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The Communist Road to Self-Enslavement

o theoretician contributed as much

to the downfall of communism—or
socialism —as did Friedrich August von
Hayek. He did so nowhere more force-
fully than in his small book The Road
to Serfdom, first published in 1944,
when the end of the Second World War
was in sight.!] He followed it up with
many excellent works—books as well
as articles. The most important of these
were The Constitution of Liberty, pub-
lished in 1960,2 and the three volumes
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of Law, Legislation and Liberty, pub-
lished between 1973 and 19793 When
he was 89, he published, supported by
W. W. Bartley, a most successful book,
The Fatal Conceit (1989).4 These books
form an extraordinary series of scholar-
ly works that, at the same time, are ham-
mer blows against totalitarianism. They
contributed much to the fall of Khrush-
chev’s Berlin Wall and of Stalin’s Iron
Curtain.

But Hayek did not confine himself to
writing these politically so amazingly
powerful works. Although a great
scholar and distinguished gentleman,
rather reserved in his way of living,
thinking, and teaching, and averse to
taking political action, he founded,
shortly after the Second World War,
the Mont Pélerin Society. Its function
was to provide a balance to the count-
less intellectuals who opted for social-
ism. Hayek felt that more had to be
done than writing papers and books.
So he founded a society of scholars
and practical economists who were op-
posed to the fashionable socialist trend

Federal Reserve governor Wayne Angell discusses a new monetary standard for Russia at Cato’s
Tenth Annual Monetary Conference in March. Steve H. Hanke, Lars Jeurling, Alan Reynolds, Anna
J. Schwartz, and Allan H. Meltzer listen.
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of the majority of intellectuals who
believed in a socialist future. The soci-
ety was founded in Switzerland in 1947
on Mont Pélerin, on the southern shores
of Lake Geneva. I had the honor of
being invited by Hayek to be one of the
founder-members. Among the surviv-
ing founders are Milton Friedman and
Aaron Director. This society still ex-
ists; and for many years it has exerted
a considerable influence within the
ranks of the intellectuals, especially the
economists. Its first and perhaps great-
est achievement was, I feel, to encour-
age those who were fighting the then
overwhelming authority of John May-
nard Keynes and his school. However,
not being an economist myself, I am
probably not competent to assess the
historical influence of the Mont Pélerin
Society. This is a task—I think an im-
portant task—for future historians of
economic doctrines and economic pol-
icies. Yet having been for many years a
member of the London School of Eco-
nomics, I could experience the growing
undermining of leftist teaching which,
in the first few years after the war, had
been immensely powerful.

(Cont. on p. 10)
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Hayek, Brookes, and the Fatal Conceit of Socialism

Presidept’s (Ressage

n the past few months we have
lost two of the great champions
of a free society and the market-
liberal vision. In December the
brilliant economic and investi-
gative journalist Warren Brookes
passed away suddenly. In March
the author of the classic book
The Road to Serfdom, Nobel lau-
reate in economics E A. Hayek,
died after an extended illness.
P Both of those remarkable men
!' . had close ties to the Cato Insti-
3 tute. Hayek was the intellectual
godfather of many of the policy staff here, and years
ago he graciously accepted the honorary affiliation of Dis-
tinguished Senior Fellow. Brookes often wrote about Cato
studies, had spoken at two of our Benefactor Summits, and
was planning to write a book for us on environmental
issues at the time of his death.

The magnitude of the loss we have suffered cannot be
overstated, of course; indeed it is being underscored by the
misguided policies being offered by all the major candi-
dates for president in this election year. Each suffers from
what Hayek termed the “fatal conceit” —the idea that smart
planners in government can somehow coercively structure
societal arrangements so as to optimize our well-being. The
principles of strictly limited government and individual
liberty have not been foremost on the minds of any of this
year’s crop of presidential aspirants.

The problem, as Brookes would have put it, is that the
politicians have an essentially materialistic view of the
world. At lunch just a week before his untimely demise,
Warren said to me with his trademark twinkle in the eye
and schoolboy enthusiasm, “You know, the bottom line is
that statism is materialistic and liberty [or the market-
liberal perspective] is fundamentally spiritual.”

Brookes once authored a book, The Economy in Mind,
the title of which was intended to drive home the non-
materialistic nature of economic progress. “After all,” he
wrote a couple of years ago, “economic activity is about
adding value. But in its essence, value is spiritual, the
expression of qualities of thought: self-discipline, order,
self-respect, honesty, integrity, respect for others. Societies
with strong spiritual values tend to generate economic
value and expand. Societies with too-materialistic values
ultimately fall in disrepair and decay”

And Hayek wrote in The Constitution of Liberty that
“the growth of knowledge is of such special importance
because, while the material resources will always remain
scarce . . ., the uses of new knowledge are unrestricted. . . . It
is through this free gift of the knowledge acquired by the
experiments of some members of society that general prog-
ress is made possible”

Hayek and Brookes knew that the statists, the socialists,
the redistributionists never understand the subjective nature
of economic progress. They think of wealth as material,
when in fact it is intellectual. They view capital as a physical
phenomenon rather than an intellectual one. In their view,
for instance, the Third World lacks capital, so money must
be physically ripped off from the developed world and
delivered to the Third World if there is to be any hope.

But the Third World doesn’t lack capital at all. It lacks
something spiritual, in Warren’s sense of the word. It lacks
the idea of private property, the idea of the sanctity of
contract, the idea of the right to make a profit. Instill those
ideas and —presto! —the Third World is awash in capital.

The redistributionists see the material wealth of some
and want to forcibly give it to others, not recognizing that
in doing so they will eventually make everyone worse off,
in particular the poor. The socialists see a capitalist televi-
sion factory operate and attempt to copy it, not recognizing
all the subtle incentives, contractual relations, and non-
materialistic elements that are really what make it work.
Then they wonder why their TV sets explode.

The irony, of which Hayek and Brookes were keenly
aware, is that statism fails to deliver material progress
precisely because materialism is what statism myopically
focuses on. Liberty, on the other hand, does deliver mate-
rial prosperity, precisely because it pays no attention to
material things at all: it focuses on the idea of human
freedom. In a free society resources are directed by the
individual, subjective values of millions of people. In a
statist society resources are directed by bureaucrats who
invariably suffer the Hayekian “fatal conceit.”

The idea of human freedom literally transcends what
those with a governmental mentality perceive as inherent
material limitations facing society. Twenty years ago the
statists were predicting $200 a barrel for oil, but the free-
dom of entrepreneurs to find ways to increase energy effi-
ciency has meant that oil is cheaper today in real terms
than ever before.

You may be aware of the bet that Julian Simon, a Cato
adjunct scholar, made with the noted environmentalist Paul
Ehrlich about whether a list of commodities would cost
more or less in real terms over a five-year period. Ehrlich,
who looks at the world through the statist paradigm, as-
sumed he had a sure thing. How could scarce resources not
g0 up in price over time? Simon, who understands the idea
and dynamic of human freedom, won the bet.

It's easy to get discouraged as we listen to calls for
industrial policies, protectionism, income redistribution, and
various other reflections of the materialist/statist worldview
coming from the major presidential candidates. We should
take comfort in the fact that the ideas of . A. Hayek
and Warren Brookes will be around long after the sorry
presidential campaign of 1992 is gone and forgotten.

U itne

—Edward H. Crane
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Tenth Annual Monetary Conference

Ex-Communist Nations Need Sound Money, Its Agreed;
Currency Boards, Gold-Backed Ruble, or Free Banking?

table money is fundamental to the
successful passage from socialism to
capitalism. That was the consensus of
the international group of market lib-
erals who met in March at the Cato
Institute’s 10th Annual Monetary Con-
ference, "Money in Transition: From
Plan to Market.” The two-day Washing-
ton conference, directed by James Dorn,
vice president for academic affairs, fea-
tured monetary experts and policy-
makers from several countries, including
Russia, Ukraine, and Czechoslovakia.
A high point of the conference was
the luncheon speech by Vaclav Klaus,
finance minister of Czechoslovakia.
Klaus spoke about the difficulties of
making the transition from a command
to a free economy. Other speakers who

Malcolm S. Forbes, Jr., editor-in-chief of Forbes,
opens the monetary conference with a discus-
sion of money and the market.

have had direct experience with econo-
mies moving away from socialism were
Oleksander V. Savchenko, former se-
nior deputy governor of the National
Bank of Ukraine; Oleg Bogomolov, an
adviser to Russian president Boris
Yeltsin and director of the Institute of
International Economic and Political
Studies; and Nikolai Petrakov, director
of the Market Institute at the Russian
Academy of Sciences and former eco-
nomic adviser to Mikhail Gorbachev.

Savchenko discussed the problems
of a separate currency for Ukraine.
Bogomolov and Petrakov addressed the
need for privatization and monetary
stabilization to avoid hyperinflation.
Bogomolov said hyperinflation could
be prevented by quickly privatizing
housing and capital assets and by an-
choring the ruble to a commodity-
backed parallel currency (chervonets)
that would be freely convertible into
hard currencies.

Other methods of transition were
proposed by several speakers. Steve
Hanke of Johns Hopkins University pre-
sented his and Kurt Schuler’s widely
discussed proposal for a currency board,
under which the ruble or new curren-
cies in the former Soviet republics
would be fully backed by a Western
currency. Alan Reynolds of the Hud-
son Institute proposed a gold-backed
ruble similar, ironically, to that intro-
duced by Lenin in 1921. Annelise An-
derson of the Hoover Institution called

for free banking and the private, com-
petitive issue of currency.

Among the other participants were
Malcolm S. Forbes, Jr., editor-in-chief of
Forbes; Judy Shelton of the Hoover Insti-
tution; Anna J. Schwartz of the National
Bureau of Economic Research; Allan H.
Meltzer of Carnegie Mellon University;
Pedro Schwartz of National Economic
Research Associates; Paul Craig Rob-
erts of the Center for Strategic and
International Studies; Jerry L. Jordan
of the Federal Reserve Bank of Cleve-
land; Wayne Angell of the Federal Re-
serve Board of Governors; Peter Boettke
of New York University; George Selgin
of the University of Georgia; Franklyn
Holzman of Tufts University; and Cato
chairman William Niskanen. |

Czechoslovakian finance minister Vaclav Klaus
gives the luncheon address at Cato’s Tenth An-
nual Monetary Conference.
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Helping to Save At-Risk Youth
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Mexico, Haiti, and South Africa Are Subjects of Forums

- Cato €vepts

February 13: A Policy Forum exam-
ined “The Constitutional Future of
South Africa” with talks by four speak-
ers: George B. N. Ayittey of American
University, author of a forthcoming
Cato book, Africa Betrayed; Walter E.
Williams of George Mason University,
author of South Africa's War against
Capitalism; Cato chairman William A.
Niskanen; and Mangosuthu Gatsha
Buthelezi, chief minister, Kwazulu Leg-
islative Assembly. They discussed the
importance of private property, free
markets, and limited constitutional
democracy.

February 18: Cato adjunct scholar Rich-
ard A. Epstein, professor of law at the
University of Chicago, and John Eche-
verria, chief counsel to the National
Audubon Society, debated the ques-
tion “Are Property Rights Opposed to
Environmental Protection? Lucas v.
South Carolina Coastal Council” at a
special Policy Forum. Epstein argued
that the government authority that seeks
to bar a South Carolina resident from
building on his beach-front property
had not shown that his plans were dan-
gerous to anyone; thus the regulation
is a “taking” that requires compensation
under the Fifth Amendment. Echever-
ria responded that the prohibition on
Lucas’s building on his property was
not a taking but an abatement of threat-
ening behavior and therefore requires
no compensation.

February 25: A noon Policy Forum en-
titled “Ozone Nonattainment: A $26 Bil-
lion Charade” focused on the Environ-
mental Protection Agency’s study of
urban smog. K. H. Jones, president of
Zephyr Consulting, argued that most
of the urban areas designated as “ozone
nonattainment” regions by the EPA are
actually in compliance with federal
standards. He argued that by including
1991 data, which reflected favorable
weather conditions, in the calculations
and facilitating the appeals process,
which is already available to nonattain-
ment regions, the Bush administration
could begin lifting a $26 billion annual

Mangosuthu G. Buthelezi, chief minister of the
KwaZulu Legislative Assembly, greets partici-
pants after his address at a Cato Policy Forum,
“The Constitutional Future of South Africa”

regulatory burden. David Hawkins, se-
nior scientist at the Natural Resources
Defense Council, argued that the pol-
lution controls are needed because the
weather data Jones wants to include
are exceptional and smog remains a
long-term problem.

February 27: "The Haitian Boat People:
Should America Re-Open the Gates?”
was the issue debated at a Policy Forum.
Rep. Bill McCollum (R-Fla.} said that
most of the boat people are economic,
not political, refugees and thus do not
qualify for asylum. He warned that al-
lowing the Haitians to stay would be an
invitation to many others to come to the
United States. Wade Henderson, Wash-
ington director of the NAACP, coun-
tered that there is evidence that returnees
are being persecuted by an oppressive

regime and that the U.S. government is
denying the boat people due process.
He said the administration’s asylum pol-
icy reflects a double standard and sug-
gested that the Haitians are being
turned back because they are black.

February 28: A Policy Forum addressed
"Predatory Pricing: Where's the Beef?”
Cato adjunct scholar Thomas ]. Di-
Lorenzo, an economics professor at the
University of Tennessee at Chattanooga,
argued that there is no need for legisla-
tion to protect independent gasoline
dealers against predatory pricing by ma-
jor oil companies because such pricing is
irrational. DiLorenzo said no business-
man would commit to a strategy of cut-
ting prices and losing money for an
indefinite period in hopes of driving out
competitors and later being able to raise
prices to monopoly levels. He added
that since competition is a rivalry, sell-
ing below cost is a normal practice that
historically has not led to monopoly.
Phil Chisholm of the Petroleum Mar-
keters Association of America argued
that independent gasoline retailers were
harmed during the Persian Gulf crisis
when major oil companies charged their
own retailers below-cost prices and
charged the independents more. He
conceded that there was no predatory
intent and no likelihood of monopoly
emerging from that pricing policy.

March 5-6: Monetary experts from
around the world participated in Cato's
10th Annual Monetary Conference,

Rep. Bill McCollum (left) and Wade Henderson, Washington director of the NAACP, debate

whether Haitian immigrants should be sent back.
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Roberto Salinas-Leon, academic director of the Mexico City think tank CISLE and an adjunct

scholar of the Cato Institute, discusses the North American Free Trade Agreement as lan Vasquez,
assistant director of Cato's Project on Global Economic Liberty, listens.

“Money in Transition: From Plan to
Market.” Speakers included Vaclav
Klaus, finance minister of Czechoslo-
vakia; Malcolm S. Forbes, Jr., editor-
in-chief of Forbes; Paul Craig Roberts
of the Center for Strategic and Interna-
tional Studies; Wayne Angell, a mem-
ber of the Federal Reserve Board of
Governors; Nikolai Petrakov, an eco-
nomic adviser to former Soviet presi-
dent Mikhail Gorbachev; Oleksander
V. Savchenko, formerly of the National
Bank of Ukraine; Oleg Bogomolov of
the Institute of International Economic
and Political Studies (Russia); Pedro
Schwartz of the National Economic Re-
search Associates (Spain); and Annelise
Anderson and Judy Shelton, both of
the Hoover Institution. The papers fo-
cused on methods of moving from a
state-controlled monetary system to a
market-based monetary system.

March 12: A Policy Forum examined
“The United States and Mexico: Inter-
national Competitiveness and Free
Trade.” Roberto Salinas-Leon, academic
director of Mexico’s Center for Free En-
terprise Research, gave a glowing re-
port on the liberalization and priva-
tization of the Mexican economy, but he
lamented Mexico’s dependence on for-
eign aid to finance the so-called strate-
gic state-run sectors of its economy. He
advocated a switch from aid to trade.
James Bovard, Cato associate policy

analyst and author of The Fair Trade
Fraud, criticized the pervasive protec-
tionism of the United States and em-
phasized the harm U.S. trade barriers
cause Mexican producers.

March 23: A Policy Forum explored
the question “Should Government Rush
to Regulate Credit Information?” Dan-
iel Klein, assistant professor of eco-
nomics at the University of California
at Irvine, argued that proposed regula-
tions on credit bureaus, ostensibly to
protect consumers’ privacy, ignore the
legitimate role of credit bureaus. By
driving up the bureaus’ costs and com-
promising the completeness of credit
records, the new regulations would par-

- T

Oleksander Savchenko of the Central Bank of Ukraine and Nikolai Petrakov, former eco
adviser to Mikhail Gorbachev, were among the international policymakers discussing monetary
aspects of the transition to a market economy at Cato’s Tenth Annual Monetary Conference.

ticularly hurt consumers with the weak-
est credit standing. Klein also pointed
out that bureaus and creditors have an
interest in accuracy. Ed Mierzwinski of
the U.S. Public Interest Research Group
defended the regulations on the grounds
that credit reports are full of errors and
current law forbids consumers’ suing
credit bureaus for damage caused by
erroneous reports.

March 25: "Teaching Entrepreneurship
to At-Risk Youth” was the topic of a
Policy Forum. Steve Mariotti, president
of the National Foundation for Teach-
ing Entrepreneurship, explained his pro-
gram that teaches inner-city students
how to start their own businesses. The
program, highlighted twice on “ABC
News,” has helped students develop self-
esteem and key skills and kept them
from turning to crime.

March 31: A Cato conference was held
on “The New World Order and Its Al-
ternatives: America‘s Role in the 1990s.”
Among the speakers who proposed op-
tions for America foreign policy in the
post—Cold War era were Sen, Charles E.
Grassley (R-Iowa); Cato senior fellow
Doug Bandow; Richard Rosecrance of
UCLA; Owen Harries, editor of Na-
tional Interest; Joseph S. Nye, Jr., of the
Harvard University Center for Interna-
tional Affairs; Jenonne Walker of the
Carnegie Endowment for International
Peace; Earl Ravenal of Georgetown Uni-
versity; Ben Wattenberg of the Ameri-
can Enterprise Institute; Leonard Liggio
of the Institute for Humane Studies;
and Ted Galen Carpenter, Cato’s direc-
tor of foreign policy studies. |

[
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Property Rights and Environmental Protection

Policy Rorum

In December 1986 David H. Lucas pur-
chased two undeveloped waterfront lots,
which were zoned for single-family
homes, on the Isle of Palms, South Car-
olina. Lucas’s intention was to build one
home to sell and a second as his own
residence. In 1988, after Hurricane
Hugo, South Carolina passed the Beach-
front Management Act, which prohib-
ited all new construction beyond certain
setback lines and thereby rendered Lucas’s
property essentially useless for the pur-
poses he had intended. The trial court
found that the BMA constituted a "tak-
ing” and awarded Lucas compensation.
The South Carolina Supreme Court re-
versed that decision, and Lucas appealed
to the U.S. Supreme Court, which will
soon decide whether government must
compensate property owners under the
Fifth Amendment'’s takings clause when
it forbids them to develop their land.

On February 18, 1992, the Cato Insti-
tute sponsored a debate, "Are Property
Rights Opposed to Environmental Pro-
tection?: Lucas v. South Carolina Coast-
al Council,” between Cato adjunct
scholar Richard Epstein, James Parker
Hall Distinguished Professor of Law at
the University of Chicago and author of
Takings: Private Property and the
Power of Eminent Domain, and John
Echeverria, chief counsel to the National
Audubon Society. Excerpts from the de-
bate follow.

Richard Epstein: If you understand ex-
actly what a comprehensive system of
property rights entails, not only do you
say that there is no opposition between
property rights and environmentalism,
but you also say that property rights
and environmental claims are mutually
supportive when correctly understood.

Even though we recognize zones of
autonomy, there have to be some limi-
tations on what property owners can
do with their own. It is in those limita-
tions, I think, that one finds the effec-
tive reconciliation of property rights
and environmental concerns.

The common law of nuisance, which
developed over time to police disputes

between property owners, is best un-
derstood as a mechanism designed to
arbitrate and to reconcile disputes so
as to maximize the value of each per-
son’s respective property holdings. The
moment one starts to deviate from that
understanding, there will be excesses
in one direction or the other. If land-
owners, for example, are entitled to
pollute more or less at will, then activi-
ties that are relatively small in value
will be allowed to continue even though
they cause enormous harms to other
individuals. And if a system of land-

Richard Epstein: “The position of the environ-
mentalists on [takings] is, ‘We will allow you to
keep the rind of the orange as long as we can

suck out all of its juice.”

use restrictions is imposed as a matter
of positive law when there are no such
externalities, relatively trivial gains will
be exacted at the cost of enormous
private losses. The system must maxi-
mize the value of inconsistent claims
under general rules.

The eminent domain clause of the
Fifth Amendment says, “Nor shall pri-
vate property be taken for public use
without just compensation.” It says
nothing of the justifications for govern-
ments’ assuming control of property
without compensating the owners—an
activity that goes under the heading of
police power. Therefore, to understand
Lucas, we must first ask what kinds of
activities engaged in by government do
constitute a taking, that is, do move
into the sphere of protected liberties.
Then we must ask whether we can find
some kind of public justification for

the restrictions thus imposed.

On the first issue, it is quite clear that
the common law did not draw a dis-
tinction that the constitutional lawyers
insist on drawing: the modern claim
that there is a vast distance between
physical occupation by government and
a mere regulation or restriction of use.
That contemporary distinction is de-
signed to say that we don't have to
look closely at anything government
does if it leaves a person in bare pos-
session of his property.

In effect, the position of the environ-
mentalists on this issue is, “We will
allow you to keep the rind of the or-
ange as long as we can suck out all of
its juice for our own particular benefit.”
But exclusive possession of property is
not an end in itself. The reason you
want exclusive possession is to make
some use of your property, and if you
can’t make good use of it, you'd like to
be able to sell or trade it to somebody
else. The modern law essentially says
that all those use and disposition deci-
sions are subject to public veto.

What's wrong with that? Chiefly, it
encourages a massive amount of irre-
sponsible behavior on the part of gov-
ernment in its treatment of private
endeavors. Essentially, a government
now knows that it can attain 90 percent
of its objectives and pay nothing. Why,
then, would it ever bother to assume
the enormous burden of occupying land
for which it would then have to pay
full market value? Thus, we see gov-
ernment regulations pushing further
and further, regardless of private losses,
which will never be reflected on the
public ledgers—precisely the situation
we find in Lucas.

We have in Lucas a change in value
brought about, not because people
don’t want to live on the beach any-
more, but because they are prohibited
from using their land in the ordinary
fashion. And the simplest question to
ask is, what kinds of public benefits
could justify that private loss?

Nobody on the Isle of Palms or any-
where else along the Carolina coast
regards the restrictions in question as
having been enacted for his benefit. We
know that because before the regula-
tion was imposed, land values were
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very high and appreciating rapidly; af-
ter the regulation was imposed, every-
body who was subject to it was wiped
out. When we see such a huge wipe-
out, we have to look for the explana-
tion of the statute that caused it, not in
the protection of the local community,
but in external third-party interests who
will gain something, although far less
than the landowners have lost.

In the usual case, when we take prop-
erty for public use, we want to make
sure that there’s no disproportionate
burden on the affected parties, but that
consideration is rightly discarded when
we can say to a particular fellow that
we're concentrating losses on him be-
cause he has done something of great
danger to the public at large. So we now
have to think about Mr. Lucas’s one-
family house sitting on the beach front
and find in it the kind of terror that
might be associated with heavy explo-
sives or ongoing, menacing pollution.

Can we do it? I think the question

ralmost answers itself. There is no way

that we can get within a thousand miles
of a common law nuisance on the facts
of this particular case. There is no im-
mediate threat of erosion. We're told
we're really worried about the inflic-
tion of serious external harms. Can we
get an injunction on the grounds that
the roof might blow off a particular
building and land in the hapless fields
of a neighbor? The question again more
or less answers itself.

The original statute made very little
if any reference whatsoever to the prob-
lem of safety. It referred instead to pro-
moting leisure among South Carolina
citizens, promoting tourism, and pro-
moting a general form of retreat. The
moment we see safety introduced dur-
ing litigation, we have to wonder wheth-
er it’s a pretext for some other cause.

Another difficulty involves the breadth
of the restriction. If the concern is hur-
ricane damage, the appropriate solu-
tion is, not to limit the statute in
question to just beach-front owners, but
to pass a general order that says: after
Hurricane Hugo, nobody is entitled to
rebuild in South Carolina—in Charles-
ton or anywhere else.

There’s also the question of the rela-
tionship between means and ends. If
there was $10 billion worth of damage
attributable to the hurricane, at least
$100 of that damage must have been

attributable to flying debris and falling
houses. That is a trivial problem, and
even if it were serious, there are surely
better ways of dealing with it. We might
say, for example, that anybody whose
house could be found littering the beach
had to remove all debris.

We hear over and over again that the
government’s environmental programs
will shrink in size if compensation is
required in Lucas. Those programs
should shrink, because when govern-
ment is allowed to take without compen-
sation, it claims too much for environ-
mental causes relative to other kinds of
causes that command equal attention.
Unless we introduce a system that re-

John Echeverria: “The Supreme Court has never
held, and I predict will never hold, that economic
injury, standing alone, is sufficient grounds for a
Fifth Amendment claim.”

quires the government to take and pay
when it restricts private use not associ-
ated with the prevention of harms, we'll
face an institutional overclaiming prob-
lem. The expansion of government will
become the major issue. The just com-
pensation clause is designed to work a
perfectly sensible and moderate accom-
modation, to force the government to
make responsible choices.

John Echeverria: As everybody in this
room knows, our national politics is
driven by sound bites. The same is true
in a judicial context. The hard facts of
a particular case can make bad law,
and the sound bite in this case is that
David Lucas purchased a piece of prop-
erty for about $1 million and two years
later the South Carolina legislature
passed a law that left him with noth-
ing. But that’s the sound bite, and the

sound bite obscures the entirely genu-
ine and legitimate goals that the South
Carolina legislature had in mind—to
prevent harms to the public, which are
not trivial concerns.

My goal in this debate is to convince
you that once you get past the sound bite
of the impact on Lucas, you'll under-
stand that the Supreme Court should
and will conclude that there was no
taking in this case. Before I get into it
though, and I want to try to correct the
sound bite by reciting to you the facts
of a case the Supreme Court dealt with
in 1987 That case involved a similar
kind of regulation and raised the same
fundamental issues of principle but
leads to quite a different sound bite. [
am referring to First English Fvangeli-
cal Lutheran Church v. County of Los
Angeles. The church had set up a camp
for handicapped children in a flood
plain, and a fire occurred in the water-
shed upstream from the camp. The
county recognized immediately that
there was enormous danger, since the
vegetation had been removed, that
flood waters could come down the river
and wipe out the camp. In fact, a storm
did occur, a flood did occur, and the
camp was completely wiped out. In
response, the county put in place an
interim ordinance that said there could
be no inhabitable structures, which
could be wiped out once again, within
the flood plain. When the Supreme
Court got the case it did not resolve it
on the merits. Instead, it used that case
to reach the conclusion that a tempo-
rary taking is compensable under the
Fifth Amendment. But in the dissent-
ing opinion, several of the justices said
there was no question that the ordi-
nance was a valid public health and
safety regulation and there was no tak-
ing. And Chief Justice Rehnquist said
that the Court didn't have to touch that
issue and would leave it to the lower
courts to find out whether there had
been a taking. The case was sent back
to the lower courts. No taking was
found, and when the case went up for
review, the Supreme Court, which
probably has some understanding of
sound bites itself, declined to review it.

Lucas, as it was actually presented to
the trial court, is actually a fairly easy
case, in my view. The Supreme Court
should conclude that Lucas did not es-
tablish a taking because he presented

(Cont. on p. 8)
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his claim based on the completely pre-
posterous theory that if he suffered eco-
nomic harm, that alone, regardless of
any other consideration, entitled him to
compensation under the Fifth Amend-
ment. The fact of the matter is that the
Supreme Court has never held, and I
predict will never hold, that economic
injury, standing alone, is sufficient
grounds for a Fifth Amendment claim.
The Court has consistently rejected that
way of thinking for several reasons.
First, the Court has recognized that
every piece of property held in the
United States is subject to the condi-
tion that it can’t be used to harm oth-
ers. That goes back to common law.
Property rights are not absolute. They're
conditional upon a responsibility to the
community in which one resides.

The Department of Justice recom-
mended initially that the United States in
its brief take the position that economic
harm, standing alone, constitutes a
taking. Happily, wiser heads prevailed,
and the solicitor general filed a brief
that specifically repudiated that theory.

Richard Epstein, in his amicus brief,
admits that a complete wipeout does
not, by itself, make out a taking. We
disagree about the range of activities in
which the government can engage to
prevent public harm without provid-
ing compensation. But we agree that
within that range of activities, the gov-
ernment can act to prevent harm and
no compensation is due regardless of
the impact. I think it's on that issue
that this case will basically turn.

Epstein’s point, at least as I understand
it from his brief, is that the burden of
proof is on the government to show the
legitimacy of the regulation, to show
that it is in fact a public harm~preven-
tion measure. But again, one doesn't
have a property interest in harming
others, and if the government is trying
to prevent a landowner from harming
others, then there's simply no taking.

I think that Epstein and I agree that
there is a line between private property
and the ability of people to impose
external harms on others and to harm
the general public by the use of prop-
erty. The question is, where is that line
drawn and on what side of the line
does this particular regulation fall?
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Richard Epstein expresses disdain and Cato senior fellow Roger Pilon takes notes as John Echeverria,
chief counsel to the National Audubon Society, speaks at a Cato luncheon on the South Carolina

takings case currently before the Supreme Court.

I submit that the harm the South
Carolina legislature was trying to deal
with here was both very real and very
substantial. Barrier islands are not like
other real estate. They literally migrate;
they move. They're unconsolidated
sandy sediments that migrate laterally
up and down the shore and landward
in response to the action of waves and
winds. They are unstable areas that are
very hazardous for construction. Bar-
rier islands in the natural state provide
the most important defense for coastal
areas against the effects of storms, high
winds, and storm surges associated with
hurricanes. Building on the beach dune
system, which destroys the dune, or
trying to stabilize the dune fundamen-
tally undermines the integrity of the
system. Sand naturally moves from a
dune down to the beach area, replen-
ishing the beach and allowing it to serve
as a barrier to storms. If the beach
dune system is stabilized, its natural
function is destroyed.

It is not simply a question of harm
to somebody who builds on such an
unstable area, although I think there
are some reasons to support paternal-
ism in some circumstances. It is also a
question of harm to others. Landward

properties depend on the defense pro-
vided by the beach dune system. If that
system is destroyed, those properties are
exposed to storm damage. Epstein be-
littled what the coastal geologists refer
to as projectile damage, but it's a very
real phenomenon. Buildings that are on
the ocean shore in front of or on top of
the dunes are particularly exposed to
the effects of wind and storms. After
Hurricane Hugo in South Carolina, the
primary adverse effects on landward
structures were found to be due pre-
cisely to exposed properties that were
hurled landward. All of those risks also
have to be considered in light of global
warming and a consequent sea level
rise—again, exacerbating the hazard-
ous nature of construction on the ocean
shore and the dangers to other prop-
erty owners posed by such construction.

The South Carolina Beachfront Man-
agement Act is an entirely rational,
thoughtful, well-tailored response to a
public hazard. The first purpose of the
act, and clearly the primary purpose as
recited in the act itself, is to protect the
public. The act recites the fact that
beaches are important recreational areas
and identifies other public purposes that
are served by the beaches. But what is
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most clear is that the regulation at is-
sue here is specifically tailored to ad-
dress a public-hazard problem.

My final point, and perhaps the most
important, is that the statute specific-
ally provided that Mr. Lucas, if he be-
lieved the line drawn pursuant to the
legislative scheme was unfair, could pres-
ent evidence to the coastal council and
explain that the line on his property
should be drawn at a different point.
He never took advantage of that op-
portunity. He simply said, “I've been
hurt and I am entitled to compensa-
tion.” I believe the Supreme Court will
disagree.

Epstein: According to Mr. Echeverria,
it would be within the state's power to
order everybody who has a home on
those islands to dismantle it immediate-
ly so that there would be no flying roofs
to hurt anybody else. The state could
order the demolition of old construc-
tion as well as enjoin new construction.

Moreover, the beach front is not the
only area peculiarly exposed to the envi-
ronmental and hurricane risks that we're
talking about. What about Charleston?
It's also exposed to those risks. Do we
say, in effect, that in the name of envi-
ronmental protection we must raze the
entire city without compensation be-
cause somebody’s house might fall on
somebody else's?

This is not a question of environ-
mental interaction. We now have a set
of restrictions that promises to cause
billions in private losses, and we've
heard it said that we can stop houses
from being knocked down by ordering
them to be razed.

There is no sense of proportion or
balance in Echeverria’s position. An
ounce of environmental angst is suffi-
cient to allow draconian measures that
forbid the very activities that enable
people to use the environment con-
structively. This is a classic case of
overclaiming, which occurs because the
environmental lobby can go to the state
legislature and say, “Let us have our
way. You're not going to have to pay for
this” And environmentalists can prove
that the benefit is greater than the po-
litical cost. But that's the wrong test.
From a social point of view, the right
test is whether the benefit is greater
than the cost inflicted on the prop-
erty holders. [ |

Book: To Solve Health Care Crisis,
Give Consumers More Clout on Costs

n today’s bureaucratically dominated

health care system, the patient’s major
role is to sign the forms that authorize
one large, impersonal organization to
release funds to another. A new Cato
Institute book, Patient Power: Solving
America’s Health Care Crisis, by medi-
cal economists John C. Goodman and
Gerald L. Musgrave, proposes that con-
sumers be restored to their natural role
in the market for medical care.

Government, through Medicare and
Medicaid, buys close to half the health
care provided in America today, the
authors write. Most of the other half
is paid for by insurance companies,
through policies purchased by third
parties, because the tax laws encourage
people to rely on first-dollar health cov-
erage from their employers. Goodman
and Musgrave explain that when health
care appears to be free or very cheap,
people buy more than they would if
they were paying the full cost. The
resulting casual attitude toward shop-
ping for health care drives up prices,
which drives up insurance premiums,
which creates hardships for business
and those without insurance. That spi-
ral eventually harms all users of health
care, but the process is so circuitous
that people fail to see the connection
with their buying habits.

Goodman and Musgrave's solution
is to restore power and responsibility
to individual consumers. If individuals
are allowed to deduct the cost of insur-
ance, they will have a stake in finding

Gerald Musgrave

the best insurance value. And insurers
will compete vigorously to provide it.
Most consumers will discover that high-
deductible insurance is a far better buy
than low-deductible policies because the
cost of handling small claims exceeds
the benefits. To cover routine medical
expenses, Goodman and Musgrave pro-
pose that consumers be free to set up
tax-free medical savings accounts. Since
the money in those accounts would be
the property of individuals, they would
have an incentive to spend wisely on
health care. The money not spent
would accumulate tax-free interest and
could be used for health care and other
needs during retirement.

The authors also propose solutions
to the problems related to cost contain-
ment, malpractice, preventive care,
long-term care, mandated benefits, and
organ transplants.

“Play or pay” government schemes
and full-blown national health insur-
ance would only aggravate the worst
problems of the current system, the
authors write. Goodman and Musgrave's
message is that just as government plan-
ning failed so spectacularly in the com-
munist world, so it will fail—indeed,
already has failed —in America’s health
care system. They write that their pro-
posals would result in a competitive
and innovative system of private medi-
cal enterprise.

Patient Power is available from the
Cato Institute for $16.95 in paperback,
$29.95 in cloth. [ |
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Justice demands that I point out that
" the movement, started by Hayek with
his book The Road to Serfdom, had an
important forerunner. I am alluding to
Hayek’s teacher, Ludwig von Mises,
whom I first met early in 1935 in Vi-
enna, owing to his interest in my first
book.5 I met Hayek about six months
later in London. It was Mises who ad-
vanced the first and fundamental mod-
ern criticism of socialism: that modern
industry is based on a free market, and
that socialism, and especially “social
planning”, was incompatible with a
free-market economy and consequently
bound to fail. (“Socialist planning” was
in those days the most thrilling new
slogan in intellectual circles.) This thesis
of Ludwig von Mises was, as everyone
can see today, of fundamental impor-
tance. Hayek was convinced —perhaps
even converted; for he told me that
he, like myself, was once in the days of
his youth inclined towards socialism,
and if my memory does not deceive
me, he has said so somewhere in his
published works. It is well to remem-
ber that Hayek was among the first to
take over this immensely important
thesis of Mises, that he greatly devel-
oped it, and that he added to it a most
important second thesis— an answer to
the problem: what will happen if a
powerful government attempts to insti-
tute a socialist economy, that is, “so-
cialist planning”? The answer was: this
can be done only by force, by terror,
by political enslavement. This second
almost equally important thesis is, so
far as I know, due to Hayek; and just as
the earlier thesis of Ludwig von Mises
was at once accepted by Hayek, so
Hayek’s thesis was almost at once ac-
cepted by Mises.

I must say again that I am neither an
economist nor an historian of economic
doctrines: the historical remarks just
made may perhaps turn out not to be
correct when all the historical docu-
ments, especially letters, have been ex-
amined. However, it may be of interest
that things appeared this way to some-
one who, though not an economist,
was not altogether an outsider.

Ludwig von Mises was, after Hayek,
of course the most important founder-
member of the Mont Pélerin Society. I

was always very conscious of Mises’
absolutely fundamental contribution,
and I admired him greatly. I wish to
emphasize this point since both he and
I were aware of a strong opposition
between our views in the field of the
theory of knowledge and methodol-
ogy. I think that Mises saw in me a
dangerous opponent—perhaps one who
had robbed him of the complete agree-
ment of his greatest pupil, Hayek.
Mises' methodology was, to put it
briefly, subjectivist, and led him to
claim absolutely certain truth for the
principles of economic science. My
methodology was objectivist, and led
to the view that science is fallible and
grows by the method of self-criticism
and self-correction; or, to put it more
elaborately, by the method of conjec-

e ————————

ture and attempted refutation. I re-
spected Mises, who was much older,
far too much to begin a confrontation
with him. He often talked to me, but he
never went beyond allusions of dis-
sent: he never really opened a discus-
sion by direct criticism. Like myself, he
appreciated that there was some com-
mon ground, and he knew that I had
accepted his most fundamental theo-
rems and that I greatly admired him
for these. But he made it clear, by hints,
that I was a dangerous person—al-
though I never criticized his views even
to Hayek; and I would even now not
wish to do so. However, | have by now
mentioned to several people the fact of
my disagreement, without entering into
critical arguments. So much about
those distant days.

An Empire Ruled by Lies

I now wish to go one step beyond
those days and to formulate the thesis
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of this paper. It is this.

The demise of the Soviet Union can
be perhaps explained, in the last in-
stance, by economic collapse due to
the absence of a free market; that is to
say, by what I have called the first the-
orem due to Mises. But I think that the
second theorem, the enslavement theo-
rem due to Hayek, is even more impor-
tant for understanding what has hap-
pened —and is still happening—in the
former Soviet Empire. For this theorem
has a most important corollary or ap-
pendix. It may be formulated as follows:

The road to serfdom leads to the
disappearance of free and rational dis-
cussion; or, if you prefer, of the free
market in ideas. But this has the most
devastating effect on everybody, the
so-called leaders included. It leads to a
society in which empty verbiage rules
the day; verbiage consisting very largely
of lies issued by the leaders mainly for
no purpose other than self-confirmation
and self-glorification. But this marks
the end of their ability to think. They
themselves become the slaves of their
lies, like everybody else. It is also the
end of their ability to rule. They disap-
pear, even as despots.

Of course, these are also, partly, mat-
ters of individual personal talents. But
I suggest that they are mainly depen-
dent upon the temporal length of the en-
slavement. The acceptance of lies as
the universal intellectual currency drives
out truth—just as bad money drives
out good money.

Gorbachev was the first general sec-
retary of the Communist Party of the
Soviet Union to pay several personal
visits to the West. I think it improbable
that he understood much on his first or
second visit. But he liked his reception
and came again and again. And then
he noticed something. I do not mean
that the West was rich and that the U.S.
worker was vastly better off than the
Soviet worker. I mean that he noticed
that the Soviet Empire was “not a nor-
mal country”, as indeed he put it himself
when he said that he hoped to make
Soviet Russia “a normal country”. He
somehow noticed, probably subcon-
sciously, that his own empire was suf-
fering from a kind of suppressed mental
disease; as indeed it was, together with
all its leaders. It was the rule of lies.

The loss of freedom through the con-
stant fear of terror is, indeed, a terrible

thing that deprives those who live un-
der such circumstances of a part of their
humanity: of their intellectual respon-
sibility and also of part of their moral
responsibility. First, they cannot pro-
test where they should; then, they can-
not help where they ought to help—not
even their friends. Under Stalin, this
affected everybody, even those highest
in the hierarchy. All realistic and genu-
ine thinking, all non-lying thinking, at
least within the hierarchy, concentrated
on personal survival. A picture of this—
not a very open one—was painted in
Khrushchev’s mammoth speech (re-
leased by the U.S. Department of State
on June 4, 1956) ending with: “Long
live the victorious banner of our party—
Leninism. (Tumultuous prolonged ap-
plause ending in ovation. All rise.)"6
But as we all know, Khrushchev was
soon—not too soon—overthrown by
the party bureaucracy; and his depar-
ture helped to accelerate the intellec-
tual decline of the Communist Party

‘hierarchy, within the Empire as well as

outside it. In spite of the compulsory
teaching of a highly complex Marxist-
Leninist ideology, including a philoso-
phy called “Dialectical Materialism”, all
that remained of this theory was the
following historical dogma (I am quot-
ing from Khrushchev Remembers): “The
liquidation of the capitalist system is
the crucial question in the development
of society."?

Destroying Capitalism —and the World

Economists often describe our West-
ern societies as “capitalist societies”,
meaning by “capitalist” a society in
which people can freely buy and sell
houses, land, and shares; and, if they
like, can risk their savings on the stock
exchange. But they forget that the term
“capitalism” has become a popular term
through Marx and Marxism, and that
in the Marxist terminology it means
something else. In Marxian language
and theory, capitalism is a social sys-
tem that enslaves all human beings by
holding them in its claws—not only
the workers but also the capitalists:
they all are forced by its mechanisms
to do, not what they want, but what
they must do, what they are compelled
to do. Capitalism is interpreted as an
economic mechanism that has the most
terrible and inescapable consequences:
increasing misery for the workers and

proletarianization for the majority of
the capitalists. In the struggle of com-
petition, “one capitalist kills many oth-
ers”, writes Marx. Capital becomes
concentrated in very few hands—a few
very wealthy people are faced by a vast
mass of miserable starving proletari-
ans. That is how Marx visualizes
capitalism,

Quite obviously, this “capitalism”
never existed. It was a delusion—no
more, no less. Yet indeed, such delu-
sions have influenced humankind

throughout its history.

The great task of the Marxist party,
of Marxist policy, was to kill, or to
liquidate, this delusionary social sys-
tem. Khrushchev got a chance to do it.
The chance was Andrei Sakharov’s Big
Bomb.

Sakharov was then 39 years old, and
he had spent many years, and had had
several half-failures, on the construc-
tion of a nuclear bomb which would
be far more powerful than any Ameri-
can bomb. In the autumn of 1961 he
succeeded: a test of his big bomb was
positive. The bomb was, as he writes,
“several thousand times more powerful
than the bomb dropped on Hiroshima.”®
Only consider what this means: Hiro-
shima was before the bombing a city
of more than 340,000 irhabitants. Does
“several thousand times more powerful”
mean that a densely built up district of
340 million or more could be devastated
by one bomb? Far more than there are
inhabitants in the United States? Prob-
ably not: there are nowhere in the world
such districts. At any rate, any existing
densely built up district in the world
can be completely devastated by one
such bomb.

It appears that, when Khrushchev
heard about the successful testing of
Sakharov’s Big Bomb, he was in Bul-
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garia. He writes in Khrushchev Remem-
bers (1971): "It was during my visit to
Bulgaria that I had the idea of install-
ing missiles with nuclear warheads in
Cuba without letting the United States
find out that they were there until it
was too late to do anything about
them.? It was a mad idea. At the time
when he had to transport them back,
38 missiles had been delivered, each
equivalent to “several thousand” Hiro-
shima bombs. Assume that “several”
means merely three: this would mean
114,000 Hiroshima bombs. Fortunately,
they were not yet ready. Khrushchev
says, of course: “When we put our bal-
listic missiles into Cuba, we had no
desire to start a war.” I believe him: his
desire was not a war but the unex-
pected delivery of 150,000 Hiroshima
bombs in one blow; for about 12 more
missiles and warheads were on the way.
He writes: “I don't think that America
had ever faced such a real threat of
destruction as at that moment.”®

I agree. Indeed, it was the most dan-
gerous threat to mankind in human his-
tory so far. Khrushchev could have de-
stroyed America with one blow. But in
spite of the deadly wounds received, the
U.S. rockets would have flown too; Rus-
sia would have been destroyed also, and
the consequences, especially of the radia-
tion, would have destroyed mankind.

But Khrushchev lost; and the United
States quite rightly armed. The race
was lost by the Soviet Union, and
Sheverdnadze showed the white flag.
In this situation, Hungary permitted
the exodus of the young East Germans.
Obviously, the situation made it im-
possible for Gorbachev to interfere. So
came the East German collapse, and
everything else followed.

All this, because it was the task of
Marxism to liquidate a nonexistent cap-
italist hell. One can well say that Marx-
ism dropped into an intellectual black
hole —into an absolute zero of fiction.

We should take it as a warning of
what an ideology can achieve. Obvi-
ously, the danger is not yet over. It will
need intellectual responsibility to see
us through.

The Rule of Law

As far as the republics of the former
Soviet Union are concerned, no amount
of economic planning by the state (in-
sofar as the state exists) can help. The

(Cont. on p. 12)
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“New World Order” Conference
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Scholars Debate Post—Cold War Foreign Policy:
~ Global Democracy Crusade or Strategic Independence?

hould the U.S. government with-
Sdraw from its worldwide military
commitments and pursue a course of
“global stability” or “strategic indepen-
dence”? Or should it persist in its activ-
ism on behalf of “American values”
despite the passing of the Cold War?

That essentially was the choice at
issue at the Cato Institute’s March 30
conference, “The New World Order and
Its Alternatives: America’s Role in the
1990s.” Organized by Cato’s director of
foreign policy studies, Ted Galen Car-
penter, the conference assembled 12
prominent foreign policy analysts who
advocated positions that ranged from
noninterventionism, to restrained uni-
lateral government involvement, to “co-
operative security” through the United
Nations, to a full-scale crusade to pro-
mote democracy internationally.

On the first panel, “The Purposes of
U.S. Foreign Policy in the Post—Cold
War World,” Ben Wattenberg, a senior
fellow of the American Enterprise In-
stitute, argued that it was proper for
U.S. policy to aim at making the world
hospitable to American values and
attacked those who would have the
government follow a nonintervention-
ist policy. Kim R. Holmes, director
of foreign policy and defense studies
at the Heritage Foundation, proposed
a more restricted foreign activism to
protect American interests. He said

he would confine U.S. intervention
to Europe, East Asia, and the Persian
Gulf area.

In response to Wattenberg, Carpen-
ter said government activism was not
required to promote American values.
He criticized a recent Pentagon plan-
ning paper that he said assumes that
U.S. security is potentially threatened
everywhere and proposes that the
United States take on a “global polic-
ing role.” He called for a policy of “stra-
tegic independence” under which the

Joseph S. Nye, Jr., of Harvard University argues
that economic power will be more important
than military power in the future. Richard
Rosecrance of UCLA and Cato Institute senior
fellow Christopher Layne listen.

United States would act militarily only
when its vital security interests were
faced with a substantial, direct, and
immediate threat. He especially ob-
jected to permanent alliances and “new
world order crusades.” Leonard P.
Liggio, distinguished senior scholar at
the Institute for Humane Studies, warned
that the nation’s economic crisis, fu-
eled in part by expensive foreign activ-
ism and the consequent burdens on
commerce, is fomenting a political cri-
sis that could culminate in a public
demand for fundamental constitutional
change. He said that before that hap-
pens he hopes there will be a renewed
commitment to the Founding Fathers’
republican values, which included free
trade and a noninterventionist secu-
rity strategy.

During the second panel, on Presi-
dent Bush'’s “New World Order,” Chris-
topher Layne, Cato senior fellow in
foreign policy studies, and Earl C.
Ravenal of Georgetown University ar-
gued that the United States will not
remain the sole superpower. Ravenal
said that “the age of superpowers” will
be replaced by an age of multiple re-
gional powers and conflicts that don't
threaten the United States. Their re-
marks clashed with those of Joseph S.
Nye, Jr., of Harvard University and
Richard Rosecrance of UCLA, who favor
government activism abroad, though
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help they need is not to come from the
economists, not even from Hayek the
economist. It can only come from
Hayek the political philosopher.

No state can have the duty to build
up a working economic system. But
every state has the duty to build up a
rule of law. This we can learn from
Hayek. There was no rule of law in the
Soviet Union, and there still is no rule
of law: neither are there laws that are
acceptable and workable, nor accept-
able judges; there are only traces of
party rule and of judges beholden to
the party. As long as that is the case,

there is no difference between legality
and criminality. Now the rule of law
must be built up from scratch. For with-
out the rule of law, freedom is impossi-
ble; and without the rule of law, a free
market is equally impossible.

It is this side of Hayek’s work that is
most urgently needed in the former So-
viet Union. ]
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Sen. Charles Grassley (R-lowa) discusses Amer-
ica’s role in the post—Cold War world at Cato’s
March 30 conference, “The New World Order
and Its Alternatives.”

they believe that in the post—Cold War
era economic influence will be more
important than military power.

In the final panel, “Alternative Secu-
rity Strategies,” two scholars advocated
two different types of an activist for-
eign policy. Jenonne Walker of the Car-
negie Endowment for International
Peace called for a system of collective
security under which the United States
would share power and nations would
give up some sovereignty. Owen Har-
ries, editor of National Interest, said
that although the end of the Cold War
means that the United States can sub-
stantially reduce its foreign military
involvement, it still has a world role—
containing the military power of Ger-
many and Japan, for example.

Doug Bandow, Cato senior fellow,
criticized collective security through
either the United Nations or regional
alliances. He said that the United Na-
tions cannot be trusted with military
force and that the interests of the United
States would not always coincide with
those of its putative allies. Eric Nord-
linger of Brown University said that
“isolationism” would bring maximum
benefits both because the United States
is largely immune from foreign threats
and because that policy would avoid
dangerous provocations.

Sen. Charles E. Grassley (R-lowa),
in his luncheon address, said that while
the United States should maintain its
leadership in the world, it could not be
a global policeman. [ ]
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Book Challenges International Claim

Does Gun Control Work in Japan and
England? Would It Work in U.S.?

A new Cato book tests the seductive
argument that since countries with
strict gun control have less gun crime,
the United States would have less crime
if it had stronger gun control. The Sam-
urai, the Mountie, and the Cowboy:
Should America Adopt the Gun Con-
trols of Other Democracies? by Denver
attorney David B. Kopel offers a thor-
ough investigation of both the gun laws
and the cultures of Japan, Canada,
Great Britain, and other democracies.
He concludes that the lower crime rates

David B. Kopel

of those countries reflect their less vio-
lent cultures far more than their strict
gun laws.

Kopel finds that gun control in other
countries is often unrelated to crime.
The British Commonwealth enacted
gun laws in the 1919-20 panic over the
“foreign-born anarchists” who were
trying to lead a labor revolution. Most
of the nations that have strict gun con-
trol also have much more powerful —
albeit often benign—governments and
much less respect for civil liberties than
we do in the United States. In any case,
Kopel finds that the key explanation of
a nation’s crime rate is the self-control
of its citizens.

Kopel offers the most comprehen-
sive analysis ever published in the
United States of the gun control laws
of several foreign countries. He also
explains America’s unique gun culture
in the context of the American tradi-
tions of civil liberties and individualism.

The Samurai, the Mountie, and the
Cowboy, published by the Cato Insti-
tute and Prometheus Books, is avail-
able from Cato for $28.95. [

Book Calls for Health Care Reform

Decades of government intervention
in the medical marketplace have
brought us to the current crisis in med-
ical care, and deregulation will lead us
out. So concludes Terree P. Wasley in
the forthcoming Cato Institute book

Terree P. Wasley

What Has Government Done to Our
Health Care? In this concise and reada-
ble book, Wasley shows how the prob-
lems in our current system stem directly
from a long history of government med-
dling. From the licensing of doctors, to
state accreditation of medical schools,
to restrictions on the building of hospi-
tals, government has systematically lim-
ited the supply of medical care and
stifled innovation.

Moreover, through the tax laws, reg-
ulation of the insurance industry, and
Medicare and Medicaid, the federal and
state governments have overstimulated
demand for medical services by dis-
torting the prices of those services.
When government constricts supply
and stimulates demand, Wasley writes,
the result is what we have in the medi-
cal care industry today: skyrocketing
prices, which take their greatest toll on
the poor and the uninsured.

(Cont. on p. 14)
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. What Has Government Done to Qur
Health Care? balances that history with
a tour of other nations’ health care
systems. The book’s lesson is that, con-
trary to the claims of those who call
for further nationalization of the sys-
tem, government control does not pro-
duce accessible, high-quality health care
at reasonable costs. In particular, Wasley
shows that Canada’s vaunted national
health insurance system, which has
been recommended for the United
States, is not what it’s cracked up to be.
Care is rationed by bureaucrats, and
there are long delays for even routine
services. But costs have not been con-
trolled any better there than here.

Wasley’s prescription is to reverse
government encroachment on the med-
ical marketplace by giving consumers
the freedom to control their own health
care spending. Her proposal includes
letting individuals spend pre-tax money
on health insurance and pay noncata-
strophic health care bills from tax-free
savings accounts. Under that system,
prudent buyers of health care would
impose cost-consciousness on the sys-
tem and reverse the price spiral. That
in turn would make medical care and
insurance more accessible to those who
earn the lowest incomes.

What Has Government Done to Our
Health Care? is available from the Cato
Institute for $10.95 in paperback, $19.95
in cloth. u

Jonathan Emord has joined the Cato In-
stitute as vice president for development.
He is an attorney who has specialized in
First Amendment and telecommunications
law and is the author of Freedom, Tech-
nology, and the First Amendment, pub-
lished by the Pacific Research Institute.

Calo Policy Report

EPA Doesn't Recognize Air Quality
Improvement, Cato Study Charges;
Foreign Military Aid Should End

he EPA dramatically overstates the

urban smog problem. No monopoly
was ever created by “predatory pric-
ing.” Military aid programs are a boon
to arms makers in an age of defense-
budget cuts. And the political science
profession has a vested interest in op-
posing congressional term limits. Those
are the conclusions of Cato studies pub-
lished over the last two months.

Clearing the Fog about Smog

There has been a dramatic improve-
ment in ozone air quality in 61 U.S.
cities that the Environmental Protec-
tion Agency still classifies as problem
areas, according to a preliminary anal-
ysis of 1991 ozone data done by K. H.
Jones, a former senior scientist with
the Council on Environmental Quality.
“The Truth about Ozone and Urban
Smog"” (Policy Analysis no. 168} says
that if 1991 ozone data were incorpo-
rated into the three-year data base used
by the EPA to determine nonattainment
status, the number of cities where smog
exceeds federal limits would fall from
89 to 28. Recalculation of the data base
could relieve the economy of a $26
billion annual regulatory burden im-
posed by the 1990 amendments to the
Clean Air Act.

Jones concludes that, outside Cali-
fornia, 57 percent of the marginal
nonattainment areas, 76 percent of the
moderate nonattainment areas, and 83
percent of the serious nonattainment
areas are actually in compliance with
federal standards. He argues that tem-
perature-adjusted data for non-Cali-
fornia urban areas show a 74 percent
reduction in ozone nonattainment since
1985 and that America has experienced
a 60 percent reduction in median ozone
exceedances since 1988.

Predatory Pricing and the
Market Process

Inefficient firms accuse their rivals
of predatory pricing to press the gov-
ernment to attain for them what they
cannot attain for themselves in the mar-

ketplace, charges Thomas J. DiLorenzo,
professor of economics at the Univer-
sity of Tennessee at Chattanooga. In
“The Myth of Predatory Pricing” (Pol-
icy Analysis no. 169}, DiLorenzo ex-
plains that the myth of predatory
pricing, which fails to recognize that
price cutting is a normal activity in
competitive markets, persists because
predatory pricing litigation is very prof-
itable and members of Congress fre-
quently attempt to protect businesses in
their districts from foreign competition.

Any proposal to interfere with vol-
untary market pricing is a denial of the
legitimacy of private property rights
and individual freedom of choice,
DiLorenzo argues. He points out that
there has never been a clear-cut case
in which an alleged predatory pricing
strategy led to monopoly. Government-
sanctioned protectionism, exclusive
franchising, and other barriers to com-
petition —not the free market— are the
true sources of monopoly, he concludes.

Military Aid Should Be Ended

Military aid programs are both ex-
pensive and morally offensive, writes
David Isenberg of the Center for De-
fense Information in “The Sins of Se-
curity Assistance Programs” (Foreign
Policy Briefing no. 18). Isenberg points
out that the United States is the world’s
largest supplier of arms and that the
Bush administration has requested $7.38
billion for taxpayer-subsidized military
aid programs in FY 1993.

He charges that Washington wants
to increase commercial sales of mili-
tary equipment as a way of keeping the
military-industrial complex happy when
the Pentagon budget is cut. He also
points out that U.S. arms are routinely
used by repressive regimes to menace
their neighbors or brutalize their own
populations, making the United States
an accessory to those crimes. If one of
those governments is overthrown, Isen-
berg writes, the United States may be
blamed for the misdeeds of the ousted
regime, as it was in Iran, Nicaragua, and
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the Philippines. Another possible con-
sequence of U.S. policy is that American
soldiers could end up fighting a country
that the United States has armed.

Political Scientists Hate Term Limits

Mark P. Petracca, professor of politi-
cal science at the University of Califor-
nia at Irvine, writes that political
scientists are openly hostile to term lim-
itation because they are cynical about
the attentiveness, general knowledge,
and judgmental capacity of the aver-
age voter, among other reasons. In
“Why Political Scientists Oppose Term

Limits” (Cato Briefing Paper no. 14),
Petracca points out that political scien-
tists were instrumental in promoting
the professionalization of legislatures.
He also argues that many political
scientists prefer stability and efficiency
to broad political participation and that
they believe term limitation would
quickly exhaust the pool of political
leaders. Petracca writes that the views
of political scientists may also be influ-
enced by political partisanship and that
they may even perceive attacks on pro-
fessional politicians as a threat to their
own professionalism. [ ]

U.S. Should Stay Out of Mideast,
Leon Hadar Argues in Quagmire

ith the disappearance of the Soviet

Union, is there any remaining rea-
son for the United States to be a major
Participant in Middle Eastern politics?
Leon Hadar says no in his new Cato
Institute book, Quagmire: America in
the Middle East. Hadar, a former UN
bureau chief for the Jerusalem Post who
teaches political science at American
University in Washington, writes that
it is time to rethink America’s decades-
old Middle Eastern policy, which was
fashioned in the crucible of the Cold
War.

Quagmire begins by noting that dra-
matic changes in the old Soviet bloc in
1989 and 1990 had begun to force a
reconsideration of America’s interna-
tional role—until Saddam Hussein of

Iraqg invaded Kuwait. One effect of the
crisis and ensuing war was to tempo-
rarily save the foreign policy estab-
lishment from a painful readjustment.
Those, including President Bush, who
advocated a continued global role for
the United States could point to Iraq to
illustrate the threat of “instability” that
required an American response. Al-
though other regions, Central Europe,
for example, evidenced instability, the
Middle East, with its riches of oil, fur-
nished an apparently unanswerable case
for American globalism.

Hadar argues that current develop-
ments in the Middle East in fact do not
demonstrate a need for American in-
volvement there. He points out that
American leaders have neither the
power nor the knowledge to manage
the lives of people in the region and
that U.S. meddling inevitably makes
the various parties more irresponsible
and less willing to take advantage of
opportunities for settling disputes.

Quagmire calls on the United States
to redefine its role with respect to Is-
rael, the Palestinians, the Arabs, and
Iran. It identifies the special interests—
conservative and liberal, Arabist and
pro-Israeli—that urge an energized
American presence in the Middle East
for their own purposes and argues per-
suasively that such a role is not in the
general interest of the American people.

Quagmire is available from the Cato
Institute for $14.95 in paperback, $24.95
in cloth. |
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Victory in Colombia!

As President Bush met last week in
Texas with leaders from Bolivia, Co-
lombia, Peru, Mexico and Venezuela
to discuss anti-drug strategies, Chilean
officials complained [that] the United
States’ multimillion-dollar crackdown
in neighboring countries is forcing
traffickers into Chile.

— Orlando Sentinel, Mar. 1, 1992

Desperate last-ditch argument
against market processes no. 1271

In a 1981 paper called “The Eco-
nomics of Superstars,” [economist
Sherwin] Rosen noted that big mar-
kets produced big rewards that were
highly skewed toward the top people
in the industry. . . .

Robert Frank of Cornell University
and Philip J. Cook of Duke University
suggest that winner-take-all markets
have grown substantially in recent years
[to include] investment banking, law
and corporate management. . . .

Now the really interesting thing
about winner-take-all markets, ac-
cording to Frank and Cook, is that
their existence may undermine the
overall allocative efficiency of the
market [because] smart people may
flock to the winner-take-all markets
at the expense of other fields of en-
deavor. [Thus] the economists offer a
model where progressive tax rates ac-
tually increase overall economic out-
put sharply, by causing workers to
move from the winner-take-all sector

of the economy (where they don't get

to keep as much of what they make)
to the production sector.

—David Warsh in the

Washington Post, Mar. 25, 1992

Didn't you always suspect this?

The District [of Columbia] govern-
ment . . . has spent $7.9 million of its
$92.4 million share of federal high-
way money this year, one of the low-
est spending rates in the nation.

The slow pace has been brought to
the attention of Transportation Secre-
tary Andrew Card, who ... called
Mayor Sharon Pratt Kelly to tell her
of the problem. He has asked federal
highway officials to help the District
spend its money faster.

— Washington Post, Mar. 12, 1992

Getting off on the wrong foot

For the first time, Poland is trying
to impose a Western-style personal
income tax . .. and it is turning to the
Internal Revenue Service in Washing-
ton for help. . . .

Two veteran American tax experts
took time out earlier this month to
provide a round of basic training to
25 of their newly appointed counter-
parts in Poland. . ..

At the training course, Polish tax
inspectors marveled at the possibilities
for obtaining data in an information-
rich environment like America. In
Poland, they said, permission to rum-
mage through a taxpayer’s personal

N
DD

bank accounts is rarely granted by
the Finance Ministry. . . .

Zygmunt Sachnowski, national di-
rector of the fiscal police, contends
that the recently passed law setting
up the personal income tax leans too
far in the direction of protecting citi-
zens' rights. . ..

[IRS agent George E] Blair also
noted that in the United States, the
authorities had the power to pursue
an individual for failing to pay taxes
on illegal income. Such powers have
not yet been granted to Polish reve-
nue officers.

— New York Times, Mar. 26, 1992

Surprise, surprise, surprise!

A significant portion of a $3-billion-
a-year Federal program intended to
help needy communities is spent in
ways that provide them few benefits
and sometimes enrich private inter-
ests, Congressional investigators say.

— New York Times, Mar. 18, 1992

A new study shows that white Medi-
care patients are 3% times more likely
to have heart bypass surgery than
the black patients covered by [Medi-
carel....

“Our results suggest that a national
health insurance program by itself
may not solve all the problems of
access to care,’ says Arthur J. Hartz, a
clinical epidemiologist at Medical Col-
lege of Wisconsin.

— Wall Street Journal, Mar. 18, 1992
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