
by Will Wilkinson

I
n the spring of 1845 Karl Marx wrote:
“The human essence is no abstraction
inherent in each single individual. In its
reality it is the ensemble of social rela-

tions.” Marx’s idea was that a change in the
“ensemble of social relations” can change
“the human essence.” 

In June 2004 the communist North Kore-
an government issued a statement to its starv-
ing citizens recommending the consumption
of pine needles. Pyongyang maintained that
pine needle tea could effectively prevent and
treat cancer, arteriosclerosis, diabetes, cere-
bral hemorrhage, and even turn gray hair
black.

Tragically, human nature isn’t at all as
advertised, and neither is pine needle tea.
According to the U.S. State Department, at
least one million North Koreans have died
of famine since 1995. 

Marx’s theory of human nature, like
Kim Jong Il’s theory of pine needle tea, is
a biological fantasy, and we have the corpses
to prove it. Which may drive us to won-
der: if communism is deadly because it is
contrary to human nature, does that imply
that capitalism, which is contrary to com-
munism, is distinctively compatible with
human nature? 

A growing scientific discipline called evo-
lutionary psychology specializes in uncov-
ering the truth about human nature, and it
is already illuminating what we know about
the possibilities of human social organiza-
tion. How natural is capitalism?

Evolutionary Psychology 101
Evolutionary psychology seeks to under-

stand the unique nature of the human mind
by applying the logic and methods of con-
temporary evolutionary biology and cogni-
tive psychology.

The main working assumption of evo-
lutionary psychology is that the mind is a
variegated toolkit of specialized functions
(think of a Swiss Army knife) that has evolved
through natural selection to solve specific
problems faced by our forebears. Distinct
mental functions (e.g., perception, reading
other people’s intentions, responding emo-
tionally to potential mates) are underwrit-
ten by different neurological “circuits” or
“modules,” which can each be conceived as
a mini computer program selected under
environmental pressure to solve specific prob-
lems of survival and reproduction typical in
the original setting of human evolution,
the Environment of Evolutionary Adapted-
ness, or EEA. Strictly speaking, the EEA is
a statistical composite of environmental pres-
sures that account for the evolutionary selec-
tion of our distinctively human traits. Loose-
ly, the EEA was the Pleistocene, during which
humans lived as hunter-gatherers from about
1.6 million years ago up until the invention
of agriculture about 10,000 years ago.
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values” as their top concern, compared with “economy/jobs” at 20
percent, terrorism at 19 percent, Iraq at 15 percent, health care at
8 percent, and taxes at 5 percent. But “moral values” was in first
place because of the poll design. If Iraq and terrorism were com-
bined, they would have had 34 percent. A single item for “econo-
my, jobs, and taxes” would have had 25 percent. In addition, of
course, it’s not clear what “moral values” means. The Los Ange-
les Times exit poll, which asks the question a different way, found
that 40 percent of voters surveyed selected “moral/ethical values”
as one of their two most important issues in 2004—the same per-
centage as in 1996, when they reelected Bill Clinton.

It’s terrorism, stupid. The most important number in the exit
polls was this: 60 percent of respondents said they trusted Bush to
handle terrorism, while only 40 percent trusted Kerry. You can’t win
a post-9/11 election if only 40 percent of voters trust you to protect
them against terrorists; people may not be happy with the war in
Iraq, but they thought terrorism was the bigger issue.

And freedom. In three national elec-
tions now, the old claim that Social Securi-
ty is the “third rail of American politics” has
been disproved. George W. Bush ran in 2000
on the need for private accounts, Vice Pres-
ident Gore sharply attacked him for his posi-
tion, and Bush won a narrow victory. In 2002
House Minority Leader Dick Gephardt pro-
claimed, “This election is a referendum on
Social Security”—meaning that Democrats
would use the “privatization” issue to defeat
congressional Republicans. Instead, Social
Security reform played a role in the election
of several new senators. In 2004 President
Bush consistently talked about Social Secu-
rity reform in his campaign for reelection,
and Senators Jim DeMint, Tom Coburn, Mel

Martinez, and John Thune supported individual accounts, were
attacked by their opponents, and won.  And that’s no surprise, as
numerous public opinion polls have shown support for private retire-
ment accounts at anywhere from 56 to 70 percent.

Bush said during the campaign, “My opponent is against per-
sonal retirement accounts, against giving patients more control over
their medical decisions through health savings accounts, against pro-
viding parents more choices over education for their children, against
tax relief for all Americans. He seems to be against every idea that
gives Americans more authority and more choices and more con-
trol over their own lives.” The voters chose Bush’s approach to those
issues, and that’s an excellent agenda for the second term.

—David Boaz

W
hat do the election results
tell us about American vot-
ers and the issues of liber-
ty and limited government? 

Incumbents did OK. For the
fourth election in a row, incum-
bents in the House of Representa-
tives won more than 98 percent of
their races. And not only are they
winning consistently, but they're
doing so by wider margins; John
Samples and Patrick Basham report
that incumbency now adds about
11 percent to the vote share of
the average officeholder. The past

three elections constituted the least competitive elections (with
one exception) since 1946. Incumbents bask in taxpayer-funded
offices, websites, mailings, television stu-
dios, and press secretaries, while campaign
finance regulations ensure that few chal-
lengers will have adequate money.

Why didn’t Bush win by more? Election
analysis usually begins with the question of
why President Bush won, and most of the
analysis is partisan, red team/blue team stuff.
But perhaps the more interesting question is
why his victory was so narrow. Yale econ-
omist Ray C. Fair, who has been much cel-
ebrated in the media for the accuracy of his
economic model in predicting presidential
election results, predicted that Bush would
win 57.5 percent of the two-party vote.
Instead, he won only 51.3 percent of the two-
party vote (50.8 percent of the total vote for
president). Why did he run six points behind what the economic
model predicted?

The best explanation would seem to be the Iraq war. By the time
of the election, 52 percent of the voters thought the war was going
badly, and that may have cost Bush a few points.

Did gay marriage boost Bush? Some analysts jumped to the con-
clusion that the 11 state initiatives to ban gay marriage helped Bush
win by drawing more Christian conservatives to the polls. It’s true
that states with such initiatives voted for Bush at higher rates than
other states, but that’s mostly because the bans were proposed in
conservative states. In fact, Bush’s share of the vote rose just slight-
ly less in the marriage-ban states than in the other states. Note also
that 60 percent of respondents in the exit poll said that they sup-
ported either gay marriage or civil unions. And the youngest vot-
ers—the future electorate—supported marriage much more strong-
ly than older voters.

Was it a “moral values” election? A broader claim grew out of
the exit polls showing that more voters chose “moral values” than
anything else as their most important issue. But that claim also fails
careful analysis. Yes, 22 percent of exit-poll respondents chose “moral
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❝Bush said during
the campaign, ‘My
opponent seems to

be against every idea
that gives Americans

more choices and
more control over
their own lives.’❞



allowing workers to invest their
share of Social Security taxes in
private equities can protect the
benefits of current retirees,
give younger workers a high-
er rate of return, and solve
the system’s long-term fis-
cal shortfall. Congress
should think boldly, author
Michael Tanner argues,
and enact a “big
accounts” plan that
allows workers to
divert their full 6.2
percent payroll tax
to the accounts.     

Tax and budget reform
is also featured prominently in the
Handbook. In his first term, President Bush
did little to rein in Congress’s appetite for
spending, but with his reelection secured, he
should have a freer hand to tame a federal
government that is growing out of control.
The tax code is also ripe for reform. Chapter
11 recommends that the Bush tax cuts be
made permanent; that Congress repeal social-
engineering loopholes, the alternative mini-
mum tax, and the estate tax; and that the
income tax be replaced with a consumption-
based tax that is “flat, neutral, and simple.”

Of course, an increased focus on domes-
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T
en years ago, a populist backlash against
Bill Clinton’s big-government schemes
swept a Republican Congress into pow-
er with a mandate to slash federal spend-

ing and implement free-market reforms. The
Cato Institute welcomed the new Congress
by publishing the first edition of the Cato
Handbook for Congress, which the Wash-
ington Post called a “soup-to-nuts agenda to
reduce spending, kill programs, terminate
whole agencies and dramatically restrict the
power of the federal government.”

Now another Republican Congress has
been swept into power, this time led by a
Republican president who has promised major
reforms of the tax code and the Social Secu-
rity system. Cato is proud to publish a new
edition of the Handbook, which has been reti-
tled Cato Handbook on Policy to reflect its
broader focus on the courts and executive
branch policymakers as well as state legisla-
tures. The president’s reelection—with a friend-
ly Congress—gives him a rare opportunity to
leave a lasting legacy, and the newly updated
sixth edition of the Handbook provides him
with a detailed blueprint for reform.

President Bush has said that reforming
Social Security tops his agenda for the 109th
Congress, and the subject is also the first pol-
icy recommendation found in the Handbook.
In Chapter 4, policymakers can learn how

Cato Offers Congress 69 Chapters of Advice
Cato Handbook on Policy

Cato Book
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tic economic reforms should not diminish the
importance of continuing the fight against

terrorists who threaten American
security. Cato’s respected for-
eign policy scholars urge the

United States to redouble its
efforts to hunt down Al Qaeda

operatives, many of whom have
evaded American troops in

Afghanistan and Pakistan. 
Unfortunately, at a time

when the full resources of the U.S.
military are needed to deal with

the threat from Al Qaeda, the Bush
administration has chosen to focus on

a counterproductive war in Iraq. In
Chapter 57, “Iraq and the Persian Gulf:

Getting Out, Staying Engaged,” Christo-
pher Preble urges the Bush administra-

tion to set a firm timeline for the withdraw-
al of American troops from Iraq. 

As the newly elected Congress returns to
Washington to begin its work in January,
Cato will hold events on Capitol Hill to pres-
ent copies of the Handbook to each mem-
ber of the House and Senate. Copies are also
available to the public in bookstores and
online. The full text is available online at
www.cato.org, and paperbound copies are
available for $24.95 from the www.cato-
store.org or by calling 800-767-1241.        ■



President Clinton—emphasized that it is ulti-
mately American consumers who reap the
lion’s share of benefits from the lower prices
made possible by outsourcing.

◆October 14: Some bad ideas never go away.
At a Cato Hill Briefing, “LOST at Sea: Argu-
ments against the Law of the Sea Treaty,”
Cato’s Doug Bandow offered a historical
perspective on a treaty that was put to sleep
but never killed. The treaty was negotiated
by the Carter administration, rejected by
President Reagan, and—supporters say—
fixed by the Clinton administration to remove
its most glaring defects. Yet, so far, Congress
has declined to ratify it. That’s a good thing,
said Bandow, who worked on the treaty as
an aide to President Reagan. The treaty would
do little to enhance the security of American
shipping—which is already protected by
America’s overwhelming naval power—but
it would create meddlesome international
bureaucracies to manage ocean resources at
the expense of American taxpayers. Fred
Smith, president of the Competitive Enter-
prise Institute, argued that property rights,
not overweening global bureaucracies, are
the best way to manage ocean resources.
Frank Gaffney of the Center for Security Pol-
icy warned that, even after the Clinton-era
“fixes,” the treaty has glaring faults.

◆October 14: Nations face a “trilemma” in
choosing their monetary policy. They can
attain any two of the three goals of free cap-
ital markets, fixed exchange rates, and an
independent monetary policy, but they can-
not achieve all three. Most advanced coun-
tries today have opted for free capital mar-
kets and a floating exchange rate, leaving
themselves the flexibility to manage the
domestic macroeconomic environment. In
the keynote address to Cato’s 22nd Annual
Monetary Conference—cosponsored with
The Economist and titled “International
Monetary Reform and Capital Freedom”—
Federal Reserve Governor Ben Bernanke
asserted that most developing countries, espe-
cially China, would benefit from free capi-
tal markets and a floating exchange rate.
Four panels of speakers discussed sovereign
debt crises, exchange rate regimes, “exchange
rate protectionism” in the form of improp-
erly pegged currencies, and the pros and cons

◆October 7: Trade was a hot-button issue
in political campaigns across the country
in 2004. White-collar workers in America
have begun to feel competitive pressures that
were previously limited to their blue-collar
compatriots, creating a populist backlash
against “outsourcing.” At a Cato confer-
ence, “Trade and the Future of American
Workers” cosponsored with The Econo-
mist, journalists, politicians, and trade pol-
icy experts emphasized that outsourcing—
like all forms of free trade—creates wealth
and improves living standards for citizens of
trading countries. Sen. Chuck Hagel (R-NE)
said that technological progress is more to
blame for job dislocations than is trade
and noted that trade and progress have been
causing labor dislocations for centuries. Brink
Lindsey, Cato’s vice president for research,
agreed and pointed out that similar con-
troversies have cropped up repeatedly since
the Great Depression. Economists from both
parties—Gregory Mankiw, chairman of Pres-
ident Bush’s Council of Economic Advisers,
and Martin Baily, who held that post under

of dollarization. Kristin Forbes of the Coun-
cil of Economic Advisers argued that capi-
tal controls amount to “mud in the wheels
of market efficiency.” In his closing address,
Leszek Balcerowicz, president of the Nation-
al Bank of Poland, opined that, on bal-
ance, the adoption of the euro has been a net
benefit for Poland and other EU nations.

◆October 19: Venerable British institutions
such as property rights and the rule of law,
along with the good fortune of being found-
ed at the start of the industrial revolution,
enabled the United States to achieve two cen-
turies of robust economic growth and become
the world’s lone economic superpower. In
his new book, An Empire of Wealth: The
Epic History of American Economic Pow-
er, John Steele Gordon discusses those and
other sources of America’s stunning eco-
nomic success. At a Cato Roundtable Lun-
cheon, he argued that Alexander Hamilton,
not Thomas Jefferson, was the man most
responsible for America’s prosperous com-
mercial society and that wars helped spur
American ingenuity. Those provocative claims
generated vigorous debate among the jour-
nalists and scholars in attendance.

◆October 20: The latest skirmish in the eso-
teric battle over digital technology and copy-
right law concerns the Induce Act, which
would sanction anyone who “intentionally
aids, abets, induces, or procures” another to
infringe copyrights. At a Policy Forum, “The
Next Big Thing in Copyright? The Induce
Act and Contributory Liability,” David
Green of the Motion Picture Association
of America argued that the act is necessary
to combat the rampant music piracy found
on the Internet. Mitch Glazier of the Record-
ing Industry Association of America con-
curred and added that the Induce Act is part
of a larger effort to rid the Internet of evils
such as child pornography. Gigi Sohn of Pub-
lic Knowledge said that the Induce Act is
overly broad and that its real purpose is to
strengthen the content industry’s strangle-
hold on the future evolution of distribution
technologies. Markham Erickson of Net-
Coalition warned that the approach of the
Induce Act is doomed to failure because the
Internet’s fundamental architecture facili-
tates free copying of data. The overly broad

Cato Events

Conferences on Trade, Money, Defense
Plus new books on American economic history, Africa, and global warming
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Robert Guest of The Economist, winner of the 2004
Bastiat Prize for Journalism, discusses his new book,
The Shackled Continent, at a November 17 Book
Forum.

Former secretary of defense Robert S. McNamara
(left) talks with climatologist Patrick J. Michaels after
a November 18 Book Forum for Michaels’s book
Meltdown.



language of the act could expose every Inter-
net service provider to liability for the illic-
it copying activities of its users, he said.

◆October 22: It is unlikely that there will
ever be unanimity on the war in Iraq—among
libertarians or among Americans more broad-
ly—but at a Cato conference, “Lessons from
the Iraq War: Reconciling Liberty and Secu-
rity,” leading libertarians and others debat-
ed the wisdom, propriety, and consequences
of the occupation. Columnist Deroy Mur-
dock kicked off the argument for the pro-
war side by cataloging Saddam Hussein’s
terrorist ties, most of which, his critics point-
ed out, occurred years before September 11,
2001, or were with groups that had non-
American targets. Shibley Telhami of the
Brookings Institution argued that the war
has failed in its stated objectives and has
instead brought chaos to Iraq, thereby mak-
ing the country more hospitable to terror-
ists. Indeed, Cato’s Patrick Basham warned,
Iraq’s political culture is probably too prim-
itive to support democracy in the near future.
Ronald Bailey of Reason magazine called
for the revival of the Reagan doctrine, under
which the United States supported armed
insurgents in an effort to topple despotic
regimes. Cato’s Chris Preble countered
that the United States should focus on pro-
tecting Americans on American soil and
should not drag American soldiers and Amer-
ican taxpayers into distant wars with little
relevance to American national security. Ted
Galen Carpenter, Cato’s vice president for
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defense and foreign policy studies, empha-
sized that war and big government go hand
in hand. A commitment to limited govern-
ment at home, he concluded, must be cou-
pled with a restrained foreign policy abroad.

◆October 26: Pending legislation in Congress
to standardize state drivers’ licenses will cre-
ate a de facto national ID card, charged for-
mer representative Bob Barr (R-GA) at a Cato
Hill Briefing, “Would a National ID Make
Us Safer or Just Less Free?” Not only would
standardized licenses be a serious threat to
privacy, Barr argued, but they are complete-
ly unnecessary to fighting terrorism. The weak
link in stopping terrorists is the visa process,
he contended, not flaws in domestic identifi-
cation systems. Cato’s Jim Harper pointed
out that, because terrorists blow themselves
up only once, risk assessment techniques are
unlikely to be an effective way to catch or
deter terrorists. Moreover, he said that a “check-
point society” would require extensive gov-
ernment data collection to have any hope of
identifying terrorists. Such a massive govern-
ment database of innocent American citizens
would be un-American and unconstitution-
al, he charged.

◆October 26: Voter ignorance poses serious
challenges for democratic governance, argued
Ilya Somin of George Mason University,
author of a recent Cato study on the topic.
At a Cato Policy Forum, “What’s Wrong
with the Voters?” Somin pointed out that,
because one person’s vote will almost nev-
er determine the outcome of an election, there
is little incentive for voters to become well
informed about the issues. As a result, most
voters are “rationally ignorant” of even basic
information about the political process. That,
in turn, makes voters susceptible to political
manipulation and makes it easier for special
interests to take advantage of the political
process for personal gain. Because the elec-
torate has so little direct control over the
behavior of governments, Somin advocated
federalism and limited government as means
of limiting the damage that poorly moni-
tored governments can do. Cato’s John Sam-
ples critiqued the conventional wisdom that
voter turnout is being depressed by large
campaign contributions and negative adver-
tising. To the contrary, he argued, campaign

spending often includes get-out-the-vote
efforts, and negative advertising can give vot-
ers information critical of incumbents, there-
by increasing electoral competitiveness.

◆October 28: At a Cato Policy Forum, “Iran's
Nuclear Program: Isolation, Engagement, or
Acceptance?” experts debated the emerging
threat of a nuclear-armed Iran. Joseph Cir-
incione of the Carnegie Endowment for Inter-
national Peace argued that, if Iran became a
nuclear power, neighboring states would feel
an increased pressure to follow suit. That,
he said, would undermine the moral force
of the world’s nonproliferation regime. He
urged the White House to deal directly with
the Iranian government and to offer car-
rots as well as sticks in exchange for Iranian
cooperation. Peter Brookes of the Heritage
Foundation warned that a nuclear Iran could
spark a nuclear arms race, with Saudi Ara-
bia, Syria, and other Middle Eastern pow-
ers acquiring nuclear capabilities. Cato’s Ted
Galen Carpenter cautioned that there might
be no realistic way to deter Iran from acquir-
ing nuclear weapons. The war in Iraq has
demonstrated the folly of preventive war-
fare, he argued, and less aggressive means
are unlikely to be effective deterrents. The
United States should prepare for the possi-
bility that Iran will become a nuclear pow-
er and focus its energies on ensuring that Iran
doesn’t give a nuclear weapon to terrorists.

◆October 28–31: At the fall Cato Univer-
Continued on page 6

Joseph Cirincione discusses a new report on nuclear
nonproliferation at an October 28 Cato Policy Forum
on dealing with Iran’s nuclear program.

Cato vice president Ted Galen Carpenter talks to a
journalist about nuclear proliferation after Cato’s
October 28 Forum.



sity seminar in Quebec City, “The Art of
Persuasion: Skills for Everyone,” partici-
pants learned how to use persuasive skills to
win converts rather than simply win argu-
ments. Dan Griswold, director of Cato’s Cen-
ter for Trade Policy Studies, discussed how
libertarians could most effectively commu-
nicate the ideas of liberty to people of faith.
Policy analyst Will Wilkinson pointed out
that people are more often persuaded by the
perception of common values than by ration-
al argument. Cato senior editor Gene Healy
offered tips on effective writing for an op-
ed or a letter to the editor. Other speakers
included columnist Deroy Murdock; Cana-
dian MP Monte Solberg; and Donald
Boudreaux, chairman of the Economics
Department at George Mason University.

◆October 29: Raising labor productivity is
the key to lifting poor countries out of pover-
ty, argued author William Lewis, former
director of the McKinsey Global Institute,
at a Cato Book Forum for The Power of
Productivity: Wealth, Poverty, and the
Threat to Global Stability. Legal and cul-
tural hurdles that prevent the efficient allo-
cation of labor and capital are most to blame
for the plight of poor countries, he contended.
A crucial factor is the ability of efficient firms
to expand and drive inefficient firms out of
business. Also important, he argued, is a tax
system that doesn’t drive entrepreneurs into
the black market with high taxes and red
tape. Robust economic growth requires reduc-
tions in government spending to avoid stran-
gling the fragile private sector, he said. Simon
Johnson of MIT’s Sloan School of Manage-
ment argued that deregulation is key to
spurring economic growth in developing
countries. He agreed with Lewis that many
poor countries impose unsustainable tax bur-
dens to fund their generous welfare states.

◆November 5: Recent months have seen an
explosion of “spyware,” software that covert-
ly installs itself on PCs in order to deliver ads
or collect personal information. As the prob-
lem has grown, Congress and federal regu-
lators have become increasingly interested.
But at a Cato Hill Briefing, “Here We Go
Again: Congress Attempts to Outlaw Spy-

ware,” Federal Trade Commissioner Orson
Swindle argued that legislation would be pre-
mature. Congress and legislatures should
give the private sector an opportunity to deal
with the problem, he said. Jim Harper, direc-
tor of information policy studies at the Cato
Institute, asserted that current laws against
fraud and trespass give regulators plenty of

authority to prosecute the worst offenders.
Moreover, he warned, a poorly crafted law
could stifle innovation for years to come. 

◆November 9: Choosing a helicopter fleet
for the president ought not be a political
process. In practice, the competition to build
the new Marine One has proven to be high-
ly controversial. Two coalitions of defense
contractors, each with substantial American
contingents, have placed bids for the con-
tract. Each has sought to portray the other
as less American. At a Cato Policy Forum,
“Marine One: Buy the Best or Just Buy Amer-
ican?” defense experts debated the merits of
the two proposals and the broader impli-
cations of the decision. Dan Griswold, direc-
tor of Cato’s Center for Trade Policy Stud-
ies, said that American manufacturing is in
no need of coddling and urged the adminis-
tration to make the decision strictly on the
basis of merit. Marine One, he claimed, is
so important that we should acquire the best
helicopter money can buy. Former senator
Malcolm Wallop agreed. He noted that every-
one working on a presidential helicopter will

need a high level of security clearance, mean-
ing that foreigners won’t be eligible to do
most of the work regardless of which bid-
der wins the contract. William Hawkins of
the U.S. Business and Industry Council coun-
tered that maintaining a healthy defense
industry is vital to national security and that
procurement from foreign contractors would
undermine American research and develop-
ment and effectively subsidize the mili-
taries of foreign countries.

◆November 10: Cato senior fellow Robert
A. Levy takes on abuse of the legal system
in Shakedown: How Corporations, Gov-
ernment, and Trial Lawyers Abuse the
Judicial Process. At a Cato Book Forum,
he focused on two of the most egregious
examples: antitrust law and extortion through
the tort system. Antitrust law, he argued, has
become a system of corporate welfare for
market losers, allowing companies that fail
in the marketplace to impede and extort
money from their more successful com-
petitors. It relies on a static view of the mar-
ket, he said, and is applied haphazardly and
often retroactively. As a result, companies
have no way to predict what conduct may
be deemed anti-competitive after the fact and
therefore no choice but to become involved
in the political process in self-defense. Levy
also blasted the treatment of unpopular indus-
tries—especially cigarette and gun manu-
facturers—by avaricious attorneys general
and their trial lawyer hired guns. They have
adopted a strategy of legal harassment, he
argued, using the deep pockets of the states
to finance a campaign designed to force com-
panies to settle. However, Levy cautioned,
respect for the principle of federalism coun-
sels against federal preemption of state tort
law. Walter Olson of the Manhattan Insti-
tute agreed with Levy’s criticism of the out-
of-control legal system but argued that the
Constitution gives Congress ample author-
ity to enact comprehensive tort reform.

◆November 17: It is depressing to note, as
The Economist’s Robert Guest did in a Cato
Book Forum, that Africa is the only conti-
nent that has gotten poorer over the last quar-
ter century. In The Shackled Continent:
Power, Corruption, and African Lives, he
describes how the kleptocracies of that suf-
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Former senator Malcolm Wallop argues at a Novem-
ber 9 Policy Forum that the Pentagon should buy a
new Marine One helicopter from the most efficient
supplier, even if that company is not American.



fering continent managed to make a poor
population even poorer by systematically sti-
fling citizens’ productive activities. On a sin-
gle day’s travel across the continent, he said,
he encountered 47 roadblocks run by police
officers seeking bribes. In Zimbabwe, Pres-
ident Robert Mugabe wins his own nation-
al lottery. In other African nations, farmers
are forced to walk miles to fortified cities
each night to avoid being raped, beaten, and
robbed by roving gangs. Things are improv-
ing, Guest said, but at a painfully slow rate.
Cato’s Marian Tupy emphasized that the
development of property rights and the rule
of law is crucial to lifting the continent out
of poverty.

◆November 17: At a Roundtable Luncheon
for journalists and think tank scholars, David
Henderson of Westminster Business School
discussed his new book, The Role of Busi-
ness in the Modern World. He argued that
the demand for “corporate social responsi-
bility” is the latest attempt to replace the free
market with political direction of business
and that it threatens the widespread pros-
perity that globalization is bringing to more
and more of the world.

◆November 18: The mainstream media reg-
ularly predict the end of the world. Rising
temperatures, we read and hear, will lead to
rising sea levels, hurricanes, tornadoes,
droughts, species extinctions, and—just pos-
sibly—a new ice age. But as Cato senior fel-
low Pat Michaels argued at a Cato Book
Forum for his new book, Meltdown: The
Predictable Distortion of Global Warm-
ing by Scientists, Politicians, and the Media,
news of the world’s demise is greatly exag-
gerated. The reality is more mundane, he
said: the temperature will rise about a degree
over the next century, and that may require
human beings to make modest adjustments.
He charged that journalists looking for a
dramatic story have consistently overhyped
the threat. He described how the New York
Times, reporting on open water at the North
Pole, incorrectly claimed that it was the first
occurrence in 50 million years, when in fact
it is a relatively common occurrence. The
increase in tornadoes, he explained, is due
to better detection equipment, which has
allowed meteorologists to detect smaller tor-

nadoes than was possible in past decades.
Harvard astrophysicist Sallie Baliunas praised
Michaels’s book, as did the Competitive
Enterprise Institute’s Marlo Lewis, who argued
that government funding is corrupting the
objectivity of scientific research.

◆November 29: When Cato held a Policy
Forum, “Is the Baseball Deal a Strikeout
for D.C.?” to debate the merits of govern-
ment subsidies for a proposed baseball
stadium in the District of Columbia, none
of the invited supporters of the idea showed
up. A panel of scholars from across the polit-
ical spectrum, however, roundly denounced
the plan, which would line the pockets of
Major League Baseball’s owners to the tune
of half a billion dollars. D.C. Council mem-
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ber David Catania, a
Republican turned Inde-
pendent, predicted that
the stadium would be
much more expensive
than the official esti-
mate of $440 million
and said that the Dis-
trict couldn’t afford
to take on hundreds of
millions of dollars more
in debt. Ed Lazere, exec-
utive director of the left-
leaning D.C. Fiscal Pol-
icy Institute, argued that

the stadium deal gives baseball virtually
all the benefits from the new stadium, while
the D.C. government assumes most of the
costs and all of the risks. It’s hard to imag-
ine a worse deal for D.C. taxpayers, he said.
Scott Wallsten of the American Enterprise
Institute agreed, characterizing it as a “sweet-
heart” deal for Major League Baseball. Brad
Humphreys, a professor at the University
of Illinois and coauthor of a Cato study
on the stadium deal, debunked the mayor’s
claim that the deal would have economic
benefits. The stadium, Humphreys argued,
would at best redirect economic activity
away from other parts of the city toward
businesses near the stadium. The net eco-
nomic effect would be neutral, if not nega-
tive, he concluded.                                    ■

Cato senior fellow
Robert A. Levy (right)
argues that tort law is

being abused by corpo-
rations, trial lawyers,
and governments but
that the Constitution
gives the federal gov-

ernment no authority to
regulate state tort law.
Commenting on Levy’s
book Shakedown at a

November 10 Book
Forum, Manhattan

Institute senior fellow
Walter Olson finds
ample evidence in

Cato’s pocket Constitu-
tion that the federal

government does have
such authority.



pretty stark choices, far starker than I think
most of our policymakers understand. Free
trade, fair trade, does not guarantee peace or
stability, but it is one of the few verifiable,
accountable paths to stability and security.

This is not the time to retreat from our
commitment to free trade and market economies.
This is a time to engage more than we have
ever engaged with the rest of the world.

Harris Miller: The Information Technology
Association of America was very pleased
to publish in 2004 a major study that we did
in conjunction with an organization called
Global Insight. Prof. Lawrence Klein, a Nobel
Prize–winning macroeconomics professor,
led the study, along with Nariman Behravesh,
also a well-known global macroeconomics
expert. We asked Global Insight to try to
answer the questions: What is the impact of
offshoring on U.S. jobs? Is it true that this is
leading to a decline in the U.S. workforce?

In fact, what the study showed is that,
in 2003, because of the global sourcing
of IT work, approximately 90,000 more
jobs were created in the United States, and
the study projects that by 2008 more than
300,000 new jobs will be created in the
United States because we are using a glob-
al sourcing model for IT.

With regard to the second issue, maybe
more jobs are being created—but they are
lower-paying jobs, right? That’s what we keep
hearing. Again, the study shows that that is
a myth. Workers, real wages have actually
increased as a result of the global sourcing
model and will continue to do so. Real wages
were .13 percent higher in 2003 and are expect-
ed to be .44 percent higher in 2008 than they
would have been without outsourcing. Not
a huge pay raise, but, nevertheless, it shows
that the idea that somehow global competi-
tion has an overall deleterious effect on U.S.
workers’ wages is just flat-out wrong.

Brink Lindsey: I would like to make a few
points to try to put the offshoring issue in the
broader context of anxiety about job losses. 

Number one, job churn is a fact of life in
a dynamic market economy. Every time you
hear Lou Dobbs say that company X has
shut down a factory or has relocated a fac-
tory overseas or that it has moved some oper-
ations to India, that tells you nothing about

somebody came up with a stone wheel. Now,
that was a very stupid idea, because the wheel
displaced workers. It took jobs away from
people. It would probably end whatever civ-
ilization there was at that time.

Well, it didn’t. And from that stone wheel
things progressed and developed to where we
are today. And what’s the lesson here? The
lesson is that, as you develop productivity in
technology and new ideas, you enhance
economies, you enhance job prospects, and
you enhance the ability to create better jobs.

I see a very dangerous protectionist streak
developing in the Congress, in both parties,
in the country. You can’t have it both ways.
You can’t espouse free, fair, open trade and
then say, well, I’m not sure about my oranges,

or my beef, or my sugar beets; that’s differ-
ent. You can’t say, we want the Europeans’
and the Asians, jobs here, we want Toyota
and Honda and Airbus, but we don’t want
to outsource jobs to India.

Take any trade treaty—take all the trade
treaties of the last 55 years: America has
prospered more than any other nation in the
world as a result of those trade regimes. Have
there been problems? Of course. Trade is not
a guarantee. Trade is an opportunity. But if
we undo the trade regimes that we worked
so hard to build over the last 55 years, that
will make for a far more dangerous world
than we have today.

The world now is presented with some

O
n October 7, the Cato Institute and
The Economist held a conference,
“Trade and the Future of American
Workers,” in Cato’s F. A. Hayek

Auditorium. Speakers included Sen. Chuck
Hagel (R-NE); Harris Miller of the
Information Technology Association of
America; Brink Lindsey, former director of
Cato’s Center for Trade Policy Studies and
now vice president for research; and Roger
W. Ferguson Jr., vice chairman of the
Federal Reserve Board. Excerpts from
their remarks follow.

Chuck Hagel: One of the great successes of
America since World War II has been our
leaders’ realization that we have common
interests with the rest of the world. Hence,
the development of coalitions of common
interest: the General Agreement on Tariffs
and Trade, which is now the World Trade
Organization; NATO; the United Nations;
the World Bank; the International Monetary
Fund; and dozens of multilateral institutions.

Leadership in the global economy is
absolutely critical for America’s survival.
America’s economic security and prosper-
ity cannot be separated from global eco-
nomic leadership. Free trade promotes sta-
bility and democracy everywhere by encour-
aging business and investment practices
that contribute to more open societies across
the globe.

Countries that trade with each other usu-
ally don’t send armies across each other’s
borders. America’s leadership in free trade, our
leadership in helping countries develop, reduces
America’s security commitments abroad. Very
simply put, it means we have to put fewer mil-
itary divisions in other nations and therefore
less money in our security budget.

Why? Because it’s a fostering of devel-
opment; which brings security; which brings
stability; which brings responsible, open,
transparent governance. Which brings mar-
ket economies.

Meeting the demands of a global econo-
my requires maintaining America’s leadership
in free trade, expanding programs to retrain
workers who lose their jobs, and educating
the next generation of Americans about what
it will take to compete in a more competi-
tive global economy.

Let’s talk about productivity. Long ago,

Trade and the Future of American Workers
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from our commitment to free trade and market
economies. This is a time to engage.”



time we have a temporary job shortage, smart
people concoct theories for why the tempo-
rary job shortage isn’t temporary: It’s actu-
ally the dawn of a grim new era of permanent
job shortages.

In the 1930s, “secular stagnation.” In the
1960s, the automation crisis. Computers would
do everything and we wouldn’t have anything
to do. In 1981, de-industrialization, the hol-
lowing out of the manufacturing sector, the
decline of the middle class, the undermining of
the American manufacturing base. In 1991,
the giant sucking sound and the downsizing of
America. These policy bubbles emerge, pre-
dictably, with each economic downturn, but
they have a long lag time. It takes quite a while
for the bubble to burst. You might not remem-
ber that the New York Times made a big splash
with a seven-part series on the downsizing of
America in 1996, right in the middle of the rol-
licking Clinton-era boom.

And once again, now, we’ve had an eco-
nomic downturn and we are once again gnash-
ing our teeth about the possibility that we
have run out of good jobs in this country.

Notwithstanding my last point, things are
different this time. History doesn’t repeat itself.
To some extent, we are in unprecedented cir-
cumstances. We have deep-seated structural
differences, so that the pace of job churn may
be increasing. A political scientist at Yale,
Jacob Hacker, has found a big increase in
income volatility today compared with three
decades ago. We certainly have ongoing struc-
tural change in the nature of what makes our
economy go and the structure of the job mar-
ket in this country.

Frank Levy of MIT has drawn a distinc-
tion between rules-based jobs and face-to-face
jobs. Rules-based jobs are ones that can be
reduced to a set of preestablished procedures;
you can write down on paper what that job
consists of. Face-to-face jobs are either ones
that require a physical presence or are so com-
plex that you can’t specify in advance exact-
ly what the job entails.

All rules-based jobs have a bull’s eye on them
these days in the American economy. If you can
specify exactly what the job entails, then the odds
are that, before too long, either you will be able
to find an Indian or a Chinese to do it more cheap-
ly or you’ll figure out a way to get computers to
do it more cheaply. And so we are definitely shift-

some way to do its business at a lower cost.
In other words, to improve its productivity.
And that would generate benefits that ripple
throughout the economy. But at the same time
some people would lose their jobs.

We need to confront the fact that automa-
tion and technological innovation generally
dwarf outsourcing as a source of job churn.
Go back as far as you want and you can see
a seemingly endless stream of jobs eliminat-
ed by technological innovation: longshore-
men put out of work by containerized ship-
ping, telephone operators put out of work by
computerized switching, factory workers put
out of work by robots, bank tellers put out
of work by automatic teller machines, recep-
tionists put out of work by voicemail.

Now, the Europeans don’t have this dou-
ble standard. They understand that competi-
tion of any variety poses a threat to existing
employment. And they have grasped that net-
tle and enacted a whole gamut of policies
designed to make it very difficult to get rid of
existing workers. So they put their money
where their mouth is. And as a result, they
have double-digit unemployment and virtu-
ally stagnant private-sector job creation.

Point number three, concerns about run-
ning out of jobs are nothing new. Every time
we have a recession we have a temporary job
shortage. There is a growing gap between the
number of people who want jobs and the
number of jobs available. And virtually every

the overall state of the U.S. economy. Those
anecdotes don’t demonstrate any kind of
problem with American economic health.
They demonstrate business as usual in a con-
stantly changing American economy.

Between 1993 and 2002, total U.S. employ-
ment went up by about 18 million jobs. Dur-
ing the same decade, we created 328 million
jobs and eliminated 310 million. So during
the boom time of the 1990s, roughly 30 mil-
lion jobs a year were destroyed. About half
of those were seasonal jobs that had actu-
ally been created that year. So when you’re
looking at layoffs, it’s about 15 million lay-
offs a year, even in good times.

Where does outsourcing fit in that pic-
ture? Outsourcing is a red herring when
you’re looking at major sources of job churn
in the U.S. economy. The Bureau of Labor
Statistics recently did a survey of mass lay-
offs and found that 2.5 percent or so were
attributable to moving jobs overseas. So if
you completely eliminate outsourcing, you’ve
still left 97.5 percent of layoffs unaddressed.

Number two, we have a double standard
when it comes to job losses. Consider a hypo-
thetical company that is looking at ways to
cut costs in some back office function, say
managing payroll. It has two basic options.
Option one is to ship the job off to India, to
outsource it to some firm that manages pay-
roll and transmits the data back electronical-
ly for 50 percent cost savings on net.

Option two is to computerize the job—
bring in some new hardware and bring in a
few computer technicians, at a net 50 percent
cost savings. So if the company chooses option
two and computerizes it, everybody says, Yay!
That’s progress in action. The information
revolution marches on. We’ve gotten leaner
and meaner. We’re increasing productivity.
That’s the basis for higher living standards in
the long run. Yes, some people just lost their
jobs, but that’s the price you have to pay.
We all know that technological progress caus-
es some jobs to become obsolete. But in the
long run, technological progress produces
more opportunities than it eliminates.

But if the company chose the first option—
well, that company would end up on Lou
Dobbs Tonight as a Benedict Arnold compa-
ny that’s “exporting America.” And yet, in
both cases the company would be doing pre-
cisely the same thing. It would be figuring out

❝Workers’ real wages have actually increased as a result of the
global sourcing model and will continue to do so.❞
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ing away from certain types of employment and
toward new types of employment. And that
entails all kinds of challenges for various aspects
of economic and social policy.

These are serious issues, and they need seri-
ous attention and creative policy responses.
But blaming everything on outsourcing and
pretending that the churn and challenges of a
dynamic and changing market economy would
just go away if we went back to some mythi-
cal Fortress America are a distraction from the
real challenges we face. And that really is the
final burden of such demagoguery. Not only
does demagoguery lead us and tempt us to do
the wrong thing, but, maybe even worse, it
takes our eye off the ball so that we aren’t pay-
ing attention to doing the right thing.

Roger Ferguson: As you know, finding over-
whelming agreement among economists on issues
is difficult, but free trade is an exception. So what
accounts for the apparent deterioration in pub-
lic support for free trade over the past five years?
The widening of the U.S. trade deficit may
have exacerbated concerns about the country’s
international competitiveness. More important,
some observers have blamed overseas competi-
tion for the job losses associated with the eco-
nomic slowdown earlier in this decade. 

Without solid public support for free
trade, achieving continued progress in reduc-
ing protectionist barriers, both at home
and abroad, may become more difficult.

The public likely has a reasonably good
grasp of the benefits of free trade. It is the
perceived drawbacks to international trade that
probably account for the ambivalence indi-
cated in opinion surveys. Some of those fears
may be overstated—for example, the claim
that imports lower aggregate employment. But
other concerns cannot be dismissed out of
hand—especially the claim that trade leads to
disruptions for some workers. Balancing the
pain for a few against the lasting gains for the
economy as a whole, economists generally view
the latter as outweighing the former, but it is
admittedly difficult for many individuals in
American society to share that assessment.

Rather than arguing the merits of inter-
national trade in the abstract, advocates of
free trade might gain more traction by argu-
ing against concrete examples of protection-

❝Trade actions, while sometimes protecting some American workers
in import-competing industries, often invite the threat of 

foreign retaliation.❞
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ism. Consider several related and highly egre-
gious consequences of protectionist actions:

First, by raising the cost of goods that
are inputs for other producers, import
barriers may destroy more jobs in so-
called downstream sectors than they
save in protected sectors. According to
one study, the 2002 steel safeguard pro-
gram contributed to higher steel prices
that eliminated about 200,000 jobs in
steel-using industries, whereas only
187,500 workers were employed by
U.S. steel producers in December 2002. 

Second, trade protection may lead to
very large payouts to a small number

of producers and hence is often
inequitable. Any time a product receives
import protection, of course, a rela-
tively small number of domestic pro-
ducers receive benefits—through high-
er prices—at the cost of all domestic
consumers. On top of that, a dispro-
portionately small number of sectors,
and often a disproportionately small
number of firms within a sector, tend
to enjoy the gains from protection. For
example, more than one-half of the
antidumping and countervailing duty
orders in place as of August 2004 were
on iron- and steel-related products alone;
by contrast, iron and steel producers

account for less than one-half of 1 per-
cent of total private nonfarm employ-
ment. As another example, according
to a 1993 General Accounting Office
study, 42 percent of the benefits to grow-
ers from sugar protection went to just
1 percent of growers. Although Amer-
icans favor policies designed to help the
small farmer, much larger enterprises
are also benefiting from agricultural
trade protection. 

The disturbingly inequitable distribution of
the benefits of protectionism is exacerbated
under current law by provisions allowing
antidumping and countervailing duties to be
disbursed to the companies that petitioned for
the duties. Those provisions, which have been
ruled illegal by the WTO, lead to protected
producers being rewarded twice: once through
the higher prices stemming from the trade pro-
tection and again through the disbursal of the
higher duties paid by importers. The distribu-
tion of those payouts has been extremely skewed:
In fiscal year 2003, a single firm received more
than one-fourth of the $190 million in coun-
tervailing and antidumping duties that were
distributed to U.S. firms.

Import quotas (as opposed to tariffs) raise
a third concern about trade protection. By
restricting the supply of certain types of imports
into the United States, quotas may benefit
those foreign producers who retain the right
to sell to U.S. markets by raising the prices of
their goods. For example, one study found
that, of the $8.6 billion in net welfare costs
induced by the Multi-Fiber Agreement, which
restricts textile and apparel imports, about $6
billion accrued to those foreign producers who
were allotted shares of the import quotas.
Surely, many Americans would cease to
support certain types of import protections if
they knew that such actions were propping
up the profits of foreign producers.

Finally, we must not forget that trade
actions, while sometimes protecting some
American workers in import-competing
industries, often invite the threat of foreign
retaliation that would hurt American work-
ers in export industries. For example, after
the imposition of steel safeguard duties in
March 2002, eight of our trading partners
initiated safeguard investigations of their
own on steel imports. Given the impor-
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Roger Ferguson: “Rather than arguing the merits of
international trade in the abstract, advocates of free
trade might gain more traction by arguing against
concrete examples of protectionism.”



ing or safeguard actions—could lead to a de
facto rollback in the overall degree of free
trade even without a concerted shift in nation-
al policies.

Thus, it is crucial to maintain public pres-
sure for free trade. It is important to contin-
ue to educate the public and create a politi-
cal environment supportive of free trade as
well as to implement policies that foster sta-
bility and economic growth. ■

January/February 2005  Cato Policy Report • 11

tance of export markets to the most dynam-
ic areas of U.S. manufacturing, we cannot
afford to jeopardize them by inviting for-
eign barriers to our products.

In conclusion, I think it unlikely that we
will see a marked global reversal of trade lib-
eralization on the order of the restrictions
enacted in the 1930s. Policymakers have gen-
erally learned the lessons of that destructive
episode. Nevertheless, it is not inconceivable

that progress in dismantling trade barriers
could stall. Many of the easiest negotiations—
such as those on lowering tariffs—have already
taken place. More ambitious and intrusive
trade liberalizations, which often involve dis-
mantling barriers to internal competition or
cherished systems of domestic subsidies, may
not have the necessary public support. It is
also possible that a multiplicity of narrow,
targeted trade actions—such as antidump-

C
ato senior fellow Randy Barnett argued
the case of Raich v. Ashcroft before the
Supreme Court on November 29. The
case involves the right of California res-

idents to use marijuana for medical purpos-
es under California law and whether the fed-
eral government can prosecute such patients
under federal law.

Barnett, a law professor at Boston Uni-
versity and author of Restoring the Lost Con-
stitution: The Presumption of Liberty, began
by telling the Court: “The first point is that
the activity involved here is wholly intrastate
and noneconomic in nature. The second point
is that regulation of this activity is not essen-
tial to a broader regulatory scheme.” 

The Cato Institute was involved in the
case in a second way. It submitted an ami-
cus curiae brief by Douglas Kmiec, a lead-
ing conservative legal scholar who served as
assistant attorney general of the United States
during the administrations of Presidents
Ronald Reagan and George Bush. Kmiec
argues that deciding for the plaintiffs Angel
Raich and Diane Monson would be square-
ly within the precedents set by the landmark
1942 case of Wickard v. Filburn—which
substantially broadened Congress’s power
under the Commerce Clause but neverthe-
less limited it to economic activity—and the
more recent Lopez and Morrison cases, in
which the Rehnquist Court limited Con-
gress’s power under the Commerce Clause
for the first time since the New Deal. Uphold-
ing the prosecution of home-grown medical
marijuana cultivation, Kmiec argued, would
go beyond those precedents and grant Con-
gress effectively unlimited power over all
aspects of American society, since virtually
any activity has some tenuous connection
with commerce.

Cato scholars have weighed in on fed-

eralism and medical marijuana before.  In
1997 Roger Pilon testified before Congress
that the Clinton administration’s attempt to
override state initiatives was “a blatant effort
by the federal government to impose a nation-
al policy on the people in the states in ques-
tion, people who have already elected a con-
trary policy. Federal officials do not agree
with the policy the people have elected; they
mean to override it, local rule notwith-
standing.” Two years later David Boaz told
a House committee that “Congress and the
administration should respect the decisions

of the voters in Arizona and California; and
in Alaska, Nevada, Oregon, and Washing-
ton, where voters passed medical marijua-
na initiatives in 1998.”

In 1996, 56 percent of California voters
approved the Compassionate Use Act, which
permitted seriously ill patients, under the super-
vision of a doctor, to use marijuana for med-
ical purposes. Proponents of medical cannabis
cheered, but their jubilation was short-lived,
as federal officials made it clear that, regard-
less of state law, they would prosecute medical
marijuana users under federal law.

California residents Angel Raich, who suf-
fers from a brain tumor, and Diane Monson,
who has a degenerative spine disease, struggled
for years with conventional medicine to control
the pain, but prescription medications had too
many side effects. They found that marijuana is
an effective pain treatment with minimal side
effects. Fearing federal prosecution, they sued the
federal government for the right to use the
medicine they need to cope with their pain.

The lawyer who agreed to represent them
in the case was Randy Barnett. Last year, the
Ninth Circuit Court of Appeals sided with
the women, and the Supreme Court agreed
to hear the case. On November 29 Barnett
told the justices that the power granted to
Congress by the Constitution to “regulate
interstate commerce” was never meant to
apply to an activity like growing marijua-
na for medicinal use. After all, he noted,
growing marijuana for personal medical use
is a noncommercial activity that occurs entire-
ly within the state of California. Moreover,
because California law still bans selling, trans-
porting, or distributing marijuana, Raich
and Monson’s medicinal use of marijuana
will have no effect on interstate commerce.
The Court is expected to rule in the spring
of 2005. ■

Randy Barnett and plaintiff Diane Monson meet the
press after the Supreme Court argument on medical
marijuana and federalism.

Barnett Urges Court to Uphold Federalism
Medical marijuana case could limit or expand federal power



❝Marx’s theory of human nature, like Kim Jong Il’s theory of pine 
needle tea, is a biological fantasy, and we have the corpses 

to prove it.❞

no basis in biology and may heighten some
of the tensions they are meant to relax. A
great deal of the animosity toward free
trade, to take a different example, depends
on economically and morally inappropri-
ate coalitional distinctions between workers
in Baltimore (us) and workers in Bangalore
(them). Positively, free trade is laudable for
the way it encourages us to see members
of unfamiliar groups as partners, not ene-
mies.

We Are Hierarchical 
Like many animals and all primates,

humans form hierarchies of dominance. It
is easy to recognize social hierarchies in
modern life. Corporations, governments,
chess clubs, and churches all have formal
hierarchical structures of officers. Infor-
mal structures of dominance and status
may be the leading cause of tears in junior
high students. 

The dynamics of dominance hierarchies
in the EEA was complex. Hierarchies play
an important role in guiding collective efforts
and distributing scarce resources without
having to resort to violence. Daily affairs
run more smoothly if everyone knows what
is expected of him. However, space at the
top of the hierarchy is scarce and a source
of conflict and competition. Those who com-
mand higher status in social hierarchies have
better access to material resources and mat-
ing opportunities. Thus, evolution favors
the psychology of males and females who
are able successfully to compete for posi-
tions of dominance.

Living at the bottom of the dominance
heap is a raw deal, and we are not built to
take it lying down. There is evidence that
lower-status males naturally form coalitions
to check the power of more dominant males
and to achieve relatively egalitarian distri-
bution of resources. In his book Hierarchy
in the Forest, anthropologist Christopher
Boehm calls those coalitions against the pow-
erful “reverse dominance hierarchies.”

Emory professor of law Paul Rubin use-
fully distinguishes between “productive”
and “allocative” hierarchies. Productive
hierarchies are those that organize coop-
erative efforts to achieve otherwise unat-
tainable mutually advantageous gains. Busi-
ness organizations are a prime example.

nature is not easy material to work with. 
There is a rapidly expanding library of

books that try to spell out the moral, polit-
ical, and economic implications of evolu-
tionary psychology. (The Origins of Virtue
by Matt Ridley, Darwinian Politics by Paul
Rubin, and The Company of Strangers by
Paul Seabright are good ones.) Below is a
short tour of just a few features of human
nature emphasized by evolutionary psy-
chologists that highlight the challenges of
developing and sustaining a modern mar-
ket-liberal order. 

We Are Coalitional
The size of hunter-gatherer bands in the

EEA ranged from 25 to about 150 people.
The small size of those groups ensured that
everyone would know everyone else; that
social interactions would be conducted
face-to-face; and that reputations for hon-
esty, hard work, and reliability would be
common knowledge. Even today, people’s
address books usually contain no more
than 150 names. And military squadrons
generally contain about as many people as
Pleistocene hunting expeditions.

Experiments by psychologists Leda Cos-
mides and Robert Kurzban have shown that
human beings have specialized abilities to
track shifting alliances and coalitions and
are eager to define others as inside or out-
side their own groups. Coalitional categories
can easily lead to violence and war between
groups. Think of Hutus and Tutsis, Alba-
nians and Serbs, Shiites and Sunnis, Crips
and Bloods, and so on ad nauseam. How-
ever, coalitional categories are fairly fluid.
Under the right circumstances, we can learn
to care more about someone’s devotion to
the Red Sox or Yankees than their skin col-
or, religion, or social class. 

We cannot, however, consistently think
of ourselves as members only of that one
grand coalition: the Brotherhood of Mankind.
Our disposition to think in terms of “us”
versus “them” is irremediable and has
unavoidable political implications. Pop-
ulist and racialist political rhetoric encour-
ages people to identify themselves as pri-
marily rich or poor, black or white. It is
important to avoid designing institutions,
such as racial preference programs, that
reinforce coalitional categories that have

CAPITALISM Continued from page 1

12 • Cato Policy Report  January/February 2005

According to evolutionary psychologists,
the basic constitution of the human mind
hasn’t changed appreciably for about 50,000
years. Thus the evolutionary psychologist’s
slogan: modern skulls house Stone Age minds.

As pioneers of evolutionary psychology
Leda Cosmides and John Tooby put it:

The key to understanding how the
modern mind works is to realize that
its circuits were not designed to solve
the day-to-day problems of a modern
American—they were designed to
solve the day-to-day problems of our
hunter-gatherer ancestors.

Understanding the problems faced by
members of human hunter-gatherer bands
in the EEA can therefore help us to under-
stand a great deal about human nature and
the prospects and pathologies of modern
social systems. 

First, a word of caution: We cannot expect
to draw any straightforward positive polit-
ical lessons from evolutionary psychology.
It can tell us something about the kind of
society that will tend not to work, and why.
But it cannot tell us which of the feasible
forms of society we ought to aspire to. We
cannot, it turns out, infer the naturalness of
capitalism from the manifest failure of com-
munism to accommodate human nature.
Nor should we be tempted to infer that nat-
ural is better. Foraging half-naked for nuts
and berries is natural, while the New York
Stock Exchange and open-heart surgery
would boggle our ancestors’ minds.

What evolutionary psychology really helps
us to appreciate is just what an unlikely
achievement complex, liberal, market-based
societies really are. It helps us to get a better
grip on why relatively free and fabulously
wealthy societies like ours are so rare and,
possibly, so fragile. Evolutionary psycholo-
gy helps us to understand that successful
market-liberal societies require the cultiva-
tion of certain psychological tendencies that
are weak in Stone Age minds and the sup-
pression or sublimation of other tendencies
that are strong. Free, capitalist societies,
where they can be made to work, work with
human nature. But it turns out that human



Mutually Beneficial Exchange Is Natural
Trade and mutually beneficial exchange

are human universals, as is the division of
labor. In their groundbreaking paper, “Cog-
nitive Adaptations for Social Exchange,” Cos-
mides and Tooby point out that, contrary to
widespread belief, hunter-gatherer life is not
“a kind of retro-utopia” of “indiscriminate,
egalitarian cooperation and sharing.” The
archeological and ethnographic evidence shows
that hunter-gatherers were involved in numer-
ous forms of trade and exchange. Some forms
of hunter-gatherer trading can involve quite
complex specialization and the interaction of
supply and demand.

Most impressive, Cosmides and Too-
by have shown through a series of exper-
iments that human beings are able easily
to solve complex logical puzzles involving
reciprocity, the accounting of costs and
benefits, and the detection of people who
have cheated on agreements. However, we
are unable to solve formally identical puz-
zles that do not deal with questions of social
exchange. That, they argue, points to the
existence of “functionally specialized, con-
tent-dependent cognitive adaptations for
social exchange.” 

In other words, the human mind is “built”
to trade.

Trust and Hayek’s Two Orders
It is easy to see a kind of in vitro capitalism

in the evolved human propensity to recognize
property rights, specialize in productive endeav-
ors, and engage in fairly complex forms of
social exchange. However, the kind of free-
dom and wealth we enjoy in the United States
remains a chimera to billions. Although our
evolved capacities are the scaffolding upon
which advanced liberal capitalism has been
built, they are, quite plainly, not enough, as
the hundreds of millions who live on less than
a dollar a day can attest. The path from the
EEA to laptops and lattes requires a great cul-
tural leap. In recent work, Nobel Prize–win-
ning economists Douglass North and Vernon
Smith have stressed that the crucial juncture
is the transition from personal to imperson-
al exchange.

Economic life in the EEA was based on
repeated face-to-face interactions with well-
known members of the community. Agree-

nomic exchange were totally unknown.
More for you was less for me. Therefore,
if anyone managed to acquire a great
deal more than anyone else, that was pret-
ty good evidence that his was a stash of ill-
gotten gains, acquired by cheating, steal-
ing, raw force, or, at best, sheer luck. Envy
of the disproportionately wealthy may have
helped to reinforce generally adaptive norms
of sharing and to help those of lower sta-
tus on the dominance hierarchy guard
against further predation by those able to
amass power. 

Our zero-sum mentality makes it hard
for us to understand how trade, innovation,
and investment can increase the amount of
total wealth. We are thus ill-equipped to eas-
ily understand our own economic system.

These features of human nature—that we
are coalitional, hierarchical, and envious
zero-sum thinkers—would seem to make lib-
eral capitalism extremely unlikely. And it is.
However, the benefits of a liberal market
order can be seen in a few further features
of the human mind and social organization
in the EEA.

Property Rights Are Natural
The problem of distributing scarce

resources can be handled in part by implic-
itly coercive allocative hierarchies. An alter-
native solution to the problem of distri-
bution is the recognition and enforcement
of property rights. Property rights are pre-
figured in nature by the way animals mark
out territories for their exclusive use in for-
aging, hunting, and mating. Recognition
of such rudimentary claims to control and
exclude minimizes costly conflict, which
by itself provides a strong evolutionary rea-
son to look for innate tendencies to rec-
ognize and respect norms of property. 

New scientific research provides even
stronger evidence for the existence of such
property “instincts.” For example, recent
experimental work by Oliver Goodenough,
a legal theorist, and Christine Prehn, a neu-
roscientist, suggests that the human mind
evolved specialized modules for making judg-
ments about moral transgressions, and trans-
gressions against property in particular. 

Evolutionary psychology can help us to
understand that property rights are not cre-
ated simply by strokes of the legislator’s pen.

Allocative hierarchies, on the other hand,
exist mainly to transfer resources to the
top. Aristocracies and dictatorships are
extreme examples. Although the nation-
state can perform productive functions,
there is the constant risk that it may become
dominated by allocative hierarchies. Rubin
warns that our natural wariness of zero-
sum allocative hierarchies, which helps
us to guard against the concentration of
power in too few hands, is often directed
at modern positive-sum productive hier-
archies, like corporations, thereby threat-
ening the viability of enterprises that tend
to make everyone better off. 

There is no way to stop dominance-seek-
ing behavior. We may hope only to channel
it to nonharmful uses. A free society there-
fore requires that positions of dominance
and status be widely available in a multi-
tude of productive hierarchies, and that
opportunities for greater status and domi-
nance through predation be limited by the
constant vigilance of “the people”—the ulti-
mate reverse dominance hierarchy. A flour-
ishing civil society permits almost everyone
to be the leader of something, whether the
local Star Trek fan club or the city council,
thereby somewhat satisfying the human taste
for hierarchical status, but to no one’s seri-
ous detriment.

We Are Envious Zero-Sum Thinkers
Perhaps the most depressing lesson of

evolutionary psychology for politics is found
in its account of the deep-seated human
capacity for envy and of our related diffi-
culty in understanding the idea of gains
from trade and increases in productivity—
the idea of an ever-expanding “pie” of
wealth.

There is evidence that greater skill and
initiative could lead to higher status and
bigger shares of resources for an individ-
ual in the EEA. But because of the social
nature of hunting and gathering, the fact
that food spoiled quickly, and the utter
absence of privacy, the benefits of indi-
vidual success in hunting or foraging could
not be easily internalized by the individual
and were expected to be shared. The EEA
was for the most part a zero-sum world,
where increases in total wealth through
invention, investment, and extended eco-
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❝Property rights are prefigured in nature. Evolutionary psychology can
help us to understand that property rights are not created simply by

strokes of the legislator’s pen.❞

Continued on page 15



those costs is to reform the tort system and
the Food and Drug Administration.

◆Fannie Mae’s Hidden Risks for Taxpayers
Fannie Mae and Freddie Mac—corpora-
tions that help banks pool home mortgages
in order to manage risk—are odd beasts.
Created by acts of Congress, they are not
quite private companies but not quite gov-
ernment agencies either. They enjoy a vari-
ety of special benefits not available to ordi-
nary public companies. Perhaps the most
significant is the “halo effect” created by
their special status, which allows them to
borrow money at favorable rates because
of an implied guarantee of federal back-
ing. In “Fannie Mae, Freddie Mac, and
Housing Finance: Why True Privatiza-
tion Is Good Public Policy” (Policy Analy-
sis no. 528), New York University’s Lawrence
J. White warns that the “halo” is hazardous
to taxpayers. Should either company blun-
der and become unable to meet its finan-
cial obligations, he predicts, there could be
a sequel to the savings-and-loan debacle
of the 1980s. To avert that outcome, he
urges Congress to fully privatize the two
entities. In the meantime, he recommends
stricter scrutiny of the companies’ books
and limits on their debt accumulation.

◆Cut Dividend Taxes, Get More Dividends
The centerpiece of President Bush’s tax cut
in 2003 was a sharp reduction in the indi-
vidual dividend tax rate. Supporters argued
that ending the double taxation of divi-
dends would enable corporations to return
their profits to shareholders, reducing a
source of economic distortion. In “Show
Me the Money! Dividend Payouts after the
Bush Tax Cut” (Briefing Paper no. 88), sen-
ior fellow Stephen Moore and Phil Kerpen
of the Club for Growth examine the results
of the cuts after one year and find that they
have spurred a 23 percent increase in div-
idend payouts. Moore and Kerpen recom-
mend that the cuts be made permanent. 

◆Tax-Funded Stadiums Strike Out
Washington, D.C., mayor Anthony Williams
recently announced plans for a taxpayer-
supported, $400 million baseball stadium
to bring Major League Baseball to 
Washington. Williams joins a long line of

T
he 1996 welfare reform exceeded
the expectations of most analysts,
moving millions of people from wel-
fare to work and

cutting nationwide wel-
fare caseloads by almost
three-fifths. One par-
ticularly innovative
aspect of the reform was
its steps toward feder-
alism: Congress ended
welfare’s status as a fed-
eral entitlement and
instead gave states block grants to design
welfare programs tailored to the needs of
their own citizens. In a comprehensive
analysis, “Implementing Welfare Reform:
A State Report Card” (Policy Analysis no.
529), Cato’s Jenifer Zeigler studies and
rates each state’s reform efforts. The most
successful states—Idaho, Ohio, Wiscon-
sin, and Wyoming—have set tough work
requirements and achieved significant case-
load reductions. On the other hand, states
such as Vermont, Missouri, North Dako-
ta, and Maine have done little to move
their welfare populations from welfare to
work and have seen only modest caseload
reductions as a result. For each state,
the survey includes detailed statistics and
performance ratings, as well as a letter
grade for handy comparison with other
states.

◆High Cost of Health Care Regulation
Much ink has been spilled about the rising
costs of health care. Oft-cited culprits include
bureaucratic waste, the development of
increasingly expensive high-tech treatments,
and the escalating cost of prescription drugs.
Commentators rarely mention the effects
of government regulation on health care
costs. Yet, as Christopher Conover of Duke
University demonstrates in “Health Care
Regulation: A $169 Billion Hidden Tax”
(Policy Analysis no. 527), those costs are
substantial and are a major factor pushing
the cost of health insurance out of reach
for low-income workers. Conover estimates
that health services regulation imposes costs
of almost $340 billion while generating
only half as much in benefits, for a net cost
to consumers of $170 billion. Conover con-
cludes that the most effective way to reduce

public officials who have sought to line the
pockets of sports team owners with pub-
lic money. Politicians invariably tout the
job creation powers of such projects. In
“Caught Stealing: Debunking the Economic
Case for D.C. Baseball” (Briefing Paper
no. 89), Dennis Coates of the University
of Maryland and Brad Humphreys of the
University of Illinois survey the research 
literature on the economic effects of pub-
licly financed stadiums and find no evidence
that stadiums are economically beneficial.
If anything, they conclude, taxpayer-financed
stadiums harm local economies by divert-
ing revenue from other area businesses.
The authors urge the D.C. City Council
not to “be mesmerized by the faulty impact
studies that claim that a baseball team and
a new stadium can be an engine of eco-
nomic growth.”

◆Drug War Undermines Fight 
against Terror

Is fighting the drug war
worth the risk of losing
the war on terrorism?
That’s a very real risk
in Afghanistan, as Ted
Galen Carpenter, Cato’s
vice president for defense
and foreign policy stud-
ies, explains in “How
the Drug War in Afghanistan Undermines
America’s War on Terror” (Foreign Poli-
cy Briefing no. 84). Tracking down the
remnants of Al Qaeda and the Taliban
will require not only the full attention of
the U.S. military but also support and
cooperation from locals. And, unfortu-
nately, Carpenter notes, opium poppies
are a lucrative source of revenue for ordi-
nary farmers and the Afghan warlords
who control substantial portions of the
countryside. At the moment, many opi-
um farmers are acting as informants, and
most warlords are supporting Afghan pres-
ident Hamid Karzai, an ally of the Unit-
ed States. However, Carpenter warns, if
Afghanis’ economic interests are threat-
ened by aggressive drug interdiction efforts,
there is a very real risk of undermining
support for Karzai and driving many Afgha-
nis into the arms of the enemy. Whatev-
er one’s view of the broader drug war,

14 • Cato Policy Report  January/February 2005

Cato Studies

How the States Are Handling Welfare Reform
New studies on reimportation, New York’s reckless overspending

Jenifer Zeigler

Ted Carpenter



he concludes, it should be clear that fight-
ing drugs must take a back seat to fight-
ing terrorism in Afghanistan.

◆The Trouble with
Halfway Deregulation
When California’s elec-
tricity market implod-
ed in 2001, it gave elec-
tricity deregulation a
dirty name. In
“Rethinking Electric-
ity Restructuring” (Pol-
icy Analysis no. 530),
Peter Van Doren, editor of Regulation mag-
azine, and Jerry Taylor, Cato’s director of

ment in transmission
facilities and volatile 
electricity prices. The
authors urge Congress
to preempt state and
local legislators and cre-
ate a truly deregulated
market in which the
owners of generation
and transmission capac-
ity would be able to fully reap the benefits
of upgrades. In the interim, returning to
the old system of vertically integrated, state-
regulated monopoly generation would be
an improvement on the status quo, they
conclude. ■

world trade. Each world has its own set of
rules, and we confuse them at our peril. As
Hayek writes in The Fatal Conceit: 

If we were to apply the unmodified,
uncurbed, rules of the micro-cosmos
(i.e., of the small band or troop, or of,
say, our families) to the macro-cosmos
(our wider civilization), as our instincts
and sentimental yearnings often make
us wish to do, we would destroy it. Yet
if we were always to apply the rules of
the extended order to our more inti-
mate groupings, we would crush them.
So we must learn to live in two sorts
of worlds at once.

The balance is delicate. Once we appreci-
ate the improbability and fragility of our
wealth and freedom, it becomes clear just
how much respect and gratitude we owe
to the belief systems, social institutions,
and personal virtues that allowed the emer-
gence of our “wider civilization” and that
allow us to move between our two worlds
without destroying or crushing either.

Evolutionary Psychology and 
Political Humility 

The key political lesson of evolutionary
psychology is simply that there is a uni-
versal human nature. The human mind
comprises many distinct, specialized func-
tions and is not an all-purpose learning
machine that can be reformatted at will to

realize political dreams. The shape of soci-
ety is constrained by our evolved nature.
Remaking humanity through politics is a
biological impossibility on the order of cur-
ing cancer with pine needle tea. We can,
however, work with human nature—and
we have. We have, through culture, enhanced
those traits that facilitate trust and coop-
eration, channeled our coalitional and sta-
tus-seeking instincts toward productive
uses, and built upon our natural suspicion
of power to preserve our freedom. We can,
of course, do better.

As Immanuel Kant famously remarked,
“From the crooked timber of humanity no
truly straight thing can be made.” But, in
the words of philosopher Denis Dutton,

It is not . . . that no beautiful carv-
ing or piece of furniture can be pro-
duced from twisted wood; it is rather
that whatever is finally created will
only endure if it takes into account the
grain, texture, natural joints, knotholes,
strengths and weaknesses of the orig-
inal material.

Evolutionary psychology, by helping us to
better understand human nature, can aid us
in cultivating social orders that do not
foolishly attempt to cut against the grain of
human nature. We can learn how best to
work with the material of humanity to encour-
age and preserve societies, like our own, that
are not only beautiful but will endure.     ■

CAPITALISM Continued from page 13

ments were policed mainly by public knowl-
edge of reputation. If you cheated or shirked,
your stock of reputation would decline, and
so would your prospects. Our evolution-
ary endowment prepared us to navigate skill-
fully through that world of personal exchange.
However, it did not prepare us to cooperate
and trade with total strangers whom we had
never met and might never see again. The
road to prosperity must cross a chasm of
uncertainty and mistrust. 

The transition to an extended, impersonal
market order requires the emergence of “insti-
tutions that make human beings willing to
treat strangers as honorary friends,” as Paul
Seabright puts it. The exciting story of the
way those institutions piggybacked on an
evolved psychology designed to solve quite
different ecological problems is the topic of
Seabright’s book, The Company of Strangers,
as well as an important part of forthcoming
works by North and Smith.

As he so often did, here, too, F. A. Hayek
anticipated contemporary trends. He under-
stood that our kind of economy and society,
which he called an extended order, or “macro-
cosmos,” is in many ways alien to our basic
psychological constitution, which is geared
to deal with life in small groups, the “micro-
cosmos.” We live in two worlds, the face-to-
face world of the tribe, family, school, and
firm and the impersonal, anonymous world
of huge cities, hyper-specialization, and trans-
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natural resource studies, argue that the elec-
tricity restructuring of the 1990s failed
largely because there were few efficiency
gains to be had in a market that was strug-
gling to recoup large sunk costs in 
wasteful nuclear power plants. From the
beginning, Van Doren and Taylor argue,
jurisdictions with low-cost power 
sources—whose politicians have forced
local utilities to sell power at below-mar-
ket rates—have resisted the creation of a 
nationwide power market for fear that 
high-cost jurisdictions would bid away 
low-cost power and raise prices for their
consumers. The result was a clumsy par-
tial deregulation that caused underinvest-



C
hina has had an impressive growth
record in recent years, with growth
rates approaching 10 percent annual-
ly. If it continues at its current pace,

China can expect to join the developed world
in the coming decades. But there are trou-
bles ahead. China’s banking sector is still
largely state controlled. China allows lim-
ited inflows of foreign capital but mostly
restricts outflows. As China’s need for cap-
ital grows, those  capital restrictions will
increasingly hinder the country’s growth.
And the Chinese government is facing increas-
ing pressure to abandon its policy of peg-
ging its currency, the yuan, to the dollar.

Critics warn that liberalizing its capital
markets and floating its currency could unleash
economic chaos in China as its fragile bank-
ing sector collapses under the weight of bad
loans. But, reformers argue, China will need
to liberalize its capital markets soon if it wish-
es to take full advantage of access to foreign
capital.

At Cato’s 22nd Annual Monetary Con-
ference, “International Monetary Reform and
Capital Freedom,” cosponsored with The
Economist, leading monetary economists
debated the policy options of developing
nations like China, which are seeking to reap
the benefits of free markets and at the same
time minimize the risk that botched reform
efforts could precipitate a financial crisis. Most
participants agreed that sequencing is critical;
eventually, all aspects of the economy should
be liberalized, but liberalizing some parts while
leaving others highly regulated can be a recipe
for disaster, as market forces upset the pre-
carious structure built up over decades of cen-
tralized controls.

Ben Bernanke, a member of the Federal
Reserve Board of Governors who is often
mentioned as a leading contender to replace

Chairman Alan Greenspan, delivered the
keynote address. He argued that, ideally,
countries should adopt floating exchange
rates, which give their economies maximum
flexibility to cope with external shocks. How-
ever, he said, some smaller nations with weak
fiscal records could benefit from a hard
peg to a more established currency as a means
of fighting inflation. He pointed out that cap-
ital controls are at best a necessary evil and
that nations should endeavor to lift those
restrictions as their institutions become robust
enough to withstand the rigors of world cap-
ital markets.

Kristin Forbes, a member of President
Bush’s Council of Economic Advisers, char-
acterized capital controls as “mud in the gears”
of economic efficiency. The empirical evidence
is limited, she said, but thus far it shows that
the benefits of capital controls are few and
ephemeral, while the costs are severe and per-
vasive.

All too often, countries fail to adopt pru-
dent reforms, and severe financial crises are
a common result. Often, countries find them-
selves unable to pay their debts and are forced
to renegotiate their loans with creditors. Adam
Lerrick of Carnegie Mellon University argued
that private capital market institutions have
matured to the point where the Internation-
al Monetary Fund has become a hindrance
to the negotiation process. He applauded the
IMF’s recent reluctance to bail out countries
that experience debt crises. Kenneth Rogoff,

former chief economist of the IMF and a pro-
fessor of economics at Harvard, agreed and
said that the World Bank should be restruc-
tured to give development grants—rather than
loans—to developing countries.

Panelists discussed the diverse array of
exchange rate regimes that countries might
adopt, from “hard pegs” to an anchor cur-
rency to freely floating currencies whose
value is determined entirely by market forces.

Several participants advocated that coun-
tries with weak currencies choose dollariza-
tion, in which a stronger currency—often the
U.S. dollar—is adopted as a nation’s official
currency. Treasury economist Kurt Schuler sur-
veyed the history of dollarization and found
that, in general, countries that remained dol-
larized performed better economically than
nations that abandoned their dollarization
experiments in favor of a national currency.

George Selgin of the University of Georgia
spoke out for a system of private currency. A
free market in currency issuance, he said, would
serve consumers by producing competitive pres-
sures for currencies with stable values.

A special sort of hard peg is the currency
union. Leszek Balcerowicz, president of the
National Bank of Poland, defended the track
record of Europe’s freshly minted common
currency, which Poland committed to when
it joined the European Union in May. Adopt-
ing the euro will speed Poland’s integration
with the rest of Europe, he said, and the much-
maligned stability and growth pact that accom-
panies EU membership is, on net, beneficial
to economic growth, he concluded. ■
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Speakers Debate Global Monetary Policy
Reducing the role of the IMF and World Bank

Ian Vásquez welcomes former Polish finance min-
ister Leszek Balcerowicz to the monetary confer-
ence.

Anna J. Schwartz, coauthor with Milton Friedman
of A Monetary History of the United States, and
Federal Reserve Board member Ben Bernanke
listen to other speakers at Cato’s 22nd Annual
Monetary Conference on October 14. 

Raghuram Rajan of the International Monetary
Fund, Adam Lerrick of Carnegie Mellon Universi-
ty, and Kenneth Rogoff of Harvard discuss debt
crises.
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Debating Libertarian Foreign Policy

Cato Conference

F
ew issues have split advocates of lib-
erty and limited government like the
war in Iraq. Some libertarians and lim-
ited-government conservatives—per-

suaded by the president’s arguments that
Iraq was a haven for terrorists and a devel-
oper of weapons of mass destruction—sup-
ported the invasion. Many others, howev-
er, mindful that there was little evidence
that Saddam Hussein posed a threat to U.S.
security, insisted that the invasion of Iraq
fell outside the military’s proper job of
defending the homeland from attack. On
October 22 libertarians of all stripes gath-
ered in the Cato Institute’s F. A. Hayek
Auditorium for a conference, “Lessons
from the Iraq War: Reconciling Liberty and
Security.”

As Cato’s Charles Peña argued, the fail-
ure to find weapons of mass destruction and
the speculative nature of Hussein’s alleged
links to Al Qaeda have undermined the orig-
inal case for war while escalating violence
has raised its cost. John Mueller of Ohio
State University asserted that the situation
in Iraq is hopeless and urged policymakers
to avoid romanticizing democracy. Christo-
pher Preble emphasized that a commitment
to limited government at home requires a
commitment to a restrained foreign policy
abroad. Otherwise, he warned, attempts to
rein in the federal leviathan will be thwart-
ed by the need for ever-higher taxes to sup-
port military endeavors around the world.

But the hawks had arguments of their
own. Columnist Deroy Murdock detailed
Saddam Hussein’s many links with 
terrorist organizations, including his cash
support for Palestinian terrorists in Israel
and his granting of safe haven to terrorists
with ties to Al Qaeda. Reason’s Ron 
Bailey argued for a return to the Reagan
Doctrine, under which the United States
supported armed insurgents seeking to over-
throw despotic regimes.

Nick Gillespie, editor of Reason, urged
libertarians to debate divisive issues like
the Iraq war openly. Libertarians, he argued,
should cherish debate and dissent rather
than demand conformity to dogma.

In his closing remarks, David Kelley
of the Objectivist Center argued, “Our ene-
my is the phenomenon and network of
Islamic terrorism,” not just Al Qaeda.

We can’t limit our efforts to pursuing Al
Qaeda, he said, insisting that foreign pol-
icy can’t be bound by the same clear rules
that libertarians apply to domestic issues. 

Ted Galen Carpenter, Cato’s vice pres-
ident for defense and foreign policy stud-
ies, ended the conference with a stirring
defense of a foreign policy of noninter-
vention. He denounced “crusading inter-
ventionism,” which commits the American
taxpayer to financing a far-flung global
empire, violating the government’s consti-
tutional duty to spend tax dollars in defense
of American lives and liberties.     ■

John Mueller of Ohio State University denounces
the Iraq war as a major strategic blunder.

At Cato’s conference “Lessons from the Iraq
War,” luncheon speaker Nick Gillespie, editor of
Reason (left), called for open debate among liber-
tarians on foreign policy, and columnist Deroy
Murdock vigorously argued that the Iraq war was
justified.

Nonintervention or overturning despots?

David Kelley of the
Objectivist Center
argues that Islam-

ic terrorism is a
threat that the
United States

must confront.
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Free Trade in the Age of Outsourcing

L
ong-time supporters of free trade often
feel a sense of déjà vu. Every decade, it
seems, free traders are forced to debunk
the same skewed statistics, spurious eco-

nomic logic, and demagoguery that proved
so wrong in the past. The rhetoric changes,
but the basic argument remains the same.
And each time, protectionists insist that the
latest crisis is worse than the crises that came
before.

The latest crisis is outsourcing, and as Cato
vice president Brink Lindsey argued in a speech
at a Cato conference, “Trade and the Future
of American Workers,” the crisis is just as
bogus as Ross Perot’s “giant sucking sound”
of the 1990s or the “automation crisis” of
the 1960s. Outsourcing low-level service jobs
to India will benefit American consumers by
lowering prices and stimulate the creation of
new, more dynamic jobs in the United States,
just as temporary job losses raised long-term
living standards in the 1960s and 1990s.

In the luncheon address, Sen. Chuck Hagel
(R-NE) stressed that outsourcing works both
ways. Millions of Americans owe their jobs
to companies that relocated their facilities to
the United States or to exports purchased by
companies overseas. Not only is trade good
for American consumers, he argued, but it
promotes economic stability and democracy

vinced virtually all economists but that the
general public remains ambivalent on the
issue. That, he said, was largely due to the
complexity of the issue and some widely
held misconceptions. Economists, he con-
cluded, must do a better job of clearly com-
municating the benefits of trade to a skep-
tical public.

Gregory Mankiw, chairman of
President Bush’s Council of Economic
Advisers, argued that the primary determi-
nant of a healthy job market is the overall
rate of economic growth. Fortunately, he
said, the president’s economic policies have
contributed to an economic recovery that is
now gathering steam. Outsourcing is con-
tributing to economic growth, he contend-
ed, and so it would be foolhardy to stop the
process. Martin Baily, Mankiw’s predeces-
sor under President Clinton, agreed. He
stressed that outsourcing is good for
American consumers, who benefit from
affordable goods and services. America, he
noted, has the world’s most flexible labor
market, which will allow it to react nimbly
to shifting economic pressures.

Video and audio of the trade confer-
ence, cosponsored with The Economist,
are available at the Cato website,
www.cato.org. To access them, click the
“Events” tab and then “Watch or Listen to
Archived Events Online.”      ■

abroad. Policymakers, he said, must look
beyond the narrow self-interest of industries
challenged by overseas competition and focus
on the need to create a prosperous world
economy.

In the keynote address Roger Ferguson,
vice chairman of the Federal Reserve Board,
argued that the case for free trade has con-

Cato Confrence

Gregory Mankiw (center), chairman of President Bush’s Council of Economic Advisers, talks with Bar-
bra Bowie Whitman of the State Department and economist Arnold Kling.

Cato’s Dan Griswold, Brink Lindsey, and William Niskanen welcome Federal Reserve vice chairman
Roger Ferguson (second from left) to Cato’s conference, “Trade and the Future of American Workers.”

Every decade, a new argument for protectionism



Representatives, argues that the Massa-
chusetts Clean Elections law was driven by
wealthy out-of-state donors and “fringe
activists whose demand for public funds is
driven by the widespread resistance to their
political agendas as well as by the refusal of
private citizens to provide financial support
for their radical social and economic pro-
posals.” 

Cato’s Patrick Basham and Martin Zelder
of Canada’s Fraser Institute find no evi-
dence of increased competition due to
Maine’s public financing system.

Even more disappointing has been the
presidential election system, which is on
life support after President Bush, Sen. John
F. Kerry, and Gov. Howard Dean all opt-
ed out of the system in order to raise and
spend unlimited amounts during their 2004
primary campaigns. 

Samples and Adam Thierer criticize Sen.
John McCain’s proposal to give political can-
didates “free” time on broadcast television.
Such proposals, they argue, are based on a
dubious understanding of both the electoral
process and the broadcast spectrum.

Welfare for Politicians? is available in
hardcover for $18.95 and in paperback for
$12.95 in bookstores, at www.catostore.org,
or by calling 800-767-1241.                  ■

of taxpayer-funding proposals. As editor
John Samples argues in the introduction,

such programs not only impose a
burden on taxpayers

but do little
to increase
e l e c t o r a l
competitive-
ness and much
to trample on
the right to free
speech. Candi-
dates who choose
not to accept
“clean” election
funding become sec-
ond-class citizens,
with the state con-
tributing money to
their opponents for
every dollar they raise
above the spending lim-
its. And because incum-

bents begin the race with a raft of advan-
tages, challengers must often significantly
outspend their opponents to unseat them.
“Clean elections” laws ensure that incum-
bents will never be outspent.

A chapter by Thomas M. Finneran, for-
mer speaker of the Massachusetts House of

W
ho could be opposed to clean elec-
tions? Certainly not the voters of
Maine, who approved a ballot ini-
tiative in 1996 that purported to

clean up Maine politics with taxpayer
financing of political campaigns. No one,
after all, is in favor of “dirty” elec-
tions. Voters in Massachusetts and Ari-
zona approved similar measures in
1998. But as voters in other states saw
the results of those experiments, “clean”
elections lost some of their sparkle.
Voters in 2000 defeated similar meas-
ures in Missouri and Oregon by
lopsided margins.

Not surprisingly, taxpayers con-
sistently say they oppose being
forced to fund politicians’ elec-
tion campaigns. When Massa-
chusetts voters were asked whether
they supported “taxpayer mon-
ey being used to fund political campaigns for
public office” in 2002, almost three-quarters
answered no, suggesting either that voters had
been unclear about the meaning of the 1998
ballot question or that the results had not lived
up to their expectations.

As contributors to Welfare for Politicians?
Taxpayer Financing of Campaigns demon-
strate, voters have ample reason to be wary
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monweal,” he said. “The restrictions on
when you can take property are becom-
ing more and more severe.”

—Bond Buyer Online, Oct. 4, 2004

◆Really?
Joseph Montanaro Jr., a certified finan-

cial planner with USAA who is based in San
Antonio . . . says new parents should . . .

• Purchase disability insurance. “The
numbers indicate that people are much
more likely to become disabled than to
die,” Montanaro said.

—Washington Post, Oct. 14, 2004

◆But Clinton was never actually convicted
Former President Clinton warned Tues-

day that Democrats “cannot be nation-
ally competitive when we don’t feel com-
fortable talking about our convictions.”

—Newsday, Nov. 9, 2004

◆Maybe you have to find a job
Over the past decade, Christiane Nimes

has held a series of make-work jobs, such
as pulling weeds or picking up litter.
“They’ve never offered me a real job,”
she says of the state-run agency [in east-
ern Germany] that provided her stipend.

—Washington Post, Oct. 24, 2004 

◆Pay a little in India, pay a lot in the Unit-
ed States, or get on a waiting list 
in Canada

Taking his cue from cost-cutting U.S.
businesses, [Howard] Staab last month
flew about 7,500 miles to the Indian cap-
ital, where doctors at the Escorts Heart
Institute & Research Centre—a sleek alu-
minum-colored building across the street
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“To Be Governed...”

◆The emaciated federal budget
When Congress adjourned last month

for the election, it appeared lawmakers
would have more to do when they returned
this week than haggle over how to fund
domestic agencies in 2005. . . .

A senior congressional aide said that
“the election didn’t change the funda-
mental problem: There’s not enough mon-
ey in these bills.”

Some key Republicans agree. Sen. Ted
Stevens (R-Alaska), who chairs the Appro-
priations Committee, said last month
there was “an overwhelming need for
more money” in the bills funding domes-
tic spending.

—Washington Post, Nov. 14, 2004

◆Like small businesses getting expro-
priated for millionaire baseball owners?

“The way the opponents of eminent
domain always want to portray it is, ‘Oh,
Old Mother Hubbard is getting kicked
out of her cupboard by an evil govern-
ment,’” said [District of Columbia may-
or Anthony] Williams, a lawyer.

Much of the time, local governments
try to expropriate the property of “some
wealthy interest [who] doesn’t want to
get off their land for the benefit of the
public,” Williams said. Eminent domain
authority constitutes “the exercise of the
public realm for good productive pur-
poses against selfish, private, parochial
interests.”. . .

“[Court restrictions on eminent domain]
to me would be a veneration of proper-
ty rights at the expense of community
interest, a federation of private inter-
ests at the expense of the public com-

from a bicycle-rickshaw stand—replaced
his balky heart valve with one harvested
from a pig. Total bill: about $10,000,
including round-trip airfare and a planned
side trip to the Taj Mahal. . . .

Staab is one of a growing number of
people known as “medical tourists” who
are traveling to India in search of First
World health care at Third World prices.
Last year, an estimated 150,000 foreigners
visited India for medical procedures. . . .

The same hospitals now are starting
to attract non-Indian patients from indus-
trialized countries, and especially from
Britain and Canada, where patients are
becoming fed up with long waits for elec-
tive surgery under overstretched gov-
ernment health plans.

“If you can wait for two years for a
bypass surgery, then you don’t need it or
you’re dead—one of the two,” [Indian
surgeon Naresh] Trehan said. “Similar-
ly, if you’re wobbling on your frozen joints
for two years because of a waiting list,
it’s a human tragedy.”

One such patient is Tom Raudaschl, an
Austrian who lives in Canada and earns
his living as a mountain guide. Suffering
from osteoarthritis in his hip, Raudaschl
last year decided to undergo “hip resur-
facing,” a relatively new procedure that
involves scraping away damaged bone and
replacing it with chrome alloy. He learned
he would have to wait as long as three years
if he wanted to have the operation under
Canada’s national health plan, a delay that
would have cost him his job, Raudaschl
said. In the United States, the procedure
would have cost $21,000, he said.

—Washington Post, Oct. 21, 2004


