is it that a given
drug will turn out to be a reasonable
option in specified circumstances? The
agency must decide whether to allow
various uses of the drug while that un-
certainty is being diminished by fur-
ther study. Even with that added com-
plexity, a reasonable option guide is
useful: we believe decisions about
which risks are justified should be made
with reference to the other options
available to patients.

We thus propose a twin reconsidera-
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Joanna Siegel: “AIDS activists have forced us to
think about the regulation of drugs in a new

way.

tion of (1) the nature of the standard
the FDA uses and (2) the amount of
evidence it should require to show that

any standard it uses has been met.
The implementation of a reasonable
option criterion is perhaps most needed
where risks are greatest, as is the case
for the terminally ill. Patients with life-
threatening illnesses will often prefer a
"promise” of efficacy to almost certain
death. In those cases, delay can impose
extremely large costs on patients and
be a disincentive to the development of
innovative drugs that are badly needed.
The relative costs of the current efficacy
requirement in that situation are too
high, and our alternative would require
a lighter burden of proof. In the words
of Samuel Broder, director of the Na-
tional Cancer Institute, “The more risk
(Cont. on p. 8)



I AIDS (Cont. from p. 7) l

that a patient faces from the natural
" consequences of the disease, the more
one needs to be inclined to act.”

AIDS activists have forced us to
think about the regulation of drugs in
a new way. For many years we have
been content to live with a high level of
errors of omission to minimize errors
of commission. We have paid the price
of a high standard of proof in exchange
for a higher level of protection from
drugs. AIDS has emphasized the cost
of that form of caution. Altering the
impact of regulation began to be con-
sidered urgent when heavy costs fell
on a large group of identifiable and
vocal victims.

The recent reforms introduced by the
FDA have improved access in the case
of AIDS and other life-threatening ill-
ness. Although those illnesses have been
treated as exceptions, they are actually
one end of a continuum. A more flexi-
ble drug approval process will improve
equity and efficiency for a broader spec-
trum of patients.

Moving our thinking to the reason-
able option interpretation of safety and
efficacy should allow consumers greater
freedom in weighing the risks of drugs
against the risks of illness when the
risks of illness are great. In many cir-
cumstances, access to toxic drugs and
drugs of uncertain efficacy may be war-
ranted. Past regulatory developments
have moved the locus of control too far
from the patients who are at risk. B

Resolving the NIMBY Problem
by Herbert Inhaber

IMBY—~“Not in My Back Yard” —

seems like an insoluble problem.
Society demands, or seems to demand,
places to put hazardous wastes, half-
way houses for prisoners, radioactive
detritus, and the like. But when the
broad studies are completed and a spe-
cific area or community is selected, res-
idents there usually say, “It’s a fine idea

Herbert Inhaber is a principal at Ecology
and Environment, Inc., Lancaster, New
York.

Herbert Inhaber: Allocate hazardous waste sites
the same way that airlines bump overbooked
passengers.

to store wastes (or prisoners, or men-
tally retarded people) in a well-designed
building. Just put it somewhere else.”

The NIMBY problem only seems in-
soluble. In fact, its solution is found
every day by what is called a “reverse
Dutch auction.”

Consider the case of airline overbook-
ing. Airlines know that a percentage of
the passengers on any given flight will
not have shown up when the aircraft is
ready to take off, so an airline may sell
more seats than are available on a flight
in expectation of the usual proportion
of “no-shows.”

Overbooking is based on statistical
averages. On a given flight, the no-
show percentage may be higher or
lower than the average. For example,
on one specific flight the no-shows may
constitute only 5 percent. If the air-
line has sold 110 percent of the seats,
its usual rule, then 105 percent of the
seats have been allocated. What to do
about the excess 5 percent?

At first reading, this may appear to
have no relationship whatsoever to the
problem of finding waste sites. But in
both cases, some detriment—loss of
time for “excess” airline passengers, pos-
sible health risks for neighbors of waste
sites—is imposed on unwilling citizens.
The detriment is different, but the prin-
ciple is the same.

The airlines’ reverse Dutch auction
works well because each passenger de-
cides for himself just how valuable his
time is. Nobody else, no matter how
well-meaning or supposedly scientific,
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can do that for him. And no passenger
is required to participate in the auc-
tion. If passengers want to, they can
just sleep through it all, without any-
thing adverse happening to them. Fi-
nally, those awake while the auction is
being conducted need take no specific
action to avoid being ejected. Someone
interested solely in getting to his desti-
nation as soon as possible need only sit
tight and do nothing.

How would the reverse Dutch auction
work for LULUs (locally unwanted land
uses)? There would be a three-stage
process. In the first stage, the environ-
mental and safety rules and criteria
would be published, and interested
communities would be asked to volun-
teer for the LULU. It is highly unlikely,
but not impossible, that communities
might volunteer at the first stage.

Assuming no volunteers appeared,
the second stage would commence. The
siting authority would offer money to
any community that would take the
LULU and raise the amount gradually
until a volunteer appeared, much as
the airlines find volunteers to leave
booked seats.

Would a volunteer come forward?
When the true social cost of the facility
is reached, one will appear. Social cost
is a subject of debate among econo-
mists and sociologists; the reverse
Dutch auction is the only mechanism
that generates its exact value.

For example, suppose that the bonus
rose in increments of $10 million, per-
haps every month or so. When the bo-
nus was $20 million, community X
might have 15 percent of its population
in favor of their elected representatives’
making a bid. When it rose to $50 mil-
lion, 40 percent might be pro-LULU.
When it got to $100 million, 80 percent
might be in favor. But at the same time,
other communities would be watching
the bonus rise. If residents of commu-
nity X wait too long, they may receive
nothing. Community Y may have bid
while the residents of X were dithering.
That mechanism would be a great in-
centive for all communities to make up
their minds without undue deliberation.

At the conclusion of the third stage
of the reverse Dutch auction, all of the
goals of the process are reached. A
LULU that meets previously agreed-to
environmental standards will be built.
The community that accepts the facil-
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ity will be satisfied with the bonus it
receives. And the rest of us will not
have the facility in our back yard. W

Is It Better to Love the Earth
or the Truth?

by Aaron Wildavsky

There are two things that are true of
every study ever done on citizen
perception of technological dangers.
First, technical knowledge never matters,
even among professional risk estima-
tors. Second, the two most important
determinants of perceptions of techno-
logical danger are trust in institutions
and self-perception as liberal or con-
servative. That tells me that the envi-
ronmental and safety movements and
regulations have nothing whatsoever
to do with damage to the environment
and human life. They have everything

to do with hostility toward American

institutions, including capitalism, on the
ground that those institutions are un-
conscionably inegalitarian.

In a study published in the Fall 1990
issue of Daedalus, a group of psycholo-
gists asked a few people hundreds of
questions—including how they rate the
risk of technology compared with the
risks associated with such things as so-
cial deviance, economic decline, and war.

Radical egalitarians, people who be-
lieve in equality of condition as the
guiding norm of society, are bombed
out of their minds with fear of technol-
ogy; they think it does very little good
and immense harm. They are uncon-
cerned about social deviance. People
of a hierarchical disposition say tech-
nology is good if the experts say it is,
but social deviance will kill you every
time. If people don't follow the rules,
society collapses. And competitive in-
dividualists say risk is opportunity, and
if deviants aren’t bothering me, I won't
bother them. Clearly, fear of technol-
ogy is rooted in the radical egalitarian
ideology, not in any real understanding
of true risks.

Some dangers are real. If you are
near toxic materials for many hours a

Aaron Wildavsky is a professor of political
science at the University of California at
Berkeley.

Aaron Wildavsky: Inaccurate risk assessment
threatens economic growth and democracy.

day over many years, your health may
be endangered. But the environmental
movement is not based on concern
about occupational exposure. It has
scared the hell out of a majority of our
citizens by talking about the ordinary
things in life—the land, the water, the
air, our basements, our attics. The
alarm is based on animal studies—
mostly of rodents, small animals fed
huge doses of potentially harmful sub-
stances and bred to be especially sus-
ceptible to those substances so as to
cut the costs of the studies.

And then there are the statistical ma-
nipulations. Why is the FDA less wor-
ried than the Environmental Protection
Agency? When you go from mice to
men, you have to correct for our com-
paratively larger size. The EPA does it
by skin surface ratios, the FDA by
weight ratios. It doesn’t matter which
scale is right; frankly, I don’t think we
know. The choice of scale affects the
results by a factor that can range from
one to three. But that’s small potatoes
in the environmental game.

To go from rodents to people you
have to make at least two other extrap-
olations: one for the huge doses admin-
istered to the laboratory animals, the
other for the differences between spe-
cies. We know, for example, that things
that are apparently carcinogenic in mice
are not harmful to rats or hamsters.
Which of those rodents does human-
kind most closely resemble? Those two
extrapolations require statistical mod-
els, and a huge number of such models

are available.

The difference among models is
significant. The results obtained from
various models can differ by factors of
from 5 to 50,000. The choice of model
determines the results far more than
does any research you may have done.

To choose among models, you must
know something about the underlying
mechanisms of the phenomenon you
are studying. To put it bluntly, you
must do science, not witchcraft. Since
the EPA has no basis for choosing
among statistical models, it uses so-
called default models. Default models
are what you use when you don't know
what you’re doing. So animal studies
are a fraud from beginning to end.

If you believe, as I do, that our
standard of living is directly related to
our health—and that every time we
waste money we lower our standard of
living by a corresponding amount—
you realize that Superfund is hazard-
ous to our health. To justify large
expenditures, you have to show some
positive effects. But that is very diffi-
cult for Superfund to do.

Why do I think this is a serious mat-
ter? The amount of misinformation
about risk is immense. In many cases
the dangers are exaggerated many thou-
sandfold. But why worry? After all, it’s
a rich country.

The greatest developments of the last
two centuries are three: science, or com-
petition among ideas; economic growth,
or competition for resources; and de-
mocracy, or competition for office. So
why aren't scientists in this democratic
nation speaking out on issues that af-
fect economic growth? Toxicologists,
for instance, know that the popular
perception of risk is wrong. But they
don’t speak out. Science is falling into
disrepute because others are not silent;
they are urging us to turn back the
clock a century or more, to reverse the
Industrial Revolution and halt techno-
logical progress.

If they are successful, they will, at
the very least, slow economic growth,
which will lead to more pollution and
disease. At worst, given the strong his-
torical link between science as compe-
tition of ideas and democracy, they may
weaken democratic rule. To me, that is
the most serious threat. I see the envi-
ronmental movement as destructive of
the things I hold most dear. a
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Tribe Calls for 27th Amendment
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Cato Cosponsors Seminar on Threats to Computer Privacy

y the year 2000 almost all collection
B and distribution of information will
be done electronically. Although they
promise more efficient communication,
technological advances are encroach-
ing on our privacy and individual
liberty —principles that are the foun-
dations of American freedom.

To begin exploring how business and
government should handle confiden-
tial information about the personal and
professional lives of American citizens,
the Computer Professionals for Social
Responsibility, the Cato Institute, and
a number of other cosponsors held a
conference, “Computers, Freedom, and
Privacy,” March 25-28, in Silicon Valley.

Some 400 people from computer-
related and political organizations
gathered near San Francisco for lec-
tures and tutorials on topics ranging
from electronic mail and direct mar-
keting information to government data

on private individuals and the enforce-
ment of computer regulations—and the
impact of such issues on civil liberties.
Among the several dozen speakers were
civil libertarians, attorneys, scholars,
policymakers, journalists, and law en-
forcement officials as well as profes-
sionals from the computer industry.

In the keynote address, Laurence H.
Tribe, Tyler Professor of Constitutional
Law at Harvard Law School, called for
a Twenty-Seventh Amendment to pro-
tect “the freedoms of speech, press, pe-
tition, and assembly . . . without regard
to the technological method or medium
through which information content is
generated, stored, altered, transmitted,
or controlled”

Cato Sponsor John Gilmore, a com-
puter industry pioneer, discussed the
protection of privacy and other ethical
issues central to a computer-literate,
free society at the final day’s session on

ethics and education. Mitch Kapor,
president of the Electronic Frontier
Foundation, said that while computer
hackers who break into computer sys-
tems and cause harm to others should
be held accountable for their actions,
innocent people are too often caught
up in expensive court battles by over-
zealous law enforcement officials.
According to a New York Times re-
port on the conference, “While some
[speakers] called for a constitutional
amendment to guarantee privacy from
electronic surveillance, others believed
the problem could be kept in check by
the mechanisms of the marketplace”
Other speakers included Eli Noam,
professor of business at Columbia Uni-
versity; David Burnham, author of Rise
of the Computer State; and Jerry Ber-
man, director of the Information Tech-
nology Project at the American Civil
Liberties Union. [ ]

Will America Be Entangled Forever? New Book Looks
At the Persian Gulf War and Its Consequences

s euphoria over the Persian Gulf

War fades, it's time for the president,
policymakers, and the public to ask
whether the defeat of Iraq will really
be a long-term victory for U.S. policy
in the Middle East. America Entangled:
The Persian Gulf Crisis and Its Conse-
quences, a new book from the Cato
Institute, looks at American security
interests and foreign policy in the wake
of the Persian Gulf conflict.

America Entangled gathers the pa-
pers presented by some of the nation’s
top defense, foreign policy, and eco-
nomics experts at the Institute’s Persian
Gulf conference on January 8, 1991—a
day-long event to analyze long-term
consequences of the course of inter-
vention and entanglement President
Bush had charted in the waters of in-
ternational politics.

Christopher Layne, senior fellow in
foreign policy studies at the Cato Insti-
tute, sharply criticized Bush'’s notion of
a new world order: “Those who have
called the Persian Gulf crisis the first
worldwide crisis of the post-cold-war

era are wrong. U.S. foreign policy is
still very much driven by cold-war
thinking—the same vision of ‘world-
order’ politics that has shaped policy
since World War I1.”

Gene R. La Rocque, retired rear ad-
miral of the U.S. Navy and director of
the Center for Defense Information, ar-
gued that a protracted U.S. presence in

the Middle East would be impossible:
“It will be politically unacceptable for
the gulf states to host large U.S. mili-
tary forces in the long term. NATO
cannot be recreated in the gulf.”

Gerald F Seib, the White House cor-
respondent for the Wall Street Journal,
warned against the dangers of a dis-
membered or crippled Iraq. That out-
come could produce regional instability
just as dangerous in its own way as the
threat posed by Saddam Hussein.

Other contributors to America En-
tangled are Peter Riddell, U.S. editor of
the Financial Times; Michael E. Canes,
vice president of the American Petro-
leum Institute; Richard K. Thomas,
chief economic correspondent for News-
week; Robert E. Hunter, vice president
of the Center for Strategic and Interna-
tional Studies; and William A. Nis-
kanen, Doug Bandow, Sheldon L. Rich-
man, and Rosemary Fiscarelli of the
Cato Institute.

America Entangled: The Persian Gulf
Crisis and Its Consequences is available
in paperback for $8.95. [ ]
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Speakers Urge More Rational Assessments of Risk

Human contact is obsolete and men
visit one another only in the form
of holograms, Isaac Asimov writes in
his tale of a society so scientifically
advanced that men live for thousands
of years, dreading even the slightest
risk to their well-being because they
have so much to lose to death or dis-
ease. It's time to reevaluate our ideas
about safety before society leans any
further toward such an extreme view
of risk, agreed most of the panelists at
the recent Cato Institute conference,
“Making Sense of Safety.”

More than 20 experts spoke at the

second annual Regulation conference —
hosted by the magazine’s editor, Cato
chairman William A. Niskanen—on
risk assessment, public perceptions of
risk, occupational safety, environmen-
tal tobacco smoke, and legal and insur-
ance issues.
+ Aaron Wildavsky’s entertaining and
eye-opening luncheon address, “Is It
Better to Love the Earth or the Truth?”
was one of the highlights of the two-
day event. Wildavsky, a professor of
political science at the University of
California at Berkeley, accused today’s
activists who parade under the envi-
ronmental banner of spreading mislead-
ing and false information about the
dangers of chemicals and modern tech-
nology. He warned against the threat
to individual liberties such doomsayers’
ideas pose when they are legitimized in
the form of government regulations.

In his paper, “Estimating Risks and
Ignoring Killers,” Michael Gough of the

Margaret Maxey, Judge Douglas Ginsburg, and
William Niskanen listen to Judge Stephen Breyer’s
concluding address at Cato’s conference on risk
and safety.

Office of Technology Assessment of
the U.S. Congress argued that because
policymakers have failed to put environ-
mental carcinogens in proper perspec-
tive, Congress has allocated hundreds
of millions of dollars to prevent an
insignificant number of hypothetical
cancer deaths and ignored actual kill-
ers such as AIDS and drug-related
homicides.

W. Kip Viscusi of Duke University
addressed the role of the government
and the courts in fostering accurate risk
perceptions. Noting that government
intervention in the form of safety regu-
lations is frequently based on the as-
sumption that individuals are irrational,
he asserted that government interven-
tion would be more constructive if
based on evidence of legitimate market
failures.

Thomas J. Kniesner of Indiana Uni-
versity argued that the Occupational
Safety and Health Act of 1970 has failed
to improve safety conditions in the
workplace and should be replaced with
workers' compensation insurance as a
reliable and cost-effective method of
encouraging safety on the job.

Joseph P. Newhouse of Harvard Uni-
versity advocated a fundamental revi-
sion of the medical insurance system —
shifting the focus of legal liability from
the individual physician to the hospital
or health care organization that pro-
vided treatment, expanding liability to
include all medically caused injuries in-
stead of just those caused by negli-
gence, and compensating nonpecuniary
damages in accordance with a schedule
of benefits paid for permanently dis-
abling injuries.

Margaret Maxey of the University of
Texas addressed risk assessment and
perceptions from an ethical standpoint.
Unfortunately, works such as Rachel
Carson’s Silent Spring have formed the
ethical framework of the past three dec-
ades by insisting that nature now exists
in a precarious balance and that only
synthetic substances cause cancer—
myths that are at the root of the call
for zero risk to people and to the natu-
ral world. We must stop associating
the word “risk” with harm or dan-
ger Maxey argued, and instead con-
sider a risk an opportunity to succeed
or benefit. [ ]

’ Conference (Cont. from p. 3) I

man William A. Niskanen considered
a final demand rule superior to either a
price rule or a monetary aggregate rule.
He argued that if monetary policy were
aimed at establishing a stable path for
domestic final sales, it would not be
affected by supply shocks and would
accommodate unexpected changes in
money demand.

Leland B. Yeager of Auburn Univer-
sity emphasized the objective of price-
level stability, which he suggested could
be achieved by private monetary insti-
tutions. George A. Selgin of the Uni-
versity of Georgia agreed that free-
market money would be superior to
government-managed money, but he
preferred stabilizing nominal income
to stabilizing the price level.

Donald N. McCloskey of the Uni-
versity of lowa reviewed the history of
forecasting. Forecasting is part of an
ancient search for certainty in an un-

certain world, he said, likening mod-
ern forecasting to the art of magic. He
warned that the magic of social predic-
tion and control must be watched be-
cause it is illiberal and inaccurate—not
by accident but by design.

Other speakers included Victor Zar-
nowitz of the University of Chicago,
Allen Sinai of the Boston Company,
Eduard Bomhoff of Erasmus Univer-
sity, Alan C. Stockman of the Univer-
sity of Rochester, Michael D. Bordo of
Rutgers University, Robert ]. Gordon
of Northwestern University, Robert L.
Hetzel of the Federal Reserve Bank of
Richmond, Paul W. Boltz of T. Rowe
Price, Kevin D. Hoover of the Univer-
sity of California at Davis, and David
I. Meiselman of Virginia Polytechnic
Institute.

The conference was supported by
grants from the George Edward Durell
Foundation and Ellis L. Phillips. Most
of the conference papers will be
published in the Winter 1992 Cato
Journal. [ ]
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ties, recently noted with alarm, “One

“of the most depressing things about
educated people today is that so few of
them, even among professional intel-
lectuals, are able to follow the steps of
a simple logical argument.”

Few academics were surprised in 1985
when the Association of American Col-
leges stated flatly that “evidence of de-
cline and devaluation is everywhere.”
Few significant disagreements were
published when the Carnegie Founda-
tion for the Advancement of Teaching
reported in 1989 that 67 percent of their
nationwide sample of professors agreed
that “there has been a widespread low-
ering of standards in American higher
education”; only 18 percent disagreed.

Liberal academics, such as Harvard’s
president, Derek Bok, scoffed at the
explosion of conservative publications
decrying the decay of standards, espe-
cially Allan Bloom’s best seller The
Closing of the American Mind. But none
of those was as devastating or as sweep-
ing as the recent indictment of the
“elite” universities by Page Smith, one of
our great liberal historians and the
founding provost of the University of
California at Santa Cruz. The very title
of his scholarly book gives pause—
Killing the Spirit: Higher Education in
America. His evidence from inside the
University of California and the other
elite universities is stunning to outsiders.

David Glidden, a philosophy profes-
sor at the University of California at
Riverside, summed up the growing fac-
ulty conviction that “the education of
undergraduates at the University of Cal-
ifornia is failing. . . . Half the freshman
class is deficient in English or in math.
Once they make it through that first
year of English composition, many UC
students rarely write again, preferring
multiple-choice exams to papers. There
are all too many courses to oblige them
with limited demands and little home-
work. Students graduating from the
university are divided between a tal-
ented elite and those who never learned
to study, read or think with the kind of
care necessary for the challenges of the
coming century”’

The most severe declines in the rela-
tive abilities of American students have
been in the economically vital fields of

engineering, technology, mathematics,
and the natural sciences. The quality
of American applicants to graduate pro-
grams in those fields has declined for
about 20 years, according to the Coun-
cil of Graduate Schools. More than half
of the advanced degrees awarded by
American universities in those fields
now go to foreigners. Some professors
in the natural sciences have almost de-
spaired of American college students.
Neville Kallenbach, chair of the chem-
istry department at New York Univer-
sity, recently told the New York Times,
“We face the serious problem of be-
coming a know-nothing country” Only
one of the 15 first-year graduate stu-
dents in his department is an American.

The “buck passers,” especially the ad-
ministrators anxious to protect their

“State colleges and
universities are now
gigantic government
bureaucracies—
megaversities—
operated without the
benefit of direct

market forces.”

institutions’ public images and tax
bases, insist that any problems in higher
education are attributable to the fact
that entering freshmen are less ade-
quately prepared each year. Albert
Shanker, president of the American Fed-
eration of Teachers, believes that the
buck must stop somewhere.

Right now we make believe that
50 percent of our kids qualify for
college. Then we make believe
that spending four years getting
what should have been their high
school education gives them a col-
lege education. We've been able
to fool ourselves in the past, but
world competition won't let us do
so much longer.

But inadequate preparation is not the
primary cause of the problems in our
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colleges. The most important immedi-
ate cause of the decline of college learn-
ing is the decline in the amount of
work students do. American high school
students always did work much less,
and fewer days per year, than compa-
rable Japanese and European students,
but they narrowed the accrued learn-
ing gap greatly by working harder in
college. (Japanese students and many
in Europe have long done much less
work in college than in secondary
school.) But in recent years American
college students have worked less and
less, thus learned less and less, and
fallen ever further behind the Japanese
and the hardest working Europeans.

The 1990 report of the Carnegie
Foundation, Campus Life, revealed that
77 percent of full-time students in our
four-year colleges reported studying
less than 17 hours a week outside of
class. The time devoted to studying
was dramatically less than it had been
a mere three years earlier. That finding
is especially revealing in view of the
growing percentage of students who
are extending their courses of under-
graduate study over five or more years.
Today’s students are, on average, just as
intelligent as earlier ones, but they work
much less, so they learn much less.

Why do they work much less? In
good part because they get higher
grades for less work. At elite universi-
ties such as the University of Califor-
nia, the average grade has drifted from
a "gentlemanly C” to a “lordly B,” yet
there are far more complaints about
grades today. There are also far more
“Mickey Mouse” courses, “rap-session”
courses, “Mau-mauing the bourgeoi-
sie” courses, courses with no papers or
essay questions, take-home exams that
can be done by teams of conspirators,
counselors to help do papers, “laidback”
counselors who give “caring” rather
than set an example of hard work, and
more financial help to free students
from the discipline of jobs. Those are
the payoffs of the pseudoreforms, es-
pecially student evaluations, which
many warned in the 1970s were erod-
ing academic standards.

There is also the much resented neg-
ative role model of professors who hide
from students and do little teaching for
lots of money. In the state universities
in California and many other states,
teaching loads for professors are now
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about one-fifth to one-third less than
they were 15 years ago. In Killing the
Spirit Smith notes that “one reason
higher education is so outrageously ex-
pensive is that, the less teaching pro-
fessors have done, the higher their
salaries have risen. It is not unusual for
a professor whose salary is in the
$70,000-$80,000 range to teach only
two or three courses a year.” Each of
those courses often requires only three
class hours a week, and there are long
vacations at Christmas and in the
spring. Professors can frequently choose
to teach their few courses over two
quarters, leaving six months or more
free to make more money consulting
and doing research. The "invisible pro-
fessors” are the most highly paid of all.
In addition, professors and adminis-
trators almost never try to determine
what their students retain after “regur-
gitating” at exam time, and they do
almost nothing to stop the general ero-
sion of learning they know is occur-
ring. As Bok concludes in Higher
Learning: “In fact, no one knows a great
deal about how much students learn in
colleges and universities, and it is very
difficult to find out. ... Colleges work
hard to provide new facilities, activi-
ties, and services but devote remarka-
bly little time to deliberate efforts aimed
at improving student learning.” Any
system without valid feedback on its
outcomes and corrections of its fail-
ures spirals out of control. It is astound-
ing how many students do not remem-
ber what the readings for last quarter’s
courses were supposed to have been.

The Rise of the Megaversity

Finally, and most important, there
is the all-encompassing factor of bureau-
cratic stagnation that affects all levels of
our system of education. State colleges
and universities are now gigantic govern-
ment bureaucracies—megaversities.
Many individual campuses have over
20,000 full-time students, many thou-
sands of part-time students, many
thousands of extension students, and
thousands of faculty and staff. Those
huge campuses are megalopolitan sub-
sidiaries of gigantic state university sys-
tems, which in turn are parts of colossal
general plans for state education, which
in turn are subsumed under the amor-
phous gargantuan central plans of edu-
cation of the federal government.

The whole system operates without
the benefit of direct market forces to
motivate workers and constrain costs.
Lifetime tenure at early ages and “old
boy” and “old girl” networking at pro-
motion time make union featherbed-
ding and business oligopolies look
robustly efficient. In many states, such
as California, those bulwarks against
competition are multiplied by the fact
that in personnel matters the colossus
works in deep secrecy behind walls of
“legal exclusions” to prevent public or
regulatory oversight. Like all large bu-
reaucracies, especially monopolies op-
erating with no significant outside
regulation, the megaversities erode mo-
tivation and productivity even more
severely than the Pentagon does be-
cause they do not face the ultimate

“Lifetime tenure at
early ages and net-
working at promo-
tion time make
union featherbedding
and business oligop-
olies look robustly
efficient.”

military market test of “do or die.”

Committees proliferate and deliber-
ate endlessly. Redundancy mushrooms.
Everything except committee make-
work, cocktail-partying, and jet-setting
slows down and stagnates. Adminis-
trators, professors, and students all
learn to ride the gravy train. It is no
wonder that, as Smith says, even “the
vast majority of the so-called research
turned out in the modern university is
essentially worthless. . . . It is busywork
on a vast, almost incomprehensible
scale” Almost 30,000 new academic
journals have been founded since 1979
to publish hundreds of thousands of
articles, most of which are rarely con-
sulted by anyone.

Many variations of the old “bureau-
cratic reforms” have been used to try to
overcome stagnation in academe. Some
of them have beneficial effects in the
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short run, but the bureacracies all soon
“decay to trend” and the drift into stag-
nation resumes. There is only one gen-
eral reform that works—openness,
decentralization, and debureaucratiza-
tion. We already know, both from the
entire history of economic experience
and from the growing evidence in lower
education, that there is one and only
one simple prerequisite for general
reform—freedom of choice for investors.

A Choice Plan for Colleges

The remarkably simple solution to
the present crisis in higher education is
to allow parents to deduct a portion of
college expenses from their taxes and
to grant each eligible college student a
voucher for use in any qualified insti-
tution. The total costs can be restricted
to the current direct costs of higher
education in any state. It will take time
for creative young educators to start
up new colleges, but we know from
our general experience with privatiza-
tion that once they do, we can expect
the soaring efficiency of the new col-
leges to lead to much lower costs per
unit of learning.

In lower education, tax deductions
for private school costs are already in
effect in Minnesota, and vouchers and
home education programs are working
very well in various parts of the na-
tion. The results have been so good,
especially in contrast to the continuing
erosion of public school results, that
even many liberal education experts,
notably John Chubb and Terry Moe of
the Brookings Institution, now support
parental choice among public schools.

Tax deductions and vouchers will
work even better at the college level
than they do in lower education. Adult
students, parents, and counselors are
far more able to determine quality ed-
ucation at the college level. The stu-
dents will be far more motivated to do
so by their career aspirations. And com-
petency (results-based) testing of col-
lege students, while more specialized
and complex than testing of younger
students, is more valid. Some states,
notably Tennessee and Florida, have
been using such tests for several years,
and some small private schools, Alverno
College, for example, have developed
excellent methods for assessing and mo-
tivating student learning. Those tests
are very similar to methods used by

(Cont. on p. 14)



14

) Education (Cont. from p. 13) I

“highly competitive businesses to assess
and encourage employee productivity.
Nationwide teacher competency test-
ing, which is already widely used in
lower education, is directly compara-
ble to college student competency test-
ing. The schools being paid in tax
deductions and vouchers can be held
to required minimum standards of com-
petency simply by auditing their aver-
age test scores, thereby eliminating the
in-grown accreditation boards, which
at present hamstring efforts at creative
education.

General education could be sup-
ported by requiring that some minimal
amount, perhaps one-third, of the tax

“The vast majority
of the so-called re-
search turned out in
the modern univer-
sity . . . is busywork
on a vast, almost
incomprehensible

scale.”

moneys be spent on it. The rest could
be used for more specialized learning.
Employers, who are already rapidly in-
creasing their involvement in and ex-
penditures on specialized higher educa-
tion, would have great incentives to do
even more, including providing match-
ing education funds for employees.
They would also be able to use the
many specialized student competency
test results to hire people with the real
learning they need, rather than rely on
the present college “credentialism,”
which certifies nothing much beyond
attendance and payment of tuition.
The new era of free choice in educa-
tion will not be utopia. But over a num-
ber of years it will produce an explosion
of creative and productive communi-
ties of learning that will be far better
for students and professors—and for
the future of our nation. [ |

CatoPolicy Report

New Cato’s Letters Call for Moral
Drug Policy, Liberated Broadcasters

ead and debated in taverns and over
Rsupper tables around the American
colonies, the original Cato’s Letters,
written by Englishmen John Trenchard
and Thomas Gordon in the early 18th
century, helped lay the foundations for
the American Revolution. The Cato In-
stitute, which took its name from those
original pamphlets, continues the tra-
dition of promoting discourse on a wide
range of political economy and public
policy issues with its own series of
Cato’s Letters.

In “Toward a Moral Drug Policy,’
the first of two recent Cato’s Letters,
Richard J. Dennis writes that Ameri-
cans have forgotten that “the purpose
of law is to prevent mayhem between
men” while “the purpose of morality
and religion is to persuade men to
change their behavior voluntarily.”

Dennis— a commodities trader, chair-
man of the advisory board of the Drug
Policy Foundation, and a member of
Cato’s Board of Directors— argues that
the war on drugs threatens “irrepara-
ble harm to our fundamental rights and
constitutional protections.” He calls on
the law enforcement, judicial, medical,
and clerical communities—the veter-
ans of the war who know all too well
the failures of prohibiting drugs—to
initiate the call for a new, moral drug
policy.

In “The Slow Poisoning of the First

Bill Monroe

Richard Dennis

Amendment,” Bill Monroe questions
the constitutionality of subjecting the
broadcast media to stringent regula-
tory policies while allowing the print
media across-the-board First Amend-
ment protection.

Monroe, the former executive pro-
ducer and moderator of NBC’s “Meet
the Press” and editor of the Washing-
ton Journalism Review, writes that
America has “more than enough news-
papers, newsletters, magazines, televi-
sion stations, and radio stations to keep
each other honest —if the Constitution
and the courts can keep the govern-
ment's hands off them.” We must look
to the Supreme Court to extend free-
dom of speech protection to the elec-
tronic media, for the broadcasters and
politicians will not, he concludes.

“Toward a Moral Drug Policy” and
“The Slow Poisoning of the First
Amendment” are Catos Letters nos. 6
and 7, available from the Cato Institute
for $2.00 each. [ |

CATO INSTITUTE CALENDAR

Global Environmental Crises: Science or Politics?
Washington, D.C. e June 5-6, 1991
Speakers will include Patrick Michaels, Hugh Elsaesser, S. Fred Singer, Donald
Stedman, Edward Krug, Fred L. Smith, Jr., and Richard Stroup.

New Perspectives on the '90s
Chicago e June 13, 1991
Speakers include Wayne Angell, Wendy L. Gramm, David Boaz, and R. J. Smith.

Summer Seminar in Political Economy
Dartmouth College e June 30-July 6, 1991
Speakers will include Edward H. Crane, David Kelley, Sheldon Richman, Leonard
Liggio, Richard Ebeling, and Nadine Strossen.

CatoPolicy iReport

Banking Regulation Needs Reform,
Authors Say in New Cato Book

The woes of the U.S. banking industry,
following hard on the heels of the
savings-and-loan fiasco, are attracting
nationwide attention. Rising numbers
of bank failures, concern about the fi-
nancial health and viability of the Fed-
eral Deposit Insurance Corporation’s
Bank Insurance Fund, increased credit
quality problems and loan write-offs,
and a reduced presence in the world
financial markets have contributed to
increased interest in a major overhaul
of U.S. banking law. Growing numbers
of observers are convinced that the ex-
isting regulatory system is out of step
with present market realities. Many of
the topics currently being debated on
Capitol Hill were addressed at a Cato
Institute conference in November 1988,
and the updated papers from that con-

ference are the foundation of a new

Catherine England

book from the Cato Institute.

In Governing Banking's Future: Mar-
kets vs. Regulation, private- and public-
sector students of the financial markets
consider the consequences of allowing
domestic and international markets a
greater part in determining the role of
banks.

The papers in this volume, edited by
Catherine England, Cato’s director of
regulatory studies, address such topics
as whether banks, with their federally
protected deposits, can be insulated
from their nonbank parents and other
affiliates by a holding-company struc-
ture and whether allowing a broader
range of companies to own or be affili-
ated with banks would introduce addi-
tional, unacceptable risks into the
payment system.

The authors also look at the impetus
behind recent efforts to establish inter-
nationally coordinated standards of
regulation and discuss both how viable
and how desirable it would be to sub-
ject banks in different countries to sim-
ilar standards.

Contributors to Governing Banking's
Future are H. Robert Heller, P. Michael
Laub, Edward J. Kane, Michael C.
Keeley, James L. Pierce, Walker E Todd,
John H. Kareken, Gerald P. O'Driscol],
Jr., Robert T. Clair, Gerard E Milano,
Angela Redish, Mark J. Flannery, and
Wayne D. Angell.

Governing Banking’s Future, pub-
lished by Kluwer Academic Publishers,
is available in paperback for $13.95. B

Best-selling studies
from the Cato Institute’s Policy Analysis Series

S.E., Washington, D.C. 20003.

141. “Term Limitation: An Idea Whose Time Has Come” by John Fund. 29 pp., 1990
126. “Education: Is America Spending Too Much?” by John Hood. 16 pp., 1990

121. “Thinking about Drug Legalization” by James Ostrowski. 64 pp., 1989

109. “Trust the People: The Case against Gun Control” by David B. Kopel. 52 pp., 1988
102. “The Slow Death of the ULS. Postal Service” by James Bovard. 21 pp., 1988

18. "Competition, Regulation, and the Market Process” by Israel Kirzner. 12 pp., 1982

Policy Analysis studies are available for $4.00 each or $2.00 each for five or more
copies. A complete listing is available. Order from Cato Institute, 224 Second Street,

15

Jerry Taylor has joined the Cato Institute
as director of natural resource studies, He
previously served as legislative director
for the American Legislative Exchange
Council, with responsibility for energy,
environment, natural resources, and agri-
cultural policy.

Sheldon L. Richman has joined Cato as a
senior editor. A long-time journalist, he
worked for the Associated Press, the Wil-
mington News-Journal, and Inquiry mag-
azine. He was most recently director of
publications at the Institute for Humane
Studies.

John S. Buckley, an attorney and former
member of the Virginia legislature, has
joined Cato as director of development.
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Gorby to voters:
You never had it so good

Over the years, it's become one of
America’s favorite political bromides:
Americans are the best housed in the
world.

Well, it ain’t necessarily so.

A recent study by the accounting
‘irm of Arthur Andersen & Co. re-
sorted that. ..the most inexpensive
rousing for middle-income families,
‘or example, can be found in Brazil
and the Soviet Union.

— Washington Post, Feb. 23, 1991

He liquidated all them Iragqis,
heh, heh, heh

“If we did [have a place for Gen.
Norman Schwarzkopf after his retire-
ment], it would most likely be in the
division of liquidation,” says Alan
Whitney, spokesman for the Federal
Deposit Insurance Corp. “Between the
FDIC and the Resolution Trust Corp.,
we have the largest portfolio of assets
for liquidation that the world has ever
seen, and Gen. Schwarzkopf has cer-
-ainly proved capable of operating on
the world stage.”

— Wall Street Journal, Mar. 1, 1991

Just like every other entrepreneur

[Garry Sowerby and Tim Cahill]
were trying to cover the 15,000 miles
between [Tierra del Fuego and Prud-
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hoe Bay] “in twenty-six days. More
orless”...

They were out to break the Guinness
Book of World Records benchmark
for north-south road travel, and to
pick up a few bucks along the way
[from the car manufacturer and a
book publisher]. . ..

They got through the places they
feared most, Colombia and Nicara-
gua, with little more than a few men-
acing stares; they drove at night with-
out interruption by bandits; they never
even had serious mechanical trouble.
Instead it turned out that “regulations
would be our biggest problem on the
drive”; from Argentina to Mexico they
encountered an endless succession of
policemen and bureaucrats, most of
whom could be persuaded to pass
them along only after elaborate nego-
tiations and the liberal application of
baksheesh.

—Jonathan Yardley in the
Washington Post, Mar. 13, 1991

The opiate of the masses

Among the questions asked were:
How do you feel about legalizing mar-
ijuana? To which [Rep. Bernard] Sand-
ers responded negatively. . .. He also
suggested that regular use of the drug
tends to make people more apathetic
and less outspoken politically and
otherwise.

—(St. Johnsbury, Vt.) Caledonian-
Record, Feb. 14, 1991

N
D

The sister group, Students Enlisting
in Desert Storm, is still struggling

At Harvard, students Adam Taxin
and Harry Wilson signed up seven
hundred members for their Students
United for Desert Storm in the first
week of its existence.

— National Review, Mar. 18, 1991

We're not in solidarity with those
Nicaraguan people
Phyllis Engelbert . ..had come to
Washington in 1989 to work. .. for
the National Network in Solidarity
with the Nicaraguan People. But when
the Nicaraguan people elected anti-
Sandinista candidate Violetta Cha-
morro last year, the network’s money
dried up.

— Washington Post Magazine,
Feb. 10, 1991

A concise statement of the century’s
stupidest political theory

Many Connecticut legislators were
astonished last month when [Gov.
Lowell P.] Weicker proposed a personal
income tax. ...

“I'l tell you one thing that pleases
me right off the bat,” said Weicker.
“Everybody is [annoyed]. Not one side
or the other, but everybody. Now
doesn’t that tell you this plan is fair?”

— Washington Post, Mar. 3, 1991
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