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Regulating Electronic Money 
by Alan Greenspan 

Y
o u have hea rd many po ints of view 
today on electronic money and 
banking. New products a re being 
des igned to challenge the use of 

currency and checks in millions of routine 
consumer transactions. Other new systems 
may allow payments or banking instructions 
to be sent over networks such as the Intemet, 
which is unprecedented in providing versatile, 
low-cost communication capabilities. Again, 
as in the 1970s, articles are being written 
and conferences are being held to pronounce 
the end of paper. They may aga in p rove 
premature. 

The payment systems of the United States 
present a paradox. Our systems and bank
ing arrangements for handling high-value 
dollar payments are all electronic and have 
been for many years. Banking records, includ
ing those for loans and deposits, have been 
computerized since the 1960s. Securities mar
kets also now rely on highly automated records 
and systems, born out of necessity fo llow
ing the paperwork crisis of the 1970s. 

Yet in transactions initiated by conswners, 
paper-currency and checks- remains the 
payment system of choice. Debit and ATM 
cards, along with Automated Clearing House 
payments, account for a very small percent
age of tra nsactions. Even the use of popular 
credit ca rds has only recently begun to chal
lenge paper's dominance. 

Bra nd names used for many new elec
tronic payment products are designed to sug
gest analogies to paper currency and coins. 
It is not surprising, therefore, that they some-
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times evoke comparisons with an earlier peri
od in U.S. history when private currencies 
circulated widely. We should, of course, rec
ognize the limita tions of tha t particu la r 
experience for drawing policy conclusions 
relevant to the present. Many of the new elec
tronic payment products are more similar to 

conventional products, such as debit cards, 
than to currency. And certainly, the U.S. finan
cial system has evolved considera bly since 
the era of private currency. T hus the base
li ne from which innova tion and experimen
tation are occurring is undoubtedly di ffer
ent today. Nonetheless, eva luati"ons of that 
period can clearly add to our perspective. 

Insights from the Free Banking Era 

T hroughout much of the 19th century, pri
va tely issued ba nk notes were an impor
tant form of money in our economy. In the 
pre- Civil War period, in particular, the fed
era l government did not supply a significant 
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In This Issue 

John Malone on 2lst~ry telecommunications, p. 11. 

Niskanen on Clinton 2 
Cato Handbook for Congress 3 
Upcoming events 6 
Social Security: the 
$10 trillion opportunity 7 
Can government change? 8 
Malone on telecommunications 11 
Cato scholars publish 
in books and journals 13 
Why housing costs so much 15 



Chairman's Message 

A Man of Little Visions 

P
resident Clinton has proven to be a 
man of little visions--dozens of them. 
He is too prone to substitute 
compromise for creativity, fiddling 

for fixing, polling for principle, and symbol 
for substance. Let me count the ways: 

+ A year ago tax reform was the major issue 
of the Republican presidential primaries, 
but congressional Republicans let it slip 
away by proposing an incoherent pack
age of minor tax cuts. Instead of making 
his own tax reform proposal, unfortu
nately, Clinton responded to the con

gressional Republicans with more restricted proposals for a 
child credit and a capital gains cut. 

+ Medicare Part A is already running a cash deficit. Instead of 
fixing Medicare, how-

"Dear Mr. Clinton: 

deduction would probably be a windfall to those who would 
go to college anyway and an increase in college tuition, 
with little effect on the number of qualified students who 
attend college. The most absurd example of the triumph of 
symbolism is Clinton's apparent belief that public schools can 
emulate the advantages of private schools by requiring stu
dents to wear school uniforms. 

+ NAFTA is a mutually beneficial trade agreement with our 
immediate neighbors and major trading partners, and the 
weak side agreements on labor and the environment seemed 
like an acceptab le price to win congressional approval. 
Clinton is wrong, however, to believe that more of the same 
would be desirable. Broadening NAFTA to other countries 
in the Western Hemisphere is more likely to be trade divert
ing than trade creating. And stronger side agreements, in effect, 
would create a government cartel on economic policies. 

+ NATO was the essential alliance that made it possible to pre
vail in the Cold War. 
That should have led ever, Clinton chose to 

fiddle with it-shift
ing home care from 
Part A to Part B, an 
accounting maneuver 
that makes the Part A 
trust fund look solvent 
but has no effect on 
the budget. Instead of 
changing the benefit 
structure, he propos
es to save money by 

You are no longer a candidate. Tell 
the political consultants and pollsters to 
go home. Select the four or five most 
important objectives for your second 
term. Seize the day!~ 

our goverrunent to orga
nize a grand victory 
parade and bring the 
troops home. In the 
absence of any appar
ent adversary, howev
er, Clinton proposes to 
broaden NATO, a mea
sure that is likely to pro
voke the Russian fears 
of insecurity that first 
led to the Cold War. continuing to squeeze 

the providers of medical care. The most recent fiddle is to pay 
New York hospitals $400 million not to train so many new 
physicians. 

+ More fiddling. The Family and Medical Leave Act is per
ceived to be popular, even if trivial, so Clinton proposes to 
expand the right to take unpaid leave to go to a PTA meet
ing or take one's dog to the vet. In the rush to adjourn last 
summer, Congress mandated that all health insurance poli
cies provide for at least 48 hours in a hospital after bearing 
a child, and both Clinton and the congressional Republicans 
are now considering more such mandates . No one has yet 
explained how restricting terms of employment and insur
ance contracts makes anyone better off. 

+ Clinton recognizes that 12 years of mediocre public school
ing is not enough to provide marketable job skills. Instead of 
supporting the necessary measures to improve primary and 
secondary schools, however, he proposed broadening the enti
tlement to 14 or 16 yea rs of mediocre schooling. This is only 
one example of the broader pathology of indefinitely defer
ring responsibility. The fact that 29 percent of college fresh
men must take one or more remedial courses suggests that 
many yo ung people are not yet ready for college. Moreover, 
the primary effects of Clinton's proposed tax credit and tax 
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On net, Clinton's second term strategy may be politically adept. 
Members of Congress will be less resistant to partial accommoda
tions to their own parochial proposals and to incremental expan
sions of the welfare state in the name of helping children. And Clin
ton's little visions are less threatening than the grander visions of the 
vice president and the first lady and may be preferable to his last 
Republican opponent's apparent lack of vision. 

The primary problem with Clinton's strategy is the missed oppor
tunity for the important reforms that would establish his historical 
reputation as a problem solver rather than a continuous candi
date. Tax reform, fixing Medicare for the long term, a broad start 
on school choice, locking in a multilateral commitment to free trade, 
developing a foreign and defense policy that reflects the end of the 
Cold War are all important and politically feasible objectives for 
Clinton's second term. 



Cato Books 

'Two essential documents: the Constitution and the Handbook)) 

Cato Releases Handbook for Congress 

T
he Cato Institute rel eased its Cato 
Handbook for Congress at a February 
12th Capitol Hill press conference 
attended by members of Congress and 

their staffs. Rep. J. D. Hayworth (R-Ariz. ) 
stated, "There are two documents essential 
to sanity and survival on Capitol Hill. The 
first and foremost, of course, is the 
Constitution of the United States. The second 
is the Cato Handbook for Congress. " 

The book is a revised and expanded ver
sion of the Handbook published two years 
ago for the 104th Congress, which the Wash
ington Post described as " a soup-to-nuts 
agenda to reduce spending, kill programs, 
terminate whole agencies and dramatically 
restrict the power of the federal government. " 

The new edition is divided into nine sec
tions, dealing with every area of public pol
icy, from fiscal policy to labor relations law 
to foreign policy. The Handbook also con
tains a section titled "The Growing Threats 
to Civil Liberties, " in which the dangers of 
expansive federal police power, Internet reg
ulation, and restrictions on political speech 
are discussed. 

In his 35-page chapter, "Downsize the 
Domestic Budget and Cut Taxes," Stephen 
Moore, director of fiscal policy studies at the 
Cato Institute, lays out a radical yet achiev
able plan for the 105th Congress. He argues 
that, among other things, Congress should 
enact a balanced-budget amendment to the 
Constitution, establish a federal spending 
freeze through 2002, decrease income and 
payroll taxes, terminate more than 100 major 
federal programs and agencies, and priva-
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tize at least $100 billion worth of federal 
assets . Moore also maintains that the con
stitutionality of federal spending programs 
should be vigorously challenged. "For too 
long," he writes, "Congress has simply assert
ed an unlimited power of the purse. That 
attitude has Lmdermined the role of the Con
stitution. It has also 
helped inflame our 
current fiscal crisis. " 
That point is one that 
Roger Pilon, direc
tor of the Cato Insti
tute 's Center for 
Constitutional 
Studies, expands 
on in his chapter, 
"Congress, the 
Courts, and the 
Constitution. " 

Pilon argues 
that if we take 
the Constitu
tion seriously, 
the amount 
of spending 
that should be 
approved is not really a question 
about what we may or may not want to do. 
Instead, it is a question of what is authorized 
by the Constitution. "The Constitution tells 
us as a matter of first principle how much to 
reduce government by telling us, first, what 
powers the federal government in fact 
has and, second, how governments at all 
levels must exercise their powers-by respect
ing the rights of people. That means that 
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if a federal power or federal program is 
not authori zed by the Constitution, it is 
illegitimate." 

David Boaz, Cato's executive vice presi
dent, contends that Congress should abol
ish the Department of Education and return 
education to the state, local, or family lev-
el, as provided by the Constitution. "Edu-

cation, " he writes, " is a perfect 
example of one major theme 
of this Handbook: that even 
many vitally important things 
in American society are not the 
province of the federal govern-

Cato scholars also tackle 
regulatory, defense, energy, and 
trade issues in the Handbook. 
Among the proposals are that Con-
gress privatize banking regulation 
and reduce the authority of the Food 
and Drug Administration, the Fed
eral Trade Commission, and the Occu
pational Safety and Health Admin-
istration; oppose the enlargement of 
NATO, terminate U.S. security com
mitments in the Persian Gulf, and pass 
legislation that prohibits the partici-

pation of U.S. troops in UN military opera
tions; repeal the Endangered Species Act 
and SuperfLmd; and take wulateral free-trade 
actions, such as repealing the anti-dumping 
laws and domestic content requirements. 
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Is foreign aid {(the road to hell"? 

Epstein Speaks at Chicago Seminar 
+ December 3: At a Policy Forum titled 
"NATO Enlargement: Addressing the Real 
Issues" four scholars discussed the merits of 
increasing NATO membership. Anatol 
Lieven of the U.S. Institute for Peace argued 
that a larger NATO is not needed to block 
imperialist aggression by Russia, for Russia 
no longer wishes to dominate Central 
Europe. Stanley Kober, research fellow in 
foreign po licy studies at the Cato Institute, 
maintained that NATO expansion is simply 
a continuation of the containment policy of 
the Cold War. Ted Galen Carpenter, vice 
president for defense and foreign policy 
studies at the Cato Institute, argued that 
enlarging NATO wou ld unnecessaril y 
increase the military obligations of the United 
States. And Sami Fournier of the British
American Security Information Counci l 
contended tha t expanding membership 
would lead to greater militarism throughout 
Europe. 

+December 4: After the 1994 elections many 
people thought the federal government would 
be downsized, but no downsizing has taken 
place, and people are wondering if change is 
impossible. To discuss that issue, the Cato 
Institute hosted a Policy Forum titled "Can 
Government Change?" Jonathan Rauch, 
author of Demosclerosis, argued that the 
institutiona l framework of Washington 
makes any significant change improbable. In 
contrast, former congressman Tim Penny 
and Jeff Bell of Lehrman, Bell, Mueller & 
Cannon maintained that change is not only 
possible, it is li kely. Bell cited the tax 
limitation movements of the late 1970s and 
early 1980s as examples of radical change, 
and Penny argued that the politics of the 
deficit will force elected officials to change 
their ways whether they like it or not. 

+ December 16: The Cato Institute visited 
Chicago on December 16th for a City 
Seminar. Richard Epstein, an adjunct scholar 
of the Cato Institute and professor at the 
University of Chicago Law School, spoke 
about ideas he developed in his most recent 
book, Simple Rules for a Complex World. 
Lawrence Kud low, economist and panelist 
on CNBC's Strictly Business, gave the 
luncheon address, "The Politics of Growth: 
Getting Government Out of the Economy." 
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Amos Per1mutter of American University makes a point at a Roundtable Luncheon on U.S. policy toward Bosnia 
while Cato senior fellow Doug Bandow (left) and fonner State Department official George Kenney listen. 

Cato president Ed Crane; Stephen Moore, 
director of fiscal policy studies at Cato; and 
Roger Pilon, director of the Institute's Center 
for Constitutional Studies, also spoke at the 
event. 

+December 16: In the past two presidential 
elections there have been candidates who 
have attacked free trade directly and 
unabashedly. ln addition, there are a growing 
number of academics who trumpet the 
virtues of "managed trade." At a Book 
Forum, Douglas Irwin, author of Against 
the Tide: An Intellectual History of Free 
Trade, argued that despite those 
developments the intellectual case for free 
trade remains as strong as when Adam Smith 
wrote The Wealth of Nations more than 200 
years ago. Providing conm1entary was Bruce 
Bartlett of the Nationa l Center for Policy 
Analysis. 

+ December 18: At a Book Forum, Bruce 
Goldberg, professor of philosophy at the 
University of Maryland, discussed his recent 
Cato book Why Schools Fail. He argued 

that the current school system operates on 
the false assumptions that there is such a 
thing as educational science and that all 
children can be educated the same way. He 
maintained that vouchers wou ld produce 
schools that would recognize that children 
are all different and have different needs. 

+December 19: The Cato Institute hosted a 
Roundtable Luncheon to discuss how trade 
with China can be liberalized. icholas 
Lardy of the Brookings Institution argued 
that China's trading partners should work 
to include China in the World Trade 
Organization. He cautioned, however, that 
the phase-in period may need to be rather 
long in order to mitigate the costs China will 
face in restructuring its domestic industries. 
In agreement with Lardy were Baoliang 
Sheng of the Embassy of the People's 
Republic of China and Hugh Corbet of the 
Sigur Center for Asian Studies at the George 
Washington University. 

+January 6: Laurence Jarvik, cultura l studies 
fel low at the Capital Research Center, 



Laurence Jarvik 
argues that PBS 

is a profitable and 
politicized institution 

that should not get 
taxpayer dollars. 

Douglas Irwin of the 
University of Chicago 

discusses the long 
intellectual battle 

over free trade. 

Philosopher Bruce 
Goldberg discusses his 
book Why Schools Fail 
at a Cato Policy Forum. 

Michael Gough 
listens as Cambridge 
University biochemist 
Terence Kealey, author 
of The Economic Laws 
of Scientific Research, 
tells a Cato audience 
that government 
funding of research 
is unnecessary. 

.c 

discussed his new book PBS: Behind the 
Screen at a Cato Book Forum. He argued 
that the Publ ic Broadcas ting Service has 
become a highly politicized insti tution that 
uses taxpayer dollars reckless ly. Charles 
Lichenstein, distinguished fe llow at the 
Heritage Foundation and a former senior 
vice president of PBS, mainta ined that since 
the creation of C-SPAN and numerous other 
public affairs stations, there is no justification 
for PBS and that government funding for it 
should be terminated immediately. 

+January 9: Colin Douglas, parliamentary 
affairs manager of the South African Institute 
of Race Relations, discussed South Africa's 
transition to democracy at a Roundtable 
Luncheon. He reported that the economy is 
strong and there is a general sense of 
liberation but expressed some concerns about 
the government's respect for civil liberties . 

§ + January 10: The Cato Institute hosted a 
-1lc J' Roundtable Luncheon to discuss U.S. policy 
~ toward Bosnia. The event was attended by 
~ members of the press and severa l Capito l 
.§_ H ill staffers. The participants agreed that the 
~ administration's political objectives- which 
~ 
a. include the return of refugees- and the desire 

to avoid mission creep are at odds. 

+January 23: Michael Maren discussed his 
new book The Road to Hell: The Ravaging 
Effects of Foreign Aid and International 
Charity at a Cato Book Forum. He argued 
that the efforts of nongovernmental aid 
organizations have been nearly as destructive 
as those of the World Bank and the 
International Monetary Fund. By distributing 
food and money, Maren argued, aid 
organizations create dependency and stifle 
economic growth and self-sufficiency. "Aid," 
he maintained, "is about us Westerners. It 
makes us feel good without actually doing 
any good." 

+January 29: Terence Kealey, a biochemist 
from Cambridge Universiry, came to the Cato 
Institute for a Book Forum. He discussed his 
new book The Economic Laws of Scientific 
Research. Kea ley argued that government 
funding of scien tific research has displaced 
private-sector funding and thus has stunted 
innovation and invention. Charles E Larson, 
executive director of the Industrial Research 
Institute, and Roland W. Schmitt, president 
of the Counci l of Scientific Sociery Presidents, 
maintained that government funding of pure 
science is necessary, as the private sector has 
no financ ial incentive to undertake such 
research. • 
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"If we wish to foster financial innovation, we must be careful not to 
impose rules that inhibit it.~ 

ELECTRONIC MONEY Co11til111ed from page 1 

portion of the nation 's currency. The cha r
ter of the Bank of the United States had not 
been renewed, and there was no central bank
ing orga niza tion to help regulate the sup
ply of currency. Notes issued by state-char
tered banks were a major part of the mon
ey supply. That was a result, in large part, of 
the "free banking" movement during a peri
od when state chartering restrictions on banks 
were significantl y loosened . Free banking 
dominated the landscape in most of the states 
in the Union starting in the 1830s and last
ed until the National Banking Act was adopt
ed in 1863. 

The free banking period was a contro
versial one in U.S. history. T he traditional 
view has been that that period gave rise to 
"wildcat banking," in which banks were ere-

ated simply to issue worthl ess notes to an 
unsuspecting public who wou ld seek i11 vain 
among the " w il dca ts" for rede mption in 
specie. on par clearing of bank notes, along 
with suspension of specie payments by banks 
and outright defaults, did lead to risks and 
inefficiencies. 

Recently, some scholars have suggested 
that the problems of the free banking peri 
od were exaggera ted. Retrospective analy
ses have shown, for example, that losses to 
bank note holders and bank fa ilures were 
not out of line w ith those in other compa
rable periods in U.S. banking history. 

The newer research also suggests that, to 
a degree, the problems of free banking had 
little to do wid1 banking. In particulaJ; ald10ugh 
free banking laws varied considera bly by 
state, issuers of bank notes were often required 
to purchase state government bonds to back 

Cato Calendar 

Regulation in the Digital Age 
Cosponsored with the Bmokings Institution 

Washington • Capital Hilton • Apri/ 17-18, 1997 

the no tes they issued. In some cases, those 
securities were va lued at par ra ther than at 
market prices-a structme d1at evidently did 
fos ter wildca t banking. Moreover, no mat
ter what the regulatory va luation scheme, 
when the state government ran into finan
cial problems, as many often did , both the 
bonds and the bank notes sank in value. In 
some cases, that contr ibuted to bank fa il 
ures. 

In the pre- Civil War period, when the 
general ethos of la issez fa ire severely dis
couraged government intervention in the 
market economy, priva te regulations arose 
in the form of a variety of institutions, which 
accomplished much of what we endeavor to 
do today with our elaborate system of gov
ernment rulemaking and supervision. In par
ticular, scholars have noted that the period 
saw the development of private measures to 
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Wfo develop new fonns of payment, the private sector will need 
the flexibility to experiment, without broad interference by 

the government.~ 

help holders of bank notes protect themselves 
from risk. As the notes were not legal ten
der, there was no obligation to accept the 
currency of a suspect bank, or to accept it at 
par value; accordingly, notes often were 
accepted and cleared at less than par. As a 
result, publications-bank note reporters
were established to provide current infor
mation on market rates for notes of differ
ent banks based on their creditworthiness, 
reputation, and location, as well as to iden
tify counterfeit notes. Bank note brokers cre
ated a ready market for notes of different 
credit quality. In some areas, private clear
inghouses were established, which provided 
incentives for self-regulation. 

Banks competed for reputation and adver
tised high capital ratios to attract depositors. 
Capital-to-asset ratios in those days often 
exceeded one-third. One must keep in mind 

that then, as now, a significant part of safe
ty and soundness regulations came from mar
ket forces and institutions. Government reg
ulation is an add-on that tries to identify pre
sumed market failures and, accordingly, 
create official rules to fill in the gaps. 

To be sure, much of what developed in 
that earlier period was primitive and often 
ineffectual. But the financial system itself was 
just beginning to evolve. 

Reliance on Private Market Self-Regulation 
Today's presumably far more sophisticated 
view of such matters may lead us to look 
askance at what we have often dismissed 
as "wildcat banking." But it should not escape 
our notice that, as the international finan
cial system becomes ever more complex, we, 
in our regulatory roles, are being driven 
increasingly toward reliance on private mar-

ket self-regulation similar to what emerged 
in more primitive forms in the 1850s in the 
United States. 

As I have said many times in the past, to 
continue to be effective, government's reg
ulatory role must increasingly ensure that 
effective risk management systems are in 
place in the private sector. As financia l sys
tems have become more complex, detailed 
rules and standards have become both bur
densome and ineffective, if not counterpro
ductive. If we wish to foster financial inno
vation , we must be careful not to impose 
rules that inhibit it. I am especially concerned 
that we not attempt to impede unduly our 
newest innovation, electronic money, or more 
generally, our increasingly broad electronic 
payments system. 

Continued on page 12 

The Growth Effects of Social Security Privatization 

I 
n the new Cato study "Privatizing Social 
Security: The $10 Trillion Opportunity" 
(Social Security Paper no. 7), Martin 
Feldstein, professor of economics at 

Harvard University and president of the 
National Bureau of Economics Research, 
argues that privatization would spur 
economic growth. Under the current 
unfunded Social Security system, each 
generation loses the difference between the 
return to real capital that would be obtained 
in a funded system and the much lower 
return that is achieved now. Shifting to a 
privatized system would permit individuals 
to obtain the full pretax rate of return on 
capital, thus creating a larger capital stock 
and a higher national income. "Although 
the transition to a funded system would 
involve economic as well as political costs," 
Feldstein concludes, "the net present value 
of the gain would be enormous-as much 
as $10 trillion to $20 trillion." 

+ Don't let the Government Invest 
The looming insolvency of the Social Secu-

rity system has led people to search for solu
tions. One that has been proposed, notably 
by six members of the Social Security Advi
sory Council, is to allow the federal govern
ment to invest money from the Social Secu
rity u·ust fund in booming private capital mar
kets. Krzysztof M. Ostaszewski, director of 
the Actuarial Program at the University of 
Louisville, argues in the new Cato paper, "Pri
vatizing the Social Security Trust Fund? Don't 
Let the Government Invest" (Social Security 
Paper no. 6), that such a move would have 
terrible consequences. If the federal govern
ment were to invest trust fund dollars in pri
vate capital markets, it would become the 
nation's largest shareholder, with a control
ling interest in nearly every American com
pany. That, Ostaszewski argues, would threat
en American competitiveness. A much better 
approach, he maintains, would be to truly 
privatize Social Security. A system of indi
vidual private investment accounts, like that 
in Chile, would allow people to benefit from 
higher market renrrns without risking increased 
government involvement in the economy. 

+ Derailing Amtrak 
In 1970 Congress created Amtrak as a pub
licly owned for-profit company. Twenty-five 
years later, however, Amtrak remains heav
ily dependent on government subsidy. In a 
new Cato Institute study titled "Amtrak at 
Twenty-Five: End of the Line for Taxpayer 
Subsidies" (Policy Analysis no. 266), Stephen 
Moore, director of fiscal policy studies at the 
Cato Institute, and economic consultants 
Wendell Cox and Jean Love argue that it is 
time to end taxpayer support of Amtrak. The 
authors maintain that Amtrak makes a neg
ligible contribution to the nation's trans
portation system; its typical riders are not 
low-income Americans; it has virtually no 
impact on reducing traffic congestion, pol
lution, and energy use; and it is by far the 
most highly subsidized form of intercity trans
portation. "For 25 years, " they conclude, 
"Amtrak supporters have promised that self
sufficiency is ' just around the corner.' Now 
is the time for An1trak to turn that corner." 

Contimted on page 14 
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Can Government Change? 

A
fter the 1994 elections many observers 
thought that a downsizing of the 
federa l government was imminent. 
More than two years late1; howeve1; 

no such downsizing has taken place, and 
people are wondering if change is impossible. 
To discuss that issue, on December 4, 1996, 
the Cato Institute hosted a Policy Forum, 
"Can Government Change?" The speakers 
were Jonathan Rauch, author of 
Demoscleros is; former D emocratic 
congressman from Minnesota Tim Penny; 
and Jeff Bell of Lehrman, Bell, Mueller & 
Cannon. Excerpts follow. 

Jonathan Rauch: I come, in a sense, as the bear
er of bad tidings. Lately I've been making the 
case fo r what I call enlightened defeatism. By 
enlightened defea tism I do not mean that 
things never change in Washington. Things 
change in Washington all the time. Change 
is a constant around here. If the question is 
simply, "Can government change?" the answer 
is obviously yes. That 's what Congress does 
from day to day. But reformers like me want 
more than your usual day-to-day interest
group incrementalism. Reformers want coher
ent fundamental reform that sets a di rec
tion for govenunent and produces structur
al change ra ther than just endless rea lloca
tion among all the usual suspects. What enlight
ened defeatism posits is that the deeper sort 
of reform may in fact not be possible. 

Now I'm the first to admit that enlight
ened defeatism may be too pessimistic. There 
are problems with it. One is that this year 
we got two very big changes: the farm bill 
and the welfare reform bill. Second problem: 
defeatism may in fact understate the impor
tance of ideas. We'll see about that over time. 
But I do argue firmly that enlightened defeatism 
is worth taking very seriously and that, if it's 
a valid point of view, it has important imp li
cations. 

Let's consider three examples of attempts 
at large systemjc reform for which rea l polit
ica lleadersrup worked very hard. First was 
the Clinton budget of January 1993, which, 
I would argue, was stillborn . The president 
was dissuaded by his advisers and by Con
gress from making serious structura l reform. 
So, he never rea lly got the ball into play. Sec
ond was the Clinton hea lth care plan. The 
third and the most interesting exa mple, I 
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think, is the Gingrich budget, wl 'ch, as Steve 
Moore's work has shown, was watered down 
before it reached the stage of presidential 
veto. 

In the cases of the hea lth care biLl and the 
Gingrich budget, we saw similar things hap
pen. Both fe ll victim to three- to-one arith
metic. Three-to-one odds are very hard to 
beat. And it turns out to be extremely easy, 
easier than I realized a few years ago, to orga
nize a three-to-one coalition against any kind 
of systemic change. All you need is for the 
interest groups to get together with the oppo
sition party and alarm the public, which, as 
it turns out, is very easy to do. Once you do 
that, it is very hard for a reformist party to 

Jonathan Rauch 

break through the coalition. We saw that on 
health care; we saw it aga in with the budget. 

A second kind of arithmetic-thousand
to-one arithmetic- is even less promising. 
That arithmetic is familiar to all of you who 
know public choice, so I won't rehash it. But 
basically you've got thousands of little inter
est groups and occasionally big interest groups 
in Washington defending particular narrow 
programs targeted at themselves . No one 
really knows or ca res about those programs 
except their defenders. The onl y way you 
can get something past the defenders, some
thing large, is to package a lot of reforms 
together in a ki nd of big sweeping proposa l 
that energizes the public so it says, "The result 
of this won't be to get rid of just the wool 
and mohair subsidy; the result will be to 
reduce taxes substantially, reduce the deficit, 
and have enough money left over, for exam-

pie, to fund some important new initiatives." 
A proposal for sweeping reform has to include 
a reward for the voters. That kind of pro
posal gives you at least a possibility, but you're 
still not home free because now you face the 
tlu·ee-to-one problem. The minute you pack
age something, it gets shot to pieces by the 
" three-to-one" coa lition. 

Well, that's the good news. Now the bad 
news. Things are getting worse. Unfo rtu 
nately, a point that I think is too often missed, 
and tha t is in fact the central tenet of my 
book Demosclerosis, is that Washington is 
not experiencing a steady-state situation. It 
is not sitting on a flat plane while things go 
on ar ound it. It is itse lf changing. More 
and more groups are forming in American 
society every year. Everything you look at 
suggests that the number of interest groups 
grows at a steady rate and the number of 
lobbyists grows at a steady rate. And as the 
economist Mancur Olson has shown in his 
seminal work on this, there is very little that 
can be done to reverse that social process. 

M icrosoft, you will notice, has, after all 
these years in business, just come to Wash
ington and hired a lobbyist. It is now going 
to spend a few million dollars a year here. 
The result of a ll this is not no change; the 
result is a mad scramble that makes it more 
rather than less difficult to get thro ugh a 
major structural change in government. 

If enlightened defeatism is right, what are 
the implications? For activists, it means that 
basica lly you are doomed to fiddling at the 
margins. Now fiddling a t the marg ins is 
important, it is worth doing, but people who 
want to reduce the size of government by a 
third or half can go home. It's all over, folks. 
Tills is it. Government won't get significantly 
smallet; and it won't get significantl y larger 
because of limits on the abili ty to ra ise tax
es. And structura lly it won't change very 
much, though particular programs will always 
be in fl ux. 

I think it is awfull y important for places 
like the Cato Institute, which would like to 
make radical change, to reckon with the idea 
of enligh tened defeatism. 

Jeff Bell: I want to be up fro nt about a few 
things. I have lost my Senate races, my book 
didn 't sell that well , my most recent presi
denti al candidate was Jack Kemp in 1988, 
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and I just came here from trying to start a 
parental rights movement in Colorado, where 
we got punched in the nose. In fact, we wom1d 
up being accused of facilitating child abuse. 
Those are quite a few negative marks, and 
at least on the surface they would tend to 
reinforce what Jonathan has been saying. 

Another point that he has in his favor is 
the last election. Clinton wins in 1992, and 
he has all sorts of problems. The Republicans 
take the House as well as the Senate in 1994, 
and then after all of that turmoil, what do you 
get in 1996? You have an election in which, 
almost without exception, the status quo is 
ratified. Of all the governors and senators nm
ning for reelection, exactly one lost. That's 
certainly a point for Jonathan's side. 

However, I want to go to the thing that 
makes me believe that big change is possi
ble, my involvement in the tax revolts of the 
1970s and 1980s. In 1974 I went to work 
for Ronald Reagan in Sacramento. My job 
was to organize, at the staff level, the presi
dential campaign that Governor Reagan was 
attempting to put together for 1976. And 
the first thing I heard about when I got there 
was something called Proposition 1. 

It was a very moderate, very responsible 
tax limitation proposal put on the ballot in 
November 1973. Reagan and his operation 
raised the money for it, and it was very well 
funded, but it lost. The teachers ' unions, 
the state bureaucrats, a lot of the newspa
pers, everybody you would expect to do so 
fought Proposition 1 tooth and nail. So when 
I went to work for Reagan, there was pes
simism about addressing fiscal issues at all. 

But the problem with Proposition 1 was, 
not that it was too radical, but rather that it 
was too responsible. The drafters had antic
ipated every conceivable argument that the 
teachers' union were going to use against it, 
and, as a result, it was filled with qualifica
tions and provisions. The thing was too com
plicated to understand by the time it got to 
the voters. 

Four years later, of course, people who 
never won elections, such as Howard Jarvis, 
came in and got something incredibly radi
cal on the ballot, namely Proposition 13. It 
passed, and it had a big influence on getting 
us to the federal tax cuts of the 1980s. 

If yo u had said in 1981 that the top tax 
rate was 70 percent and on January 1, 1987, 

the top tax rate would be 28 percent, I think 
most people would have said that you were 
a typical bomb-throwing radical who didn't 
understand that incrementalism is the only 
way that you ever do anything. But, it turns 
out, they would have been completely wrong. 

The people have what I think is the 
reaction you want them to have-anget; out
rage, and impatience with self-serving devotion 
to the status quo. And as long as the system is 
an open democracy, the outrage that people 
feel is part of what leads to a cmmterreaction. 

You have to think big, you have to be very 
optimistic, maybe too optinustic, to achieve 
any significant change. And, to be sure, you 
will get what you want only part of the time. 

Jeff Bell 

But some of the time is a lot better than what 
happens in dictatorships and in elitist ver
sions of democracy like the parliamentary 
democracies. So, my message is that the pub
lic, at least in part, makes it possible to have 
big change in a cmmtry like ours. 

Tim Penny: I really think that we are mak
ing headway in the area of govenunent change, 
and I think the trend is irreversible. Let me 
explain what I mean by that. In his January 
1996 state of the union message, President 
Clinton proclaimed that the era of big gov
ernment was over. Now Clinton was not 
so much announcing his own policy or his 
own belief as acknowledging a reality that 
he had little choice but to accept. Mea
sured from several perspectives, I think it is 
undeniable that the trend toward centralized 
government, which began with the New Deal 

and was accelerated by the Great Society, 
has run its course. 

Public trust in the federal government 
has declined dramatically in the last 30 years. 
Today fewer than 20 percent of American 
voters express confidence that the govern
ment will do the right thing most of the time. 
Thirty years ago nearly 80 percent of Amer
icans trusted the government to do the right 
thing. What have been the factors that 
have caused the dramatic decline in public 
trust in government and support for gov
ernment intervention in a variety of areas? 
There are, I think, two that have to be 
mentioned. One is hyperpluralism. 

Hyperpluralism, as defined in Jonathan's 
book, results when too many groups come 
to think of government only in terms of what 
benefit they can secure from the public trea
sury. An explosion of government programs, 
particularly since the 1960s, created inter
est-group politics and has led to a backlash 
against hyperpluralism. 

There's an old adage that nothing is a pri
ority when everything is a priority. By suc
cumbing to myriad demands to add one more 
and then one more and then yet another pro
gram to the federal budget, Congress, under 
my party's control, eventually discredited the 
government by promising too much and cre
ating a bureaucratic mmnbo jLm1bo that deliv
ered too little. So, I think an excess of hyper
pluralism is one of the major factors leading 
to public animus toward the federal gov
ernment. 

The other factor that I think has led to 
the change in attitude toward government is 
deficit politics. Deficit pressure has eroded 
public trust in government and weakened 
voter support for new initiatives. Voters 
are not impressed with federal policymak
ers who, yea r in and year out, fail to keep 
the federal budget in balance. It has not been 
in balance since 1969. The deficit soared 
from $65 billion in Carter's last year to twice 
that amom1t in the first year of Reagan's term. 
And throughout the 1980s, it never fell below 
$150 billion. 

Deficits have dominated public policy 
delibera tions for more th an a decade. In 
response to the deficit awareness of the pub
lic, politicians have attempted initiatives like 
the Gramm-Rudman-Hollings Act and the 

Continued on fJage 10 
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GOVERNMENT Continued from page 9 

pay-as-yo u-go principles of the 1990 bud
get agreement to bring some fisca l discipline 
to the federal budget process. The catasu·ophic 
hea lth care bill, firs t adopted in 1988, was 
quickly repealed in 1989. And the Clinton 
health bill was defeated for many of the same 
reasons. Budget processes demanded that the 
proposal be honestly financed, and when the 
public saw the true cost of the program in 
an open debate tl1ey recoiled from the prospect 
of creating a new large and expensive fed
era l bureaucracy. So deficit politics has been 
a growing force within the American elec
torate for a munber of years. 

I think that brings us to the message of 
the 1996 election. I believe that election 
proved that Medicare is not a ki ller issue; it 
proved you can deal with controversial changes 
to popular entitlement programs without 
fear of electoral defeat. Now it may be that 
my party was inept in its handling of the issue 
by loudly criticizing Repub licans without 
offering a cred ible, constructive a lterna
tive. But when all is said and done, the num
ber of voters who cast their ballots in oppo
sition to Republican candidates because of 
fears of cuts in Medicare was minuscule. 

It's also significant to note that in spite 
of $35 mi ll ion spent by the AFL-CIO-most 
of it spent on Mediscare campaign ads-the 
Republicans retained control of the House 
and gained two seats in the Senate. That $35 
mi llion was spent in a very targeted way, but 
it did very Li ttle good. 

10 • Cato Policy Report March/Apri l 1997 

So, I think the pub lic has dramatica lly 
moved in the last couple of decades to a pos
ture of great skepticism about the size and 
the scope of the federa l government. I think 
that this past election in particular proved 
that entitlements are no longer unassa il-

ab le and that Socia l Security and Medicare 
are no longer the third rail of An1erican pol
itics. And so while Clinton may have sa id it 
and not meant it with great fervor, he was 
correct in acknowledging that the era of big 
government is over. • 

"David Boaz's primer unites history, philosophy, 
economics, and law-spiced with just the right 
anecdotes-to bring alive a vital tradition of 
American political thought that deserves to be 
honored today in deed as well as in word." 

-Richard A. Epstein, author of 
Simple Rules for a Complex World 

LIBERTARIANISM 
A Primer 
David Boaz 

"A bracing shot of 100-proof libertarianism ... 
with plain-spoken eloquence, David Boaz 
unveils a vision of Alnerica that has at 
its core an abiding respect for personal 
liberty and freedorn writ large." 

-William Weld, Governor of Massachusetts 

THE LIBERTARIAN READER 
Classic and Contemporary Writings 

from Lao-Tzu to Mi lton Friedman 
Edited by David Boaz 

Linking some of the most fertile minds of our 
time to a centuries-old commitment to freedom 

and self-determination, David Boaz provides the 
first collection of seminal writings on libertari

anism, including the works of such independent 
thinkers as John Locke, Thomas Jefferson, Mary 

Wollstonecraft , H. L. Mencken, and Ayn Rand. 



Policy Forum 

Telecommunications in the 21st Century 

O
n November 14, 1996, Cato held a 
City Seminar in Denve1: The luncheon 
address, "Telecommunications in the 
21st Century," was delivered by John 

Malone, president of TCI and member of 
the Cato Board of Directors. Highlights 
fo llow. 

I'm really pleased to be part of Cato. If there's 
a superstore for great ideas for a free enter
prise society, Cato is it. Some of the best 
thinking in our society right now can be 
attributed to Ed Crane and his group. 

What I want to talk abo ut today is the 
com munications revolution. It's fa bulous. 
The rate of technical ilmovation, driven large
ly by the microprocessor and laser tech
nologies, is stupendous. We are rapidly 
approaching an era in which any amount of 
information, in fact the cumulative knowl
edge of mankind, can be not on ly stored 
efficiently but accessed and transmitted 
efficiently. 

When you look at it, the first thing that 
jumps up and bites you is that the real loco
motive in the communications industry right 
now is the PC and the Internet. Why did the 
PC charge ahead, why is it the locomoti ve 
for these technologies worldwide, and why 
is Am erica in this particular area leading the 
world? I think the answer is, because the gov
enunent isn't involved. It's been a free enter
prise development and it 's been very com
petitive. Intel probably has the biggest research 
and development budget in the world and is 
now developing the next generation of micro
processors. Microsoft has an incredible cash 
fl ow and an incredible set of resources, and 
it's driving this whole revolution forward . 
And there are many other companies that 
are innovating, developing, and exploiting 
this technology. Where then, you might ask, 
is the communications industry in this? Well, 
the answer is, we're going to deploy this stuff 
if the government lets us. 

I'm preparil1g to head over to Japan where 
we are deploying these technologies in a joint 
venture with Sumitomo Corpora tion. TCI 
has about 4 million homes there under fran
chise and a comm itment to bui ld a sta te
of-the-art communica tions infrastructure 
and develop some of the software compo
nents to help drive it financially. We have a 
telephone license for Japan. We have an inter-

John Malone, president of TCI and member of the Cato Board of Directors, tells a Denver audience that 
regulation impedes innovation in the communications industry. 

connect agreement with NIT. We face, as 
far as we can determine, no barriers to enter
ing Internet services or virtua lly anything 
else. It's kind of amazing to me that tech
nologies that have been invented in the Unit
ed States will first be beneficial to the infra
structure in Japan. Why is that the case? I 
think it's because of the regulatory and tax 
burdens we face here. 

In the United States our tax system fits 
us beautifully. The tax system has got our 
society so distorted in its behavior and its 
performance that yo u couldn't imagine a 
better fit. We have essentially evolved as a 
society to fit our tax system. We are evolv
ing as a society to fit various regulatory struc
tures . If the tax code says you're better off 
doing this than doing that, it doesn't take 
very long before we start doing this and 
it becomes second nature. And nobod y 
rea ll y asks, does th is make sense, is this 
efficient? 

About th ree years ago Congress passed 
a bill regulating the rates in the cable indus
try; the goal was to protect the public from 
a monopolistic industry. That bill caused a 
big poli tical battle that lasted for two or three 
years, and in the end President Bush vetoed 
the bil l. Congress overrode his veto, and we 
found ourselves with a piece of legislation to 

be implemented by a Federal Communica
tions Commission appointed by the suc
ceeding administration. What's amazing to 
me, as I look back on how my company has 
responded to the regulations, is that we have 
adapted as a company and we have adapt
ed as an industry to a set of regula tions 
that really was not il1tended to make us evolve 
that way, but that's the result. The law of 
unintended consequences has really struck 
in the case of our company. 

And what's even sadder is that in 1994 
the consensus was that we needed to fix 
the regulatory environment, that we reall y 
needed to roll back the role of government, 
and that regu lation rea lly did represent a 
very, very expensive and anti-productive bur
den on our society. But I still spend all my 
time with the Federal Trade Commission, 
the Interna l Revenue Service, the Justice 
Department, the Occupational Safety and 
Hea lth Administration, and the Environ
mental Protection Agency. 

Businesses run into artificial barriers every
where. They are very limiting, and they make 
no sense. So thank God for outfits like Cato 
that are comil1g at the problem from an intel
lectual perspective and trying to educate the 
American public about how burdensome 
regulations rea ll y are . • 
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.. When the general ethos of laissez faire discouraged government 
intervention into the economy, private regulation arose to accomplish 

much of what we endeavor to do with our elaborate system of 
government rulemaking.~ 

ELECTRONIC MONEY Continued (ron1 page 7 

The Flexibility to Experiment 

To develop new forms of payment, the pri
vate sector will need the flexibility to exper
iment, without broad interference by the 
government. The history of the Automated 
Clearing House provides a useful caution. 
The Federal Reserve, in partnership with the 
banking industry, has taken a leading role in 
developing the ACH system for more than 
20 years. It was the advent of the ACH 
that led many economists to discuss money 
in a "cashless society." Although the ACH 
has allowed the automation of some impor
tant types of payments, it has never been 
widely used by consumers. 

That experience suggests that creating 
new technology and providing an interbank 
electronic clearing system were easy. But 
developing electronic payment products based 
on that technology, which were more con
venient and cost-effective than paper, from 
the standpoint of both consumers and mer
chants, tumed out to be difficult. In our enthu
siasm for new electronic payment systems, 
we significantly underestimated the conve
nience of paper for consumers and especial
ly the cost and difficulty of building a broad
based infrastructure to support new elec
tronic payment systems. It is also possible 
that efforts by the government to choose and 
support a single technology-the ACH in 
this case-may have slowed efforts by the 
private sector to develop alternative tech
nologies. 

In the current period of change and mar
ket uncertainty, there may be a natural temp
tation for us-and a natural desire on the part 
of some market participants-to have the gov
ernment step in and resolve the uncertainty, 
through standards, regulation, or other gov
ernment policies. In the case of electronic mon
ey and banking, the lesson from the ACH is 
that consumers and merchants, not govern
ments, will ultimately determine what new 
products are successful in the marketplace. 
Government action can retard progress but 
ahnost certainly catmot ensure it. 

Before we set in stone a series of rules for 
the emerging new medium, let us recall that, 
across many industries in the economy, fore
casting the particular direction of innova
tion has proven to be especially precarious 
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over the generations. As Professor Nathan 
Rosenberg of Stanford has pointed out, even 
relatively mature technologies can develop 
in wholly unanticipated ways. 

Our optimum financial system is one of 
free and broad competition that is presumed 
to calibrate appropriately the changing val
ue of products to consumers so that the risk
adjusted rate of return on equity measures 
success in providing what people want to 
buy. 

That has turned out to be broadly true 
in practice and supplied regulators with some 
sense of which products were serving con
sumers most effectively. That signal may not 
be so readily ev ident in the case of elec
tronic money. The problem is seigniorage, 
that is, the income one obtains from being 
able to induce market participants to employ 
one 's liabilities as a money. Such income 
reflects the return on interest-bearing assets 
that are financed by the issuance of curren
cy, which pays no interest, or at most a below
market rate, to the holder. 

Historically, when private currency was 
widespread, banks garnered seigniorage prof
its. Seigniorage increasingly shifted to the fed
eral government after passage of the Nation
al Bank Act, when the federal government 
imposed federal regulation on bank note 
issuance, taxed state bank notes, and ulti
mately became the sole issuer of currency. 

Today, there continue to be incentives for 
private businesses to recapture seigniorage 
from the federal government. Seigniorage 
profits are likely to be part of the business 
calculation for issuers of prepaid payment 
instruments, such as prepaid cards, as well 
as for traditional instruments like travelers' 
checks. As a result, in the short term, it may 

be difficult for us to determine whether prof
itable and popular new products are actu
ally efficient alternatives to official paper cur
rency or simply a diversion of seigniorage 
from the government to the private sector. 
Yet we must also recognize that a diversion 
of seigniorage may be an inevitable byprod
uct of creating a more efficient retail pay
ment system in the long run. 

Conclusion 

The innovations being discussed today can 
be viewed from a perspective very different 
from that afforded by the financial system 
of the 1850s. Unlike the situation in the 19th 
century, today we have a well-developed and 
tested set of monetary and payment arrange
ments and a strong national currency. Yet, 
as in the earlier period, industry participants 
may find that self-policing is in their best 
interest. We could envisage proposals in 
the near future that issuers of electronic pay
ment obligations, such as stored-value cards 
or "digital cash," set up specialized issuing 
corporations with strong balance sheets and 
public credit ratings. Such structures have 
been common in other areas, for example, 
in the derivatives and commercial paper mar
kets. 

In conclusion, electronic money is like
ly to spread only gradually and play a much 
smaller role in our economy than private cur
rency did historically. Nonetheless, the ear
lier period affords certain insights into the 
way markets behaved when government rules 
were much less pervasive. Those insights, I 
submit, should be considered very carefully 
as we endeavor to understand and engage 
the new private currency markets of the 21st 
century. • 

Are We Spooking the Public 
Out of House and Home? 

CASSANORA CIIRONES MOOR F. 

"Fascinating and compelling-everything you want to know about 
the fears and reality of the dangers of radon, lead, asbestos, and 
electromagnetic fie lds. This book should spur a reevaluation of where 
and how we spend our resources to save lives, an evaluation that is 
long overdue." 

-Bruce N. Ames 
Universiry of California at Berkeley 

283 pages, $21.95 cloth, $11.95 paper. 
To order, call toll-free: 1-800-767-1241, Monday-Friday, noon to 9 p.m. eastern time. 



Cato Scholars Publish in Books, Journals 

C
ato staff members frequently write for 
major newspapers, magazines, and 
journals and contribute chapters to 

books. To acq uaint yo u with that 
work, we have listed a sample of their recent 
publications below. Newspaper articles are 
not included, since many of them are sent to 
Cato Sponsors and friends with the 
president's bimonthly memo. 

Doug Bandow 
"Drugs Should Be Legalized." In Legalizing 

Drugs. Edited by Karin L. Swisher. San 
Diego: Greenhaven, 1996. 

Review of Eric Nordlinger, Isolationism 
Reconfigured: American Foreign Policy 
for a New Century. Independent Review, 
Spring 1996. 

"National Service--or Government Service?" 
Policy Review, September-October 1996. 

"TI1e FDA Can Be Dangerous to Your Health." 
Fortune, November 11, 1996. 

Review of Steve Dryden, Trade Warriors: 
USTR and the American Crusade for Free 
Trade. American Historical Review, Feb
ruary 1997. 

David Boaz 
"Rights, Responsibilities, and Community: 

A Libertarian View." In International 
Rights and Responsibilities for the Future. 
Edited by Kenneth W. Hunter and Timo
thy C. Mack. New York: Praeger, 1996. 

"Conservative Social Engineering." Policy 
Review, January-February 1996. 

"TI1e Man with the Plan. " Liberty, July 1996. 
Libertarianism: A Primer. New York: Free 

Press, 1997. 
The Libertarian Reader: Classic and Con

temporary Readings from Lao-tzu to Mil
ton Friedman. New York: Free Press, 1997 
(editor). 

Ted Galen Carpenter 
Review of Kathryn S. Olmstead, Challeng

ing the Secret Government: The Post
Watergate Investigations of the CIA and 
FBI. Liberty, July 1996. 

"Strategy Creep in the Balkans." Nationa l 
Interest, Summer 1996 (with Amos Perl
mutter). 

"Unjust and Unsustainable: The U.S.-Japan 
Security Relationship." NIRA Review, 
Winter 1996. 

Edward H. Crane 
"Privatizing Social Security: We Can Do It. " 

Vital Speeches of the Day, March 15, 1996. 

James A. Dorn 
"Madison's Constitutional Political Econo

my." Libertas, October 1996. 
"Trade and Human Rights in China." Free

man, May 1997. 
"Pricing and Property: The Chinese Puzzle. " 

In The Economic Foundations of Prop
erty Rights: Selected Readings. Edited by 
S. Pejovich. Brookfield, Vt.: Edward Elgar, 
1997. 

Michael Gough 
"Objective Risk Assessment." In American 

Values: An Envimnmental Vision. Edited 
by B. R. Cohen, S. J. Milloy, and S.]. 
Drake. Washington: EPAnet, 1996. 

"The Why and Wherefore of Wireless Tech
nology Research: Introduction and Per
spective." Human and Ecological Risk 
Assessment, February 1997. 

Stephen Moore 
"Reviving the Failing Public-School System." 

Insight, April 22, 1996. 
"Return of the Nativists." American Spec

tator, June 1996. 
"Welfare for Agri-Giants." Weekly Standard, 

August 5, 1996. 
"Deficit Delusions." National Review, Sep

tember 2, 1996. 

William A. Niskanen 
"Autocratic, Democratic, and Optimal Gov

enm1ent. " Economic Inquiry, April1997. 

Tom G. Palmer 
Review of Frank Vi bert, Eumpe: A Consti

tution for the Millennium. Constitution
al Political Economy, Winter 1996. 

"The Literature of Liberty." In The Liber
tarian Reader: Classical and Contempo
rary Readings from Lao-tzu to Milton 
Friedman. Edited by David Boaz. New 
York: Free Press, 1997. 

"Intellecnial Property: A Non-Posnerian Law 
and Economics Approach. " In Intellectu
al Property: Moral, Legal, and Interna
tional Dilemmas. Edited by Adam D. 
Moore. New York: Rowman & Littlefield, 
1997. 

Roger Pilon 
"Discrimination, Affirmative Action, and 

Freedom: Sorting Out the Issues." Amer
ican University Law Review, February 
1996. 

"A Court without a Compass." New York 
Law School Review, Spring 1996. 

"On the First Principles of Federalism." St. 
Cmix Review, August 1996. 

Ian Vasquez 
"El Desalentador Legado de Ia Ayuda Mul

tilateral. " Economia y Sociedad, Decem
ber 1996. 

"The lt\llF through a Mexican Lens. " Orbis, 
Spring 1997. • 
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Cato Books 

Cato Journal inquims what justice is 

Regulation Looks "behind the Green Curtain" 

I
n the latest issue of Regulation magazine 
(1996, no. 4), the Cato Institute's quarterly 
review of business and government, 
contributors " look behind the green 

cmtain " to examine environmental law. 
David Schoenbrod, professor of law at 

New York Law School and an adjunct schol
ar of the Cato Institute, argues that the states, 
not the Environmental Protection Agency, 
should set po ll ution standards. H e main
ta ins tha t it is difficult for voters to hold 
national officials accountable fo r the reso
lution of local environmental disputes. More
over, Schoenbrod contends, turning regula
tion over to the states would resu lt in bene
ficial competition and experimentation, with 
each state trying to improve upon the stan
dards set by the others. 

In his a rticle, " Rent Seeking behind the 
Green Curtain," Jonathan Adler, director of 
environmenta l studies at the Competitive 

Enterprise Institute, argues 
that there is no corpo
ra te m onolith tha t 
opposes all regulation, 
including environmen
tal regulation. Instead, 
because environmental 
laws can potentially real
locate billions of dollars, 
there are tremendous incen
tives for co mpanies to 
engage in rent-seeking behav

ior- that is, to attempt to convince regu
lators to pass measmes that will benefit them 

STUDIES Continued (1-om page 7 

+Reevaluating America's Intelligence Agencies 
In the new Cato study "Why Spy? T he Uses 
and Misuses of Intell igence" (Policy Ana ly
sis no. 265), Stanley Kober, resea rch fellow 
in fore ign policy studies at the Cato Insti 
tute, argues that instead of using their resources 
for economic espionage-the ga thering of 
economic intell igence to " protect " Ameri
can companies- America's intell igence agen
cies should devote their effo rts to the most 
seri ous security threats, principally interna
tional terrorism. Kober maintains that the 
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at the expense of their competitors and the 
public. 

Robert W Crandall of the Brookings Insti
tution and Frederick H. Rueter and Wilbur 
A. Steger of the CO NSAD Research Cor
poration examine the EPA's self-assessment 
of its clean air policy in thei1· article, "Clear
ing the Air." They conclude that " the EPA 
has tended to underestimate the costs of its 
air program and overestimate its benefits." 

Also included in this issue of Regulation 
are Robert W. H ahn's essay, "The Cost of 
Antiterrorist Rhetoric," and Solveig Bern
stein 's review of New Information Industry: 
Regulatory Challenges and the First Amend
ment by Richard Klingler. 

The Cato Institute has also recently pub
lished vol. 16, no. 2, of the Cato Journal. 
In that issue is Anthony de Jasay's article, 
"Justice as Something Else." H e argues that 
justice should not be defined as a socially 
chosen trait of a distribution but rather as 
a distribution resulting from the totality of 
just acts. In other words, if the acts leading 
to a given di str ibution are just, then the 
distribution is just, even if it is highly L111equal. 

The decade of the 1920s is often thought 
of as a period of relative laissez faire. The 
federal government, it is maintained, shrank 
in size after World War I and followed a non
interventionist course that was abandoned 
during the New Deal and World War II. In 
his article, "The Growth of the Federal Gov
ernment in the 1920s," Randall G. Holcombe 
of Florida State University chall enges that 

"Clinton administration clings to the out
dated not ion that trade is a form of war
fa re among nations, and consequently that 
th inking is alive and well in the U.S. intell i
gence agencies ." Such a mindset, he con
cludes, must be replaced by the belief that 
the primary purpose of the Central Intelli
gence Agency and similar organizations is to 
protect the safety of the American people. 

+Government Activism: An Enemy of Virtue 
Many commentators from across the polit
ica l spectrum are fo nd of speaking of the 
"cultural contradictions" of capitalism. They 
argue that a society characterized by mini-

interpretation. "The 1920s," he writes, "was 
a decade of increasing government activity, 

in expenditures, in reg-.... 8fMm'~ 
ulation, and in attitude. 
Indeed, the foundation 
of the New Dea l was 
established in the 1920s, 
and it certainly wo uld 
be wrong to conclude that 
if it were not for the New 
Deal, government would 
have remained more con
fined later in the 20th cen-
tury." 

Using the Current Population Survey of 
the Bureau of the Census, Howard Gensler 
of the H ong Kong University of Science and 
Technology explores the effects of welfare 
on high school graduation. The theoretical 
predictions of economic theory-that increased 
welfare expenditures do not promote accu
mulation of human capital- are confirmed 
by his analysis, which reveals a negative rela
tionship between welfare and education. 

Among the other articles included in this 
issue of the Cato Journal are "Does Money 
Still M atter ?" by Willis L. Peterson, "The 
Brady Plan and Market-Based Solutions to 
Debt Crises" by Ian Vasquez, and a review 
of Joseph E. Stiglitz's Whither Socialism? by 
David L. Prychitko. 

One-year subscriptions to Regulation and 
the Cato Journal can be purchased for $18 
and $24, respectively, by ca lling (202) 842-
0200. • 

mal government and a free-market econo
my would produce avaricious and deceitfu l 
behavior. In the new Cato publication "The 
Rise of Goverrunent and the Decline of Moral
ity" (Cato's Letter no. 12), James A. Dorn, 
vice president for academic affairs at the Cato 
Institute, debunks those myths. He argues 
that the rise of the redistributive state has 
res ulted in moral decay, a lack of personal 
integrity, and a decline in civility. "The inter
nal moral compass that normally guides indi
vidual behavior," Dorn maintains, "will no 
longer function when the state undermines 
incentives for moral conduct and blurs the 
distinction between right and wrong." • 



Cato Books 

"A bible for buyers and sellers of homes )J 

How the Scaremongers Drive Up Home Prices 

T
he media constantly bombard 
American homeowners and 
homebuyers with scare stories about 
radon and asbestos, lead in paint and 

water; and radiation from power lines. Worse 
yet, federa l regulators at the Department of 
H ousing and Urban Development and the 
Environmental Protection Agency fuel that 
destructive process with inflamed rhetoric 
and hasty action. In the new Cato book 
Haunted Housing: How Toxic Scare Stories 
Are Spooking the Public Out of House and 
H ome, Cassandra Chrones Moore, an 
adjunct scholar of the Cato Institute and the 
Competitive Enterprise Institute, argues that 
we should take a more dispassiona te and 
reasoned approach to those problems. 

Bruce Ames, director of the Environ
mental H ealth Sciences Center at the Uni
versity of California at Berkeley, says, "The 
book is sensible, scholarly, and skeptical, and 
wonderfully well written. A bible fo r buyers 
and sellers of homes, regula tors, legisla
tors, and public policy types." 

Anyone who owns a house built before 
1978-the year that Congress banned the 
use of lead paint-already must disclose all 
known information about lead in the unit 
and give the buyer a pamphlet about the dan
gers of lead, or face imprisonment and a fine 
of $10,000. In addition, there are regulators 
who would like to see all lead paint removed, 
an approach that would cost in excess of $30 
billion. Moore argues that those regulators 
have grea tl y exaggerated the danger that 
most Americans face from lead. "Before gov-

ernment pours additional millions or even 
billions into lead abatement, before home
buyers shoulder extra financial burdens, and 
before the rental housing stock shrinks fur
thet; perhaps it is time to w1dertake a long
overdue reassessment of the premises on 
which the Department of Housing and Urban 
Development, the Environmental Protection 
Agency, the Department of Health and Human 
Services, a nd Congress base their pro 
nouncements and proposals." 

Equally questionable is whether radon is 
the threat that many have deemed it to be. 
In large quantities, Moore argues, it is undoubt
edly harmful. But, on the other hand, expo
sure to low doses might be risk free or even 
beneficial, given that such exposure may in 
fact reduce the risk of cancer. As a result, she 
contends that there should be no federal push · 
to screen all houses for even the most minute 
traces of radon. "Should the publ ic allow 
regulatory gurus to implement policy that 
may depress the equity in 70 million homes? " 
asks M oore. " Buying a home is expensive as 
it is; adding the costs of testing and mitiga
tion may not only restrict the choices avail
able to a first-time buyer but price that buy
er out of the market." 

Suits against asbestos mining and man
ufacturing companies have resulted in the 
payment of billions of do llars in settlements 
and damages, and there may be 100,000 
more suits in the next decade. Moreover, the 
discovery of asbestos in a house that is for 
sale is likely to force negotiations to reopen, 
trigger higher closing costs, and perhaps cause 

Policy Analysis Studies 

the as bestos to 
be removed a t 
grea t expense. 
Again, Moore 
argues th a t 
those cos ts 
have bee n 
imp ose d 
undul y and 
that the dan
ger s o f 
as b es t os 
have been 
in f l a t e d 
artificially. In 
addition, she notes that removing 
asbestos may actually be more dangerous 
than leaving it where it is. Once asbestos 
fibers become airborne, they can remain in 
the air for months or longer. And those who 
are charged with removing asbestos are direct
ly exposed for extended periods of time, 
which can lead to an increased risk of lung 
cancers and asbestosis. 

Concluding her discussion, Moore argues 
that absolute safety and a risk-free society 
are unattainable goals. "Yet," she maintains, 
" the EPA, often encouraged by Congress, 
continues to act as though all hazards can 
be eliminated. Everyone who owns a home 
or who wants to be a homeowner-all citi
zens, in fact-has reason to object to the 
EPA's pursuit of the impossible." 

To purchase Haunted H ousing, ca ll 
1-800-767-1241. Prices are $21.95 (cloth ) 
and $1 1.95 (paper). • 

271. Dereliction of Duty: The Constitutional Record of President 
Clinton by Timothy Lynch (March 31, 1997) 

270. Chilling the Internet? Lessons from FCC Regulation of Radio 
Broadcasting by Thomas W. Hazlett and David W. Sosa 
(March 19, 1997) 

266. Amtrak at Twenty-Five: End of the Line for Taxpayer Subsidies 
by Jean Love, Wendell Cox, and Stephen Moore (Decem
ber 19, 1996) 

269. Vouchers and Educational Freedom: A Debate Joseph L. 
Bast and Darvid Harmer versus Douglas Dewey (March 
12, 1997) 

268. Regulation in Newspeak: The FCC's Children's Television 
Rules by Robert Corn-Revere (February 19, 1997) 

265. Why Spy? The Uses and Misuses of Intelligence by Stanley 
Kober (December 12, 1996) 

264. How to Treat the Costs of Shared Voice and VIdeo Networks in 
a Post-Regulatol)' Age by Alfred Kahn (November 27, 
1996) 

263. EPA's Cancer Risk Guidelines: Guidance to Nowhere by 
Michael Gough and Steven Milloy ( ovember 12, 1996) 

267. U.S. "Global Leadership": A Euphemism for World Policeman 262. Beyond the Communications Decency Act by Solveig Bern-
by Barbara Conry (February 5, 1997) stein ( ovember 4, 1996) 

Policy AnalysiS studies available for $6 each • Call toll-free: 1-800-767-1241 
(Monday- Friday, noon to 9 p.m ., eastern time) 
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+Arguably, free markets work 
More than any government program, 

more than any aid agency or any interna
tional bank, the rapid spread of free trade, 
free markers and investment across bor
ders by private companies and individual 
investors-a phenomenon economists are 
ca lli ng "globalization"- is proving to be 
an effective weapon against poverty in many 
nations around the wor ld and, in some 
places, arguably the most effective anti
poverty measure ever known. 

-Washington Post, Dec. 29, 1996 

+ It do, however, show that they teach 
grammar 

Research conducted on Milwaukee's 
public schools do not demonstrate that low
income vouchers work. 

- Issue Brief, National School Board 
Association, December 1996 

+ A 95 percent reelection rate for 
incumbents is healthy, for instance 

"What we have is two important val
ues [in] direct conflict: freedom of speech 
and our desire for healthy campaigns in a 
healthy democracy," [Rep. Dick] Gephardt 
says. "You can't have both." 

-Time, Feb. 3, 1997 

+ Great achievements in American 
policymaking 

Other important results [of the Penta
gon's anti-drug efforts] include the arrest 
of virtually the entire Cali drug cartel lead
ership, the .disruption of the Andean air 
bridge, and the hemispheric drug inter
diction effort that has captured about a 
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"To Be Governed ... " 

third of the cocaine produced in South 
America each year. However, there has been 
no direct effect on either the price or the 
availability of cocaine on our streets. 

-Janet Crist, White House Office 
of Nationa l Drug Control Policy, 

Wall Street Journal, Nov. 12, 1996 

+Still a little unclear on the concept 
HwangJang Yop, 72, the key architect 

of North Korea's guiding philosophy of 
juche, or self-reliance, defected on his way 
home from a t\vo-week tour ... . 

"Today's North Korea has nothing to 
do with socialism," the newspaper quoted 
him as saying. "How can a society in which 
people, workers, farmers and intellectuals 
are starving to death be a socialist society?" 

- Washington Post, Feb. 13, 1997 

+The GOP Revolution 
The Tennessee Valley Authority ... will 

have its federal funding el iminated under 
a proposed budget plan. 

The el imination of the funding was 
sought by TVA [and included in] the $1.7 
trillion budget plan for 1998 released last 
week by President Clinton .... 

Senate Majority Leader Trent Lott, 
R-Miss., is among Republican representa
tives from the TVA region who question 
the elimination of TVA funds important to 

their states. 
"It has to be dealt with in terms of the 

loss of possible funding that has been used 
in a number of positive programs in north 
Mississippi," Lott said. "I'm not pre
pared to endorse it by any means. " 
-Jackson Clarion-Ledge1; Feb. 9, 1997 

Mf\:. DAVID BOAZ 
1915 CALVERT STREET NW #1 
WASHINGTON DC 20009 

+The value of political labels 
A handpicked elite of pro-China busi

nessmen and professionals today named 
Tung Chee-hwa, a conservative shipping 
tycoon who advocates stability over expand
ed democracy, to be the chief executive of 
[Hong Kong] after Beij ing formally assumes 
control. · ... 

Tung was the most conservative, and 
by far the most pro-China, of the three can
didates. 

- Washington Post, Dec. 12, 1996 

+The arrogance of power 
Jason Alderman, 27, ... an aide to Rep. 

Sidney R. Yates (D-Ill.), did what many 
people can only fantasize about: He got 
language added to a House appropriations 
bill ordering the National Park Service to 
build a dog run at Meridian Hill Park [in 
his Washington neighborhood] "as expe
ditiously as possible." ... 

Alderman's boss is the ranking Demo
crat on the powerful Appropriations sub
committee that funds, among other agen
cies, the Interior Department, which includes 
the National Park Service . ... 

[Alderman] faxed over a map specify
ing where the dog run should be built-on 
a hilly part of the park, adjoining one of 
the country's longest cascading fountains. 

-Washington Post, Jan. 30, 1997 

+The other 38 percent were too astonished 
to answer 

Meanwhile, 62 percent [of Britons polled] 
said the description "privileged " fits the 
House of Winds01: 

-Washington Post, Feb. 14, 1997 
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