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Trade on Trial,

BY DANIEL J. IKENSON

ot long ago, a group of !

Cato scholars entertained

the question of whether
the intellectual debate for
free trade had been won.

There was near consensus that it had—in

1776 with publication of The Wealth of

Nations. In the 240 years to follow, efforts
to poke substantive holes and refute Adam

Smith’s treatise failed and, today, nearly all
economists agree that free trade, by expand-
ing the size of the market to enable greater
specialization and economies of scale, gen-
erates more wealth than any system that

restricts cross-border exchange.

‘What that Cato confab failed to produce
was agreement about whether the question
under consideration was even pertinent.
After all, how much does it really matter
whether the intellectual debate has been
won when, in practice, free trade remains
stubbornly elusive, and the process of US.
trade policy formulation is distinctly anti-

intellectual?

Consider trade agreements. At the heart
of negotiations that produce these deals
rests the fallacy that domestic trade barriers
are assets to be dispensed with only if recip-
rocated, in roughly equal measure, by nego-

i he otherside of the table. That’s
vatorson theotherside of the table. L hats i At the 28th Annual Benefactor Summit, PENN JILLETTE told the story of how he became a
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not Adam Smith. That’s neo-mercantilism,
- which posits that policy should aim to max-
imize exports and minimize imports. Yet
. Smith is credited with vanquishing mercan-

- entlystill does today.

: meaningful, trade negotiations would be
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. policywould have a purely domestic orien-
tation and U.S. barriers would be removed
- without need for negotiation because they
would be recognized for what they are: taxes
tilism, which held sway in his day—and appar- on consumers and businesses that impede
the global division of labor and the creation

If the free trade consensus were truly

of wealth. Apparently; the intellectual con-

© sensus for free trade coexists with an absence

. unnecessary If free trade were the rule, trade | Continued on page 6

DANIEL J. IKENSON is director of Cato’s Herbert A, | libertarian. See page 4 for more pictures from the Benefactor Summit, and see Cato’s Letter

Stiefel Center for Trade Policy Studies.

¢ or the Cato website for his complete talk.
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¢ How |
wish people
wouldn’t have
such misplaced
faith in
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PRESIDENT’S MESSAGE

Politics Matters Less than Ideas

y youngest daughter, Abby; is graduating
from college in amonth. So like most uni-

versity seniors, she’s been in the throes of
ajob search. After an interview in Boston two Fridays
ago, she was sitting at a gate in Logan Airport waiting
for aflight to D.C. (She stilllikes to visit her parents!)
When the aircraft arrives, who should alight from it
but Elizabeth Warren. As she walks through the gate
area, the waiting passengers proceed to stand up and
give her an ovation, calling out, “Thank you, Senator!”
and “We love you, Senator!” Oh, boy. 'm proud to say
Abby’s voice was dripping with disdain when she told
me this story. And, no, she didn’t join in the ovation.

How I wish people—of all political and ideological
persuasions—wouldn’t have such misplaced faith in
politicians. One of the great lessons I learned from
Cato, in my many years as a donor, is that it’s the
power and advancement of ideas that will create pos-
itive change in our world and build a free and pros-
perous society. The outcome of elections and the
machinations of politicians alone won’t do it. And so
much of our politics is partisan tribalism: both De-
mocrats and Republicans support elected officials of
their respective party even when they abdicate on is-
sues that would appear core to that party.

I have plenty of Republican friends who defended
George Bush for years despite the out-of-control
spending and growth of government under his admin-
istration, including initiatives that would have left
them outraged had a Democratic president been re-
sponsible. Steel tariffs, No Child Left Behind,
Medicare Part D, and TARP are just a few examples.
And where are the angry Democrats protesting the
sorry civil liberties record of the Obama administra-
tion? PATRIOT Act abuses such as national security
letters and warrantless eavesdropping or data collec-
tion got them exercised when Bush was president—
today; their silence is deafening. And partisans on each
side seem to believe in “executive power for me, but
not for thee. ...” There have been frightening grabs of
presidential power under each of the last two admin-
istrations. This has elicited complaints from both
sides of the aisle: but, with few exceptions, from the
left only of Bush, and from the right only of Obama.

As believers in markets, we know people respond
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to incentives. If partisan voters don't insist that the
people whom they elect adhere to principle, why
would they? As a result, no matter which party holds
power, the results are similar: too much spending, too
much regulation, an unbridled Federal Reserve, abias
toward military intervention, and too little respect
for civil liberties. In fact, a friend of Cato’s once
shared a brilliant analogy: During campaigns, we hear
from the marketing departments of each party; and
they sound very different. But with a handful of key
exceptions we get similar results when they’re in
power: he speculated that they must each outsource
to the same place when governing!

And let’s not have too much faith that simply
pitching bad leaders overboard will change things
dramatically for the better. Last summer, we were
paid avisit here at Cato by Kim Kataguiri, an impres-
sive and courageous 20-year-old Brazilian who has
catalyzed the protests against President Dilma
Rousseff and the drive for her impeachment. It will
be wonderful to see a corrupt and ineffective leader
get the comeuppance she deserves. But the vice pres-
ident faces corruption charges, too, so his ascension
wouldn’t likely change much. Rather, it will take a
change of values to transform Brazil and allow it to
reach its potential.

Politics is ultimately a necessary ingredient for the
world to move in the direction we want. But a country
and a world steeped in liberty can't be accomplished
politically without changing the terms of the debate
and the climate of ideas: precisely Cato’s role. Scott
Rasmussen once spoke at a Cato event, and con-
tended that politicians only follow—and don’t lead—
the rest of the country. It is the very contempt in
which citizens hold the political class that made him
optimistic about the future despite the current policy
environment. It’s our job to continue making the com-
pelling case for freedom through the media, in the
academy; and to the policy community. Our objective
is tolead policymakers in the direction of liberty. Only
when they get there will they deserve ovations.

=



Classical liberal texts now in Spanish

New sl)anish.l_anguage RECORD-BREAKING WEB TRAFFIC
= = ato.org, Libertarianism.org, and HumanProgress.org
LI brary Of LI ber ty all had their best month ever in February, resulting in
record-breaking traffic overall for Cato sites. This means

n the Spanish-speaking world, academic texts rarely pro- oo b G E T A

mote free-market ideas, and translations of classical liberal L P e

works and explanations of the core of libertarian thought
on Libertarianism.org, and with daily news of humanity’s

works are hard to come by. As a result, many students never

have the opportunity to read classics such as F. A. Hayek’s
The Road to Serfdom or the collected works of Frédéric Bastiat. The
new Spanish-language Library of Liberty, a project of the Cato
Institute and Liberty Fund, will change that.

increasing prosperity on HumanProgress.org. We con-
tinue to add new and exciting projects to all three websites,

from new interactive guides on Libertarianism.org to our
The library, available on our website Elcato.org, allows people in Spanish-language Library of Liberty, featured on this page.

Latin America, Spain
rre and beyond to have ADVICE FOR THE PRESIDENT
ot Ty access to classic works s President Obama spends his last year in office, we
e -'_. on liberty in Spanish have some ideas about what he could do to leave the
s s e and in various online United States a freer and happier place. A new Cato video
s s = B — - .‘.M'm; : | formats covering a series, “What the President Should Do,” briefly lays out a
i [("j range of topics includ- few ways Obama could easily—and legally!—use his author-
e ing economics, law, ity to promote liberty in his last few months. These include
— s —— . history, philosophy declassifying marijuana; ending the abusive practice of civil
e B mowois ~=-==_ | andpolitical theory. It asset forfeiture; commuting the sentences of nonviolent
g houses free transla- prisoners serving life without parole; prohibiting the FBI
. tions of works by from imposing unconstitutional surveillance programs;

Ludwig von Mises, Thomas Jefferson, James Madison, Richard Can- and more.

tillon, Bruno Leoni, and others.
SLAPPING DOWN THE ‘MINISTRY OF TRUTH’

hio’s “Ministry of Truth”— as the Ohio Elections
o Commission was dubbed for its enforcement of alaw
that criminalized “false” political speech —has finally been
reined in. A First Amendment battle that went all the way
to the Supreme Court produced Cato’s most popular ami-
cus brief to date. The Institute’s humorous “truthiness”
brief, joined by political satirist and Cato H. L. Mencken
Research Fellow P. J. O’Rourke, was dubbed by Politico
“the most entertaining—if not the greatest—legal briefin

The library also features Latin American authors, such as Argen-
tinean Juan Bautista Alberdi, who wrote incisively about the individ-
ual liberty denied so many years to Spanish colonies:

The Spanish colonies were formed for the Treasury, not the
Treasury for the colonies. Their legislation was consistent with
their fate: they were created to increase tax revenues. In the
face of the fiscal interest, the interest of the individual was
non-existent. Upon beginning the revolution, we wrote the

inviolability of private law into our constitutions; but we left . ) . ) .
tyotp ’ American history.” It was reprinted in both Po/tico and the

Pennsylvania Journal of Constitutional Law, and The Green
Bag gave it one of its “exemplary legal writing” honors for
2014. “In modern times,” the brief observed, “truthiness’—
a‘truth’ asserted ‘from the gut’ or because it ‘feels right,’
without regard to evidence or logic—is . . . akey part of
political discourse. Itis difficult to imagine life without it,
and our political discourse is weakened by Orwellian laws
that try to prohibit it.” As of February; at least one of those

the enduring presence of the ancient cult of the fiscal interest.
So, despite the revolution and independence, we have contin-
ued to be republics made for the Treasury.

As Gabriela Calderén de Burgos, the editor of Elcato.org, wrote,
“We hope that this Library of Liberty, to which we will continue to
add works, will contribute to the spread of the ideas of liberty in the
Spanish-speaking world so that societies pursue, in the words of

Lord Acton, freedom as ‘the highest political end. It is not for the Orwellian laws has been struck down by a US. Court of
sake of a good public administration that it is required, but for the Appeals, after the Supreme Court directed it to take note
security in the pursuit of the highest objects of civil society, and of of the Constitution.

private life.” Wl
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CATO EVENTS

ep. DARRELL IssA (R-CA), former chairman of the

House Oversight and Government Reform Commit-
tee, came to Cato to record a podcast on encryption, the
Apple vs. FBI case, “Operation Choke Point,” and other
issues.

bamacare’s “millennial mandate” is one of the law’s

most popular provisions—but do its supporters know
the costs? JAY BHATTACHARYA of the Stanford University
School of Medicine presented evidence that the law involves
a substantial hidden tax.

ore than 100 Cato Institute supporters gathered for the 28th Annual Benefactor Summit at the Four Seasons Hotel Las

Vegas in February. Clockwise from top left, ETHELMAE HUMPHREYS with ROGER PILON; ROSIE MOORE, FRED YOUNG,
and KATHRYN WASHBURN are welcomed to Las Vegas; CYNTHIA GOETTLER, MARTHA BECKWITH, HEATHER ANDERSEN, and
TUCKER ANDERSEN.
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his year marks the 100th anniver-
sary of John Dewey’s Democracy
and Education. At a Cato Policy Forum,
HENRY T. EDMONDSON 111, author of
John Dewey and the Decline of American
t a Capitol Hill Briefing, DOROTHY ROBYN, a senior policy expert in the Education, argued that Dewey’s progres-
Clinton and Obama administrations, praised Canada’s system of privatized sive vision thrives best in a decentralized
air traffic control as a model for the United States. environment.

ta Cato Book Forum, Lessons in Censorship:
How Schools and Courts Subvert Students’ First A ta Cato Policy Forum, Cato’s JASON BEDRICK presented evidence

Amendment Rights, CATHERINE J. ROSS critiqued that school choice programs, like those supported by Milton Fried-

public schools’ increasingly draconian speech codes.  man, are having a positive impact on student performance.
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Continued from page 1
of free trade and a persistence of protec-
tionism in practice.

For example, in the United States, there
are “Buy American” rules that restrict most
government procurement spending to U.S.
suppliers, ensuring that taxpayers get the
smallest bang for their buck; heavily pro-
tected services industries, such as trans-
portation and shipping, that drive up the
cost of everything; apparently interminable
farm subsidies; quotas and high tariffs on
imported sugar; high tariffs on basic consumer
products, such as clothing and footwear;
energy export restrictions; the market-dis-
torting cronyism of the Export-Import
bank; antidumping duties that strangle
downstream industries and tax consumers;
regulatory protectionism masquerading as
public health and safety precautions; rules
of origin and local content requirements
that limit trade’s benefits; restrictions on
foreign investment, and so on.

Ifan intellectual consensus for free trade
exists, policy doesn’t reflect it and politicians
appear to abhor it. If anything, the 2016 pres-
idential election season reveals an American
public—pitchforks and scythes in hands—
ready to storm the ivory tower.

TRADE IS RIPE FOR DEMAGOGUERY

To cheering crowds, Donald Trump
promises to slap duties on imports from
China and Mexico and to use the tax code
to punish U.S. companies that outsource
parts of their operations abroad. Bernie
Sanders vows to tear up NAFTA and other
free trade agreements, calling them “a
disaster for American workers.” Hillary
Clinton, a co-architect of the Trans-Pacific
Partnership trade agreement (TPP), now
opposes that deal, while promising to dis-
regard certain U.S. treaty obligations with
China. Ted Cruz, projecting the pain of
workers who have been displaced by import
competition and outward investment (but,
apparently; not those displaced by technology,
changing consumer tastes, or poor business
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management), says trade has been “unfair”
and pledges to “bring our jobs back from
China.”

Scapegoating trade for problems real
and imagined is nothing new. Blaming the
Japanese, Mexicans, Chinese, and other
foreigners for domestic woes ingratiates
politicians to excitable elements of the elec-
torate and helps them direct voter anger
away from their own records. It has become
akind of quadrennial tradition ever since
the NAFTA debate took center stage in
the 1992 election.

Throughout the 2012 campaign, Mitt
Romney assailed President Obama for
failing to label China a “currency manipu-
lator,” and the candidates exchanged accu-
sations about who was more “culpable” for
“shipping jobs overseas.” Promising to bring
manufacturing jobs back home, Rick San-
torum resonated with trade-skeptical voters,
and even won the Iowa caucus that year.

In 2008 Senators Obama and Clinton
vied to be seen as the supreme trade-rules
enforcer, each pledging to force US. trade
partners back to the table to renegotiate
NAFTA and various World Trade Organi-
zation agreements to make the terms “fair”
for American workers. Demonization of
trade was also a major component of John
Edwards’s divisive “Fwo Americas” message
that year.

John Kerry tapped into the same vein of
public anxietyin 2004, referring to U.S. busi-
nesses that outsource call centers to places
like India as “Benedict Arnold” companies.
Blaming Mexico, Japan, and inside-the-beltway

complicity for U.S. manufacturing decline

and the erosion of American power, Pat
Buchanan promised to punch back with force.
His populist message energized the feisty
“Buchanan Brigades” and helped him win the
New Hampshire primary in 1996.

"Trade-bashing became popular during the
1992 election, as books about the United
States “trading places” with an ascendant
Japan flew off the shelves and Ross Perot
warned of the imminence of a “giant sucking
sound” coming from south of the border.

So campaigning politicians denigrating
trade is nothing new: It seems to be inex-
tricably woven into the fabric of our pres-
idential elections. But something seems
different this year. The tone is harsher. The
digs are coming from across the political
and ideological spectra. Two of the candi-
dates—Sanders and Trump—seem genuine
in their antipathy and their resolve to act.
And their messages resonate especially well
with primary election voters, who tend to
hail from the extremities of the major parties,
where trade and globalization are viewed
with the greatest skepticism. But, again,
these constituencies and their concerns
aren’t particularly new either.

What is new—at least for the first time
since NAFTA loomed large 24 years ago—
is that a major trade agreement (indeed, the
largest preferential trade agreement in U.S.
history) is being debated and possibly con-
sidered for ratification by the U.S. Congress
this year. Trade policy has featured promi-
nently in the public square since January
2015, when the president and the new con-
gressional leadership began their push to
secure passage of Trade Promotion Authority
(TPA) to facilitate completion and ratification
of the TPP and, eventually; the Transatlantic
Trade and Investment Partnership.

Although the TPA debate itself was short-
lived, with the legislation passing in June of
last year, anti-trade lobbies such as the Sierra
Club, the AFL-CIO, and Public Citizen
have been mobilizing for several years in
anticipation of an epic battle over the TPP.
Their anti-trade campaigns, with assertions



and slogans evoking fantastical worst-case
scenarios about the relationship between
trade and climate change, trade and cancer
rates, and trade and joblessness have played
to popular fears, and have succeeded in win-
ning more people to their cause. Protectionist
ranks have been augmented by those with
other kinds of economic grievances in away
that evokes New York Times columnist Thomas
Friedman’s 2001 description of the anti-
globalization movement as the “well-inten-
tioned but ill-informed being led around by
the ill-intentioned and well-informed.”

Though they are not necessarily well-
informed, the 2016 presidential candidates
are complicit in creating this climate of mis-
information.

UNSEEN CREATION

The case for free trade is not obvious. The
benefits of trade are dispersed and accrue over
time, while the adjustment costs tend to be
concentrated and immediate. To synthesize
Schumpeter and Bastiat, the “destruction”
caused by trade is “seen,” while the “creation”
of its benefits goes “unseen.” We note and
lament the effects of the clothing factory that
shutters because it couldn’t compete with low-
er-priced imports. The lost factory jobs, the
nearbybusinesses on Main Street that fail, and
the blighted landscape are all obvious. What
isnotsoeasily noticed is the increased spending
power of the divorced motherwho has to feed
and clothe her three children. Not only can
she buy cheaper clothing, but she has more
resources to save or spend on other goods and
services, which undergirds growth elsewhere
in the economy.

Consider Apple. By availing itself of low-
skilled, low-wage labor in China to produce
small plastic components and to assemble
its products, Apple may have deprived U.S.
workers of the opportunity to perform that
low-end function in the supply chain. But
at the same time, that decision enabled
iPods and then iPhones and then iPads to
be priced within the budgets of alarge swath

of consumers. Had all of the components
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been produced and all of the assembly per-
formed in the United States—as President
Obama once requested of Steve Jobs—the
higher prices would have prevented those
devices from becoming quite so ubiquitous,
and the incentives for the emergence of
spin-off industries, such as apps, accessories,
Uber, and AirBnb, would have been muted
or absent.

But these kinds of examples don’t lend
themselves to the political stump, especially
when the campaigns put a premium on
simple messages. This is the burden of free
traders: Making the unseen seen. It is this
asymmetry that explains much of the popular
skepticism about trade, as well as the per-
sistence of often repeated fallacies.

THE MYTHS

One of the most frequently invoked trade
myths is the portrayal of trade as a competition
between “us” and “them.” Central to this
perception is that exports are Team America’s
points, imports are the foreign team’s points,
and the trade account is the scoreboard.
Since that scoreboard shows a deficit, the
United States is losing at trade, and it’s losing
because the foreign team cheats—too often
with impunity. Sound familiar?

This fundamental mercantilist fallacy
about the nature of trade has a nationalistic
appeal, where America is some monolithic
entity best served by policies that strengthen
her stature vis-a-vis some foreign monolith.
But trade does not occur between countries.
Trade is the culmination of billions of daily
transactions pursued by individuals seeking

value through exchange.

‘Whenwe transact at the local supermarket,
we seek to maximize the value we obtain by
getting the most for our dollars. We strive to
“import” more than we “export.” But when it
comes to trading across borders or when our
individual transactions are aggregated at the
national level, we tend to forget these basic
principles and accept the fallacy that the goal
of trade is to achieve a surplus. But, as Adam
Smith putit: “What is prudence in the conduct
of every private family can scarce be folly in
that ofagreatkingdom.” Never mind the intel-
lectual consensus: This is common sense.

The benefits of trade come from imports,
which deliver more competition, greater
variety; lower prices, better quality; and new
incentives for innovation. Arguably; opening
foreign markets should be an aim of trade
policy because larger markets allow for
greater specialization and economies of
scale, but real free trade requires liberalization
athome. The real benefits of trade are meas-
ured by the value of imports that can be pur-
chased with a unit of exports—our purchasing
power or the so-called terms of trade. Trade
barriers at home raise the costs and reduce
the amount of imports that can be purchased
with a unit of exports.

And as aresult of globalization—the pro-
liferation of cross-border investment and
transnational supply chains—trade is more
of a collaboration than ever before. Typically;
about half of the value of U.S. imports is
composed of intermediate goods and capital
equipment—the purchases of US. producers.
How can imports be viewed as the other
team’s points under those circumstances?
Who, in fact, are “we” and who are “they”?

The claim that the trade deficit means
we are losing at trade—“losing billions of
dollars everyyear to China and Mexico,” as
Trump characterizes it—is another commonly
invoked trade myth, which reflects a fun-
damental misunderstanding of international
economics. By purchasing more goods and
services from foreigners than foreigners
purchase from Americans—trade deficit
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scolds claim—U.S. factories, farmers, and
service providers are deprived of sales, which
reduces domestic output, value added (GDP),
and employment. That conclusion relies on
the assumption that the dollars sent to for-
eigners to purchase imports do not make
their way back into the U.S. economy. The
dollars that go abroad to purchase foreign
goods and services (imports) and foreign
assets (outward investment) are matched
nearly identically by the dollars coming back
to the United States to purchase U.S. goods
and services (exports) and U.S. assets (inward
investment). Any trade deficit (net outflow
of dollars) is matched by an investment
surplus (net inflow of dollars).

This process helps explain why GDP and
the trade deficit rise and fall in tandem, and
why 41 consecutive years of trade deficits have
had no adverse impact on the economy:

The fallacy that trade killed U.S. manu-
facturing has long been a pretense for pro-
tectionism or industrial policy. Trump follows
in these footsteps when he writes:

One of the factors driving this eco-
nomic devastation is America’s dis-
astrous trade policies. Throughout
history; at the center of any thriving
country has been a thriving manufac-
turing sector. But under decades of
failed leadership, the United States
has gone from being the globe’s man-
ufacturing powerhouse—the envy of
the world—through a rapid deindus-
trialization that has evaporated entire
communities.

U.S. manufacturing is not only alive, it’s
thriving. By all relevant metrics—output,
value-added, revenues, exports, imports,
investment, R&D expenditures—U.S. man-
ufacturing remains a global “powerhouse.”
With respect to most of those measures,
year after year the sector sets new records.

U.S. manufacturing attracts more foreign
direct investment (FDI) than any other coun-
try’s manufacturing sector. In 2014 the stock
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of FDI in US. manufacturing surpassed $1
trillion, more than double the value of FDI
in China’s manufacturing sector (and eight
times the value in per capita terms).

If by “rapid deindustrialization” Trump
means that manufactured goods account
for asmaller share of U.S. output than in the
past, he’s right about the statistic, but not
the interpretation. Manufacturing’s share
of the US. economy peaked in 1953 at 28.1
percent, whereas today manufacturing
accounts for only 12.1 percent of GDP. But
in 1953 U.S. manufacturing value added
amounted to $110 billion, as compared to
arecord $2.1 trillion in 2015—more than six
times the value in real terms.

Bernie Sanders is wary of capitalism and
in favor of equality of outcome. He perpet-
uates another common myth: Trade only
benefits multinational corporations and the
rich. But nothing could be further from the
truth. Just like during the Gilded Age, the
tariff remains the mother of the trust. And,
like then, free trade should be the progressive
position.

Protectionism benefits producers over
consumers; it favors big business over small
business because the cost of protectionism
is relatively small to a bigger company; and,
it hurts lower-income more than higher-
income Americans because the former spend
a higher proportion of their resources on
imported goods.

The United States has relatively low tarifts
on average—less than 2 percent. But tariffs
on clothing (18 percent), footwear (14 percent),
and food products (10 percent) are especially
high. Meanwhile, US. antidumping restric-
tions on steel, lumber, cement, appliances,
flooring, nails, and paint elevate the material

costs of home building. Imports of life’s
basic necessities—food, clothing, and shel-
ter—are subject to some of the highest taxes.
‘Why isn't that too regressive for a progressive
like Sanders?

WHAT DOES THE RHETORIC PORTEND?

Demagoguing trade has become an elec-
tion year pastime. But trade issues tend to
be of marginal concern to voters in the
general election, and history suggests that
cooler heads will prevail. Despite the abun-
dance of antitrade rhetoric on the campaign
trail, it is difficult to imagine an actual
president of the United States supporting
policies commensurate with the bluster.
Every president since FDR, regardless of
political party; has embraced or promoted
trade liberalization.

‘While candidates might rail against unfair
trade practices and unlevel playing fields on
the stump, they change their tunes after
taking the oath. Presidents prioritize broader,
national interests over regional and parochial
issues, and tend to see merit in projecting
global economic leadership. They also view
trade policy through the prism of foreign
policy; and recognize the contributions that
trade makes to economic growth and inter-
national stability.

Evenif there were a President Trump or
President Sanders, rest assured that the Con-
gress still has authority over the nuts and
bolts of trade policy. The scope for presi-
dential mischief, such as unilaterally raising
tariffs, or suspending or amending the terms
of trade agreements, is limited. But it would
be more reassuring still if the intellectual
consensus for free trade were also the popular
consensus.

‘What matters most is that Americans
have realized progressively greater freedom
to transact with people in other countries
over the years. Many barriers still remain.
Butwhen the evidence of the economic ben-
efits of liberalization is weighed against the
myths and political aspersions, trade is exon-
erated on all counts. l
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Wias the “Libertarian Moment” Wishful Thinking?

his debate, featuring Cato executive vice president David Boaz, National —in2006 and found that 59 percent of the re-

Review senior editor Ramesh Ponnuru, Reason magazine editor-in-chief Matt
Welch, and The Atlantic staff writer Conor Friedersdorf, was held at the Cato
Institute on March 16. David Kirby, vice president and senior fellow at the Cato In-

stitute, moderated the forum.

DAVID KIRBY: I'm starting to feel a little old,
because I've already lived through two liber-
tarian moments. The first was in 2008, when
our friends over at Reason magazine, as part of
their 4oth anniversary issue, ran alead article
called “The Libertarian Moment.” Nick Gille-
spie and Matt Welch compared 2008 to the era
of the 1970s, and they wrote, “If 1971 contained
afew flickers oflight in the authoritarian dark-
ness, 2008 is chock full of halogen-bright bea-
cons shouting ‘This way"™ This was in
December 2008, and these halogen-bright
beacons—I have towonder ifvoters got alittle
disoriented, because right after they went to
press we had the bailouts, Obamacare, more
undeclared wars, NSA spying, EPA mandates,
executive overreach, and so on. So of course
we needed asecond “libertarian moment,” and
thankfully the New York Times delivered, six
years later. A front page New York Times Maga-
zine cover story breathlessly asked: “Has the
‘Libertarian Moment’ Finally Arrived?” The
author argued that libertarianism, after years
in the intellectual wilderness, kept alive by the
folks at Cato and Reason, finally was going
mainstream. And the evidence: Rand Paul.

The libertarian moment was based on an
idea that trends in public opinion around gay
marriage, drug legalization, and a weariness
with war revealed a fundamental libertarian
undercurrent in America. Yet when the
breakout candidates of an election cycle are
an authoritarian and a socialist, as Ayn Rand
would say: check your premises. Is all this talk
of a libertarian moment simply wishful
thinking? Tonight we have assembled per-
haps the best people in Washington to ad-
dress that question.

DAVID BOAZ: Libertarians hate to be given
good news, like the evidence of libertarian
progress. I think that those people are too
negative. They don’t look at the sweep of his-
tory. And in the sweep of history; America is
a libertarian moment. Not one particular
year, not one particular day, but in the scope
of history; America is a libertarian moment.
Historians and political scientists have al-
ways identified the fundamental American
ethos asvalues such as individualism, laissez
faire, anti-statism—and that’s different from
most places in the world, and most of history:
Many of our social movements over two
centuries have been reiterating these funda-
mental values: Abolitionism, the anti-war
movement, the civil rights movements, the
women’s movement that spanned much of
the 20th century—all of these things were
part of the basic American idea.

David Kirby and I have written a lot
about the libertarian vote and how many lib-
ertarians there are in the American elec-
torate. We used a fairly tough criterion in our
study “The Libertarian Vote,” and we got
about 15 percent. However, we tried some-
thing else. Everybody talks about the blue
Democratic base, the red Republican base.
We said: What about people who don't fit
into either one of those bases? That’s what
libertarians feel like. What would identify
people who don't fit into either one of those
bases? One way is to simply say: “Would you
describe yourself as fiscally conservative and
socially liberal?” A pretty loose definition of
libertarian, but it does mean you’re saying: “I
don’t quite fit into that Republican box or
that Democratic box.” And so we did a poll

spondents said: “I would describe myself as
fiscally conservative and socially liberal.”
Now half the survey got a different question:
“Would you describe yourself as fiscally con-
servative and socially liberal, also known as
‘libertarian?” We knew that when we put this
unusual word onto it, that would reduce the
number. It took it down to 44 percent—so 44
percent of Americans were willing to accept
the term “libertarian” if it meant fiscally con-
servative and socially liberal. That was a lot
more than I expected.

Everyyear the Gallup poll asks two ques-
tions: One about whether the government
should promote traditional values, and the
other about whether the government should
be doing more things to solve social prob-
lems. And on the basis of just those two ques-
tions, they divide respondents into four
categories: libertarian, conservative, liberal,
and populist. And for the first time this past
yeay, in the fall of 2015, they found libertarians
at 27 percent of the electorate—slightly big-
ger than conservatives, followed by liberals
and populists. I think that’s a sign that there
might be alibertarian moment.

Andwhat have we seen in this era that the
number of libertarians that Gallup finds has
gone up? Well, we know that Obamacare
never had majority support—not before it was
passed, not the day it was passed, not today:
‘We know that Obamacare and the stimulus
and Obama’s other big government programs
have driven Democratic numbers down all
over the political system. We know that, de-
spite some great provocations by terrible
events, Congress has not passed new gun con-
trol. All of that looks like a turn to the right,
yet at the same time we saw an opening up on
marijuana laws, and we saw a political and ju-
dicial revolution on gay marriage. That sug-
gests more than a turn to the right: it suggests
libertarian instincts on all of those issues.
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But let me move away from America and
say that the largest trends in the world—not
without counter-trends—are toward human
rights, women’s rights, gay rights, democratic
governance, and freer markets. If youlook at
history; if you think about the aspects of clas-
sicalliberalism that were once radical and are
now mainstream—{ree trade; the general
idea that trading with people gets you more
wealth, more success, than taking things
from people; equal rights for men and
women; equal rights for people of different
colors; gay rights; an end to conscription—
those are, in historical context, radically lib-
eral or libertarian ideas, and they are now
mainstream ideas. So if we’re not quite in a
libertarian moment, we are at least in aliber-
tarianish era, and we shouldn’t be as de-
pressed as libertarians usually are.

RAMESH PONNURU: I think that libertarians
get alot of things right and that they have a
very salutary effect on alot of policy debates.
SowhenI offer a skeptical note about the lib-
ertarian moment, I don’t mean to be disput-
ing the merits of libertarianism in so doing,
Nor am I saying that libertarianism is dead,
or denying that there are in fact libertarian
impulses in the public, some of which have
strengthened over time. And I'm also willing
to concede that Senator Paul is not a perfect
test case for libertarianism and the libertarian
moment. My overall point is that libertarians
shouldn’t kid themselves about the appeal of
their political philosophy and its prevalence.
I think that’s also true of conservatives.

I'll divide this into two basic points. The
first is that the libertarian vote seems to me
tobe pretty small. For example, I would imag-
ine that probably a decent percentage of the
people in this room think that we should ex-
pand immigration and downsize Social Secu-
rity. Well, the Pew Research Center ran some
numbers on that two years ago and they
found that about 0.6 percent of the US. pop-
ulation holds both of those views. Again, it
doesn’t mean those views are wrong, but 0.6
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percent—that’s anumber that should, I think,
make youstop inyour tracks. Jocelyn Kiley of

Pew found that about 11 percent of the public
was willing to give itself the libertarian label
in 2014, but even that is less impressive than
it may sound. If you dig into that 11 percent,
only 65 percent of those people supported

RAMESH PONNURU

¢ The ‘libertarian

moment’ is actually
kind of a pre-political
concept—it’s not
about who's winning
primaries. 9 ¢

marijuana legalization. That’s pathetic! I've
supported marijuana legalization since well
before 2014, and I’'m not even a libertarian.
‘When Pew duginto issues and tried to do
a cluster analysis of where different people’s
views placed them, they came up with an es-
timate of the libertarian percentage of our
population at about 5. I think that makes
more sense of political trends than some of
the more optimistic estimates of the liber-
tarian vote: It’s not that politicians have just
for some reason ignored this §9 percent of
their market, but that it is actually a small
market. Now the good news for libertarians

is that you punch way above your weight. You
have much more influence in the political de-
bate than your numbers alone would suggest.
The second point I would make goes to
the notion that the “libertarian moment” is
actually kind of a pre-political concept—it’s
not about who's winning primaries. I would
say that the popularity of the libertarian mo-
ment really was tied to a set of ideas about
politics, about politicians, about votes. The
great Reason essay that introduced the con-
cept of the libertarian moment defined it as
“a time of increasingly hyper-individualized,
hyper-expanded choice over every aspect of
our lives, from 401(k)s to hot and cold run-
ning coffee drinks, from life-saving pharma-
ceuticals to online dating services.” And the
essay went on to say that that moment, this
libertarian moment was based on a consen-
sus around two hard-won insights: Markets
are generally preferable, and at least vaguely
representative democracy is the least worst
form of government. If that’s what the liber-
tarian moment is, then I’'m happy to concede
that we are in fact in a libertarian moment.
But I would just make two observations
about this definition. First, if that’s the way
we define it, then we've been in a libertarian
moment for a really; really; really long time—
maybe even since 1787. And maybe the word
“moment” is not one that we should be ap-
plying here. And the second is that maybe we
shouldn’t be applying the word “libertarian”
either, because you can have rising choice and
you can support representative democracy
while also having growing government and
public support for growing government.

MATT WELCH: As someone who co-wrote the
essay with this title in question, I obviously
feel some sense of responsibility for all of
this, and I thought it might be helpful to de-
scribe a little bit about what we were think-
ing at the time.

As David points out, this was in our an-
niversary issue in 2008, the 4oth anniversary
issue, that came out in December; and of



course, due to the miracle of magazine lead

times, that meant it was actually written in
October of 2008. And let’s think: What was
happening around October of 2008? Well,
we had just had a Republican president stand
up on live TV and give a speech in which he
said: “Normally I'm in favor of free market
capitalism, but . . .” We had a Republican
nominee for president—whose signature leg-
islative achievement was to curtail the First
Amendment so that people couldn’t criticize
politicians, and whose other major contribu-
tion to policy was introducing the notion of
“rogue state rollback” (look it up; it’s fun)—
he suspended his campaign so that he could
go back to Washington and support the
bailout of the banks. There was a gay mar-
riage ballot initiative in California, and it was
agaimst gay marriage.

There wasn't anything about the headline
political moment in the fall of 2008 when we
wrote that thing thatlooked libertarian at all,
with the possible exception of the unlikely
semi-success of the Ron Paul movement.
But we were actually making a point, which
is that if you allow yourself to be distracted
constantly by headline-making politics,
you're going to miss a lot of interesting stuff.
‘We argued that a lot of the interesting stuff
happening in America has a specific, strong
libertarian cast to it, in away that already has
been rippling through culture and society:

We’re in an era of hyper-personalization
where individuals are finding incredible
amounts of autonomy, and wherever there is
a gatekeeper telling them what to do,
whether it’s a stupid taxi monopoly; or a
booking agency—remember travel agents?
When was the last time anyone went to a
travel agent’—we are re-routing around all of
those things. We were arguing in this initial
essay that this is happening, and it’s going to
happen to politics and governance last. Lit-
erally they will be the last ones to see it hap-
pen, because they have a guaranteed revenue
stream and we can't really get around it.

But yes, let’s talk a little bit about those

headline politics that we’re not supposed to
get distracted by In 2008, compared to this

absolutely lousy political moment for liber-
tarians, we didn’t have Rand Pauls in the Sen-
ate, we didn’t have Republicans who said “Let’s
actually cut military spending year overyear.”
That was a fantasy; and yet it happened kind

a— by a belief

that libertarianism

is just finc. ¢ ¢

of recently California tried to legalize recre-
ational pot in 2010 and got smacked down
two years after the libertarian moment story;
now we have legal weed as a thing that hap-
pens. The culture embraced gay culture and
gay marriage, and the courts eventually kind
of caught on to that.

CONOR FRIEDERSDORF: As we gather today,
Donald Trump is as well-positioned as any-
one to lead the world’s oldest democracy: If
he wins, I hold out hope he may sour on
America and leave us for a younger Eastern
European country:

But if he puts his name in gold letters
atop the White House and sticks around for
four years, our next-best hope is that right
andleft, Congress and the courts, the whole

anti-Trump alliance, see new urgency in safe-
guarding civil liberties, in reining in execu-
tive power, in limiting surveillance, and what
I call tyrant-proofing the White House, like
paranoid parents child-proofing for a reck-
less toddler.

Asusual there are mostly worrying scenar-
ios, maybe only worrying scenarios, this elec-
tion cycle. Still I stand by a belief that
libertarianism is just fine. It’s won some big
victories in the very recent past, and I expect
it towin more. Matt touched on some of what
I'was going to talk about—legalized marijuana,
gay marriage—so I'llskip over them, but these
are huge things that increased the freedom of
many millions of people in significant ways.
Libertarians do face along, hard fight on sur-
veillance, and there is no guarantee of victory.
At the same time, if you would have asked
someone 20 years ago if he would have de-
scribed the ubiquitous video cameras that we
see now; they would have thought that we
were describing akind of Orwellian dystopia,
and yet what's actually happened is that citi-
zens have turned these cameras around and
captured unprecedented footage of police
misbehavior, proving a degree of abuse that
libertarians have long known about, but that
most Americans had to see to believe.

Of course, a lot of these bright moments
aren’t going to coincide with political success
for libertarian politicians because the nature
of our two-party system is that as libertarian
ideas become popular and electorally viable
they get co-opted by non-libertarians. That’s
fine, we don't need credit, just victories. Itisn't
necessarily going to be libertarian principles
embraced by the public that make for aliber-
tarian moment either—the Iraq catastrophe
turned Americans away from intervention-
ism, more than any principled embrace of lib-
ertarian ideas. At the same time, war is the
health of the state. Nothing increases the
power of government and impinges on civil
liberties more reliably that major military con-
flicts. And now both major parties are willing

Continued on page 16
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American Big Brother: A Century of
Political Surveillance and Repression

ince its inception in 1908, the Federal Bureau of Investigation has kept itself busy surveilling those who hold controversial political views—
from Christian pacifists in World War I, to Martin Luther King Jr. in the 1950s, to Arab/Muslim Americans in the 1990s. “American Big
Brother,” a new project from the Cato Institute, features an interactive online timeline of these surveillance projects over the past 100 years.

“The theme that emerges clearly from the timeline’s episodes is that in many of these cases, federal surveillance and political repression
were directed most forcefully at individuals and organizations that challenged the prevailing political paradigm on the issue at hand,” wrote

Cato policy analyst Patrick G. Eddington. And in many cases, the individuals and organizations subjected to this warrantless surveillance

suffered irreparable damage to their personal and professional lives. The timeline, found at wwwicato.org/american-big-brother, already fea-

tures dozens of stories of surveillance, and is an ongoing project which will be updated regularly with archival research and new developments

in the news.
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The Battle for Free Expression, Continued

bhe Tyranny of Silence, the story of how one cartoon ignited a global debate over free

speech, was first published two years ago. Since then, the battle for free speech has
raged on—from the tragic Charlie Hebdo attacks in Paris, to the fight for free speech on
public campuses. Now available for the first time in paperback, Flemming Rose’s book,
which The Economist dubbed one of the best books of 2014, recounts his experience pub-
lishing cartoons of the prophet Muhammad in Danish newspaper fy/lands-Posten in 2005,
which quickly exploded into a global controversy known as the “Cartoon Crisis.” Rose
bravely defended the decision to print the 12 drawings, even as Muslims around the world
protested, Danish embassies came under attack, and newspaper and magazine editors
were arrested. Rose tells his gripping personal story of the events that unfolded. “What
do you do when suddenly the entire world is on your back?” Rose recalls. The paperback
edition includes a new afterword, in which Rose reflects on the Charlie Hebdo attack and
the state of free speech in both Europe and America. The United States, he writes, is
“afflicted with identity politics and grievance fundamentalism,” while in Europe, “it
looks like freedom of speech will be sacrificed on the altar of cultural, religious, and eth-
nic diversity.”
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The Economics of
Environmentalism
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OF BEING

ore than 10 years after its original publication, the second edition of Richard

Stroup’s invaluable Eco-nomics: What Everyone Should Know about Economics and

the Environment provides a thoroughly updated guide to environmental problems from

RICHARD L, STROUP

a free market perspective. As in the first
edition, Stroup offers a concise primer of
how economic principles shed light on
environmental issues, and why so many
environmental laws fail. But Stroup also
adds new chapters, including a brief
overview of the history of environmen-
talism in the United States, the “con-
stantly changing view of our environment
and how to protect it,” and an examina-
tion of the most controversial environ-
mental issue of today—climate change.
“Although the book is a small one, I have
attempted to identify in it the core tenets
of free-market approaches to environ-
mental protection and to make clear why
these approaches are worth serious con-
sideration,” writes Stroup. “The weight
of opinion tends to push toward a greater

role for government, even though that role is often misused and sometimes has un-

fortunate consequences. Economics shows us the wisdom of considering a greater

role for market solutions.”

BUY YOUR COPY OF THE TYRANNY OF SILENCE AND ECO-NOMICS BY VISITING
WWW. CATO.ORG/STORE, AMAZON.COM, OR BOOKSTORES NATIONWIDE.
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New Cato Journal

his special issue of the Cato Journal

considers the unintended conse-
quences of government intervention by
examining a number of public policies
ranging from occupational licensing to
the War on Poverty to the minimum
wage and public education. The Winter
2016 issue also features reviews of books
by Thomas Sowell, Robert Putnam,
Arthur Brooks, and more.

ALL OF THE ARTICLES IN THIS ISSUE

OF THE CATO JOURNAL ARE AVAILABLE
AT WWW.CATO.ORG.
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CATO EVENTS

t a Cato Policy Forum, MASSIMILIANO T IMOTHY AND CHRISTINA SANDEFUR of the Goldwater Institute dis-

TROVATO of the Instituto Bruno Leoni

cussed the second edition of the Cato book Cornerstone of Liberty:

discussed the need for greater economic free- Property Rights in 21st-Century America, in which they describe the back-
dom in the European Union, saying, “Liberal- lash to the Kelo decision, and how regulations are increasingly infringing

ization is urgent and necessary more than ever.”  on American property rights.

ta Cato Book Forum, The Human Cost of Welfare: How the System Hurts the

People It’s Supposed to Help, authors PHIL HARVEY (right) and LisA CONYERS
of the DKT Liberty Project argued that government welfare programs are actually
harming the poor by making work “a threat, rather than a reward.” Cato senior fel-
low MICHAEL TANNER (center) moderated the event.
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ANIEL L. THORNTON, former vice

president of the Federal Reserve
Bank of St. Louis, presented his Cato
Policy Analysis in which he criticizes the
Federal Reserve’s distortion of the mar-
ket through its “quantitative easing”

program.
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What modern economists get wrong

Specialization: The ‘Main Character’
on the Economic Stage

n The Wealth of Nations Adam Smith

famously wondered at the great effi-

ciency with which just 10 men, each

performing only two or three differ-
ent tasks on a few machines, could produce
adazzling number of pins—48,000 pins aday.
“But if they had all wrought separately and
independently;” he observed, “and without
any of them having been educated to this pe-
culiar business, they certainly could not each
of them have made twenty, perhaps not one
pininaday”

In the centuries since Smith, economists
seem to have lost sight of their study’s roots
in this crucial insight into the value of spe-
cialization. In a new Libertarianism.org
ebook, Specialization and Trade: A Reintroduc-
tion to Economics, economist Arnold Kling
argues that post-World War II economists
have mistakenly placed the concepts of
scarcity and choice at the center of economic
thought. “In my view;” writes Kling, “special-
ization is the most essential fact in econom-
ics. Each of us performs only a narrow range
of tasks, often producing nothing that is
directly consumable at all, and yet we enjoy
goods and services that require hundreds of
millions of tasks performed by millions of
workers all over the world.”

Kling therefore offers a brief “re-intro-
duction” to economics, in order to “make
specialization the main character in the sto-
ry” He critiques modern economists who
portray the economy as “a machine gov-
erned by equations.” They offer this clumsy
interpretation so that they might, in turn,

devise a “repair manual, with policy
tools to fix the economic machine
when something goes wrong.”
Instead, Kling proposes, the econo-
my is a much more elegant and com-
plex creature—better resembling the
evolving system of a rainforest. “The
mechanistic metaphor is inappropri-
ate and even dangerous,” he warns.

Kling’s Rezntroduction delves into
the core matters of economic
thought, beginning with the difficul-
ty of treating economics as a “sci-
ence”—can economists verify their
interpretive frameworks in the same
way scientists verify their hypothe-
ses?—and proceeding to analyses of
how an economy actually works. He
explains why a decentralized price
system provides the best informa-
tion and guides the economy toward
sustainable use of resources; how cul-
tural norms and civic and government insti-
tutions setup rules to facilitate specialization
and trade; and the special role the financial
sector plays in enabling specialization. He
examines how some of these ideas play outin
the real world, by studying housing finance
policy during the run-up to the financial cri-
sis of 2008.

In his introduction, Kling writes that
modern economists have lost the art of crit-
ical thinking—the habit of always asking
“How doyou know that?” Instead, they have
adopted what he calls “the MIT approach”:

one that “presumes that economic

ARNOLD

SPE4CIT AL

Tealrron

AND}TRADE

A RE-INTRODUCTION
TO ECONOMICS

researchers and policymakers are capable of
obtaining knowledge that in reality is
beyond their grasp.” Kling’s book warns of
the dangers of these simplistic assumptions
about economics, and instead presents eco-
nomics as he believes it should be taught.
Andwhile Kling’s primary audience is other
scholars of economics, his writing also pro-
vides a first-rate introduction to economic
ideas that are easily accessible by students
with little or no previous training in eco-
nomics. M

AVAILABLE EXCLUSIVELY AS AN EBOOK,
AT CATO.ORG/STORE AND AMAZON.COM.

Continued from page 11

to elevate presidential candidates who argue
for non-interventionism. President Obama
is in the pages of The Atlantic sounding like
Dwight Eisenhower warning against the mil-
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itary industrial complex. Bernie Sanders is
openly anti-war. The only heartening thing
to me about Donald Trump’s rise is seeing
someone stand on a Republican debate stage,
declare the Iraq war and intervention in the

Middle East utterly idiotic, and then win a
string of GOP primaries, even across the
South. m

ALL THE PRESENTATIONS FROM THIS EVENT
CAN BE VIEWED IN FULL AT WWW.CATO.ORG.



How pocker Constitutions make a difference

A Small Gift, a Big Impact

ato receives many requests

for Pocket Constitutions—the

Institute has printed over five

million copies to date. And so,
after receiving a request for 10 to 20 Spanish-
English constitutions for a group of adult
English students in February, Cato market-
ing coordinator Matthew Lego promptly
placed them in an envelope and sent them
on their way to Massachusetts, not expect-
ing a reply—it was a routine request, like
hundreds of others he had fulfilled. But a few
weeks later, he received a stack of thank-you
notes—the entire class had handwritten
their thanks for the Constitutions, and what
the Founders’ words meant to them. For
them, the words of the Founders were any-
thing but routine.

One newly minted citizen expressed
how important it was for him to learn
more about the Constitution and Declara-
tion of Independence of the United States.
Now;, he said happily, “I know the history
and the laws of my new country” He
revealed his own American dream—to
someday buy a brand-new house, and own
anew car. A woman from the Dominican
Republic wrote that she is working toward
her citizenship, and eagerly reading the
Constitution. She hopes to go to college
one day, she said, so she can provide help
for her family overseas. Another student, a
mother of two children, expressed how
important it was to her to be learning her
new rights. One student hoped this would
be the beginning of a new chapter of study-
ing constitutional law in college. “I want to
study something that makes my family
proud,” wrote another. A Colombian stu-
dent, a dentist in his former country, wants
to study U.S. history—and, he observed,
there is no better starting point for him
than the U.S. Constitution.

After Lego thanked the teacher for these

notes, she wrote in reply:

0 “or‘ 1, QW
\\” % u‘ ﬁfL ‘ o

After receiving Cato Pocket Constitutions, a group of adult English as a Second Language
students sent thank-you letters explaining how meaningful the Founders’ words were to
them.

Your donation is a prized possession
among my students. You gave my
immigrant students hope, faith and
belief in the vision our Founding
Fathers had when they created the
Declaration of Independence and the
Constitution. Your generosity is evi-
dence that there is and always will be
good in the world. The problem is that
itis becoming more difficult to find the
innate good we all possess . . . but that
does not mean it is not there.

Thank youvery much. I trulyappre-
ciate all that you have done for us.

Lego called this note “a real dose of per-
spective,” and “a reminder that the simplest
gestures can yield incredible results.” “More
importantly,” he said, “it was a powerful
reminder that the work we do here matters,
and it has real and lasting impacts on the lives

of people we'll probably never meet.”

Around the same time, Cato Constitu-
tions were traveling to Manhattan, reaching a
leading private boys’ school where an eighth-
grade homeroom teacher was taking his stu-
dents on a journey through the Constitu-
tion—beginning with memorizing the first
two sentences of the Declaration of Inde-
pendence, and then spending several months
reading the Constitution out loud and dis-
cussingit. The teacher, who hasbeen ordering
Constitutions from Cato by the hundreds for
over 15 years, says the boys are always eager to
learn about their rights. “It’s never a dull dis-
cussion,” he said. He believes this exercise
makes the students “more American”—more
appreciative of the rights and freedoms their
Founders believed in. l

TO GIVE SOMEONE YOU KNOW THE GIFT
OF THE CONSTITUTION, VISIT
CATO.ORG/STORE TODAY.
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CATO STUDIES

1 Get a Kick out of EU

s any wine connoisseur can tell

you, the word “champagne”

means different things to differ-

nt people. Some—including

France’s official Comité Champagne—
define “champagne” as only coming from
Champagne, France. Others use the word
more broadly to refer to a particular type of
white sparkling wine. But if the European
Union (EU) has its way in international trade
negotiations, that broader definition will be
banned. The EU advocates for strict protec-
tion for “geographical indications” (GD),
under which American companies would be
forced to invent new names for products
such as champagne, port, sherry, parmesan,
and gorgonzola. In “Reign of Terroir: How
to Resist Europe’s Efforts to Control
Common Food Names as Geographical
Indications” (Policy Analysis no. 787),
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Cato trade analyst
K. William Watson
warns against import-
ing the “culture of priv-
ilege and cartel status
enjoyed by Europe’s
traditional food and
wine producers” to
the United States.

BANKING AND DEVELOPMENT

“Understanding the importance of finan-
cial institutions is crucial for both devel-
oped and developing economies,” Scott L.
Fulford of Boston College writes in “How
Important Are Banks for Develop-
ment? National Banks in the United
States, 1870-1900” (Research Briefs in
Economic Policy no. 44). “As developed
countries seek the appropriate balance for
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financial regulation, whether by increasing

capital requirements or by putting restric-
tions on certain activities, it is vital to
understand the likely cost of regulations.”
To contribute to this goal, Fulford meas-
ures the effect of national banks between
the years 1870 and 1900—a time of rapid
economic growth, where national banks
were, as he writes, “by far the most impor-
tant financial institutions.”

JAPAN: PACIFIST NO MORE?

Thanks to Japan’s recent national security
reforms, the country can now legally coop-
erate with the United States in defensive
military operations. Some have interpreted
this move as an abandonment of the pacifist
principles which the country has followed
since World War II. But, according to Jen-
nifer Lind, an associate professor at Dart-
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mouth College, this claim is “misguided.”
“These reforms are only the most recent
recalibration of Japan’s postwar grand strat-
egy,” she writes in “Japan’s Security Evolu-
tion” (Policy Analysis no. 788). While Japan
has historically preferred to “buck-pass” to
the United States, Lind argues that Tokyo
has gradually improved its own military
capabilities and taken on a stronger role in
the alliance. “The recent security reforms
represent continuity, rather than change, in
a pattern in which Japan relies upon the
United States for its security but con-
tributes more to the alliance when its secu-
rity environment worsens,” Lind writes.

CULTURE IN THE KUBA KINGDOM
Most of us suspect that state institutions
may shape or effect culture—but how? And
can these effects be proven? In “The Evo-
lution of Culture and Institutions: Evi-
dence from the Kuba Kingdom”
(Research Briefs in Economic Policy no.
46), Sara Lowes of Harvard University,
Nathan Nunn of Harvard University, James
A. Robinson of the University of Chicago,
and Jonathan Weigel of Harvard University
find that institutions do impact culture—
and they may in fact impact them negative-
ly: They examine Central Africa’s r7th-cen-
tury Kuba Kingdom as a case study; finding
that living under the Kuba state was associ-
ated with more rule breaking, more theft,
and more cheating. This shows, they write,
that state laws and institutions can “under-
mine intrinsic motivation” and crowd out
beneficial cultural norms.

IMMIGRATION AND INEQUALITY

In “Inequality Attributable to Housing
Value and Immigration” (Working Paper
no. 37), Ryan H. Murphy of Southern
Methodist University and Cato immigra-
tion policy analyst Alex Nowrasteh exam-
ine whether immigrants affect economic
inequality by bidding up real-estate rental
prices. They find that about 30.1 percent of
housing value in 2010 is attributable to

immigrants in urban areas—a “modest
impact” that falls into the lower end of past
estimates. “The effect
is at least an order of
magnitude too small
for immigration to be
the key catalyst driv-
ing economic inequal-
ity,” they write, con-
cluding that there are
likely many more effi-
cient options for addressing rising inequal-
ity than restricting immigration.

BRIBES AND FIRM VALUE

Corruption comes with a cost: according to
the World Bank, corruption negatively
impacts economic growth by $2.6 trillion
per year, or 5 percent of global GDP. In
order to counter corruption, some coun-
tries have adopted regulations that penalize
the use of bribes. Opponents of this regula-
tion argue that bribery is indispensable in
certain areas and industries, and regulations
place regulated firms at too great a compet-
itive disadvantage. In “Bribes and Firm
Value” (Research Briefs in Economic Poli-
cy no. 45) Stefan Zeume of the University of
Michigan studies whether the use of bribes
creates value, and researches the implica-
tions of the UK Bribery Act of 2010, which
imposed severe penalties on firms and man-
agers caught using bribes. He finds that
bribes do create value, facilitating doing
business in certain regions and industries—
and that, consequently, regulating some
firms does indeed harm them while advan-
taging their unregulated competitors.

CURTAILING CURFEWS

In America, gunviolence takes a particular-
ly large toll on young people. As a conse-
quence, juvenile curfews have become a
popular proposal in many cities. But do
they actually keep young people safe?
In “Keep the Kids Inside? Juvenile
Curfews and Urban Gun Violence,”
(Research Briefs in Economic Policy no. 47)
Jillian B. Carr of Purdue University and Jen-
nifer L. Doleac of the University of Virginia
examine the effect of juvenile curfews in
Washington, D.C., and discover that in
fact, the curfew ultimately increased the

number of gunfire.

WAGES OF AGEISM

Many countries use age-dependent mini-
mum wage systems, making younger work-

ers cheaper than their elders and supposed-
ly helping to ease them into the workforce.
Past studies have claimed positive effects
from this system—but in “Happy Birth-
day, You’re Fired! The Effects of Age-
Dependent Minimum Wages on Youth
Employment Flows in the Nether-

lands” (Research Briefs in Economic Poli-
cy no. 48.), Jan Kabdtek of the University of
Melbourne, by examining how this system
plays out in the Netherlands, finds that
there are in fact negative consequences to
distorting the market in this way. Among
other problems, it incentivizes employers
to discriminate against their own employ-
ees on the basis of age, so that they replace
their older employees with cheaper,
younger labor, and fire workers when they

approach the threshold for higher wages. m
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THERE’S THE LOBBYING WE
DON’T LIKE, AND THEN THERE’S
OUR OWN LOBBYING
Council members on Wednesday put the
brakes on passing a bill that would regulate
lobbying on Kauai in order to answer a few
lingering questions and to have a full coun-
cil present for the decision.
Councilmembers KipuKai Kuali’i and
Arryl Kaneshiro were absent from the
meeting because they were in Washington
D.C,, representing Kauai at the National As-
sociation of Counties legislative conference.

—THE GARDEN ISLAND, 02/25/2016

IT HELPS TO KNOW THE MAYOR
D.C. Mayor Muriel E. Bowser has pitched
her plan to create family homeless shelters
in almost every ward of the city as an equi-
table way for the community to share the
burden of caring for the neediest residents.
But records show that most of the pri-
vate properties proposed as shelter sites
are owned or at least partly controlled by
major donors to the mayor. And experts
have calculated that the city leases would
increase the assessed value of those prop-
erties by as much as 10 times for that small
group of landowners and developers.

—WASHINGTON POST, 03/17/2016

IT HELPS TO KNOW A MEMBER OF

THE APPROPRIATIONS COMMITTEE
Politicians praised [the late Martin O.]} Sabo,
a Norwegian Lutheran, for his understated
manner and ability to deliver millions of dol-
lars to the Twin Cities for road and housing
projects, including the Hiawatha Avenue
light-rail line and the Minneapolis Veterans
Medical Center.After the first year of this
114th Congress, more bills have been en-
acted than in the 112th or 113th, according
to data compiled by GovTrack.us. So far,
the 114th is tracking more closely with the

more-productive r1oth and 11rth.

Gov. Mark Dayton (D) said Minnesota
has important infrastructure projects be-
cause of Mr. Sabo’s senior position on the
House Appropriations Committee.

—WASHINGTON POST; 03/11/2016

NOT AN APRIL FOOL'’S JOKE

The CIA left “explosive training material”
under the hood of a Loudoun County school
bus after a training exercise last week, a bus
that was used to ferry elementary and high
school students to and from school on Mon-
dayand Tuesday with the material still sitting
in the engine compartment, according to the
CIA and Loudoun County officials.

The Loudoun County Sheriff’s Office
and the CIA said in statements Thursday
that the explosive material was left be-
hind after a training exercise at Briar
‘Woods High School during spring break.
The CIA said it was a training scenario
for explosives-detecting dogs.

— WASHINGTON POST, 04/01/2016

CAN YOU MAJOR IN TACOS?
At the University of Kentucky; taco knowl-
edge is power. . ..

This semester, the university is offering
an undergraduate course called “Taco Lit-
eracy: Public Advocacy and Mexican Food
in the US South.” Led by Steven Alvarez,
an assistant professor in the university’s
‘Writing, Rhetoric, and Digital Studies de-
partment, the class aims to teach students
about Mexican foodways in Kentucky and
the broader South.

—VICE.COM, 02/21/2016

ECONOMISTS EVERYWHERE WON-
DER HOW...

A building boom in Nashville, Tennessee,
has sent rents soaring.

—MARKETPLACE RADIO, 03/ 28/2016

ToBeGoverned...’

DEMOCRACY IN ACTION

In the weekly installment of Lie Wit-
ness News, the Jimmy Kimmel Live crew
stopped passers-by on Hollywood Boule-
vard to get their thoughts on the new
[Supreme Court} nominee. But it wasn’t
Merrick Garland they were asked about;
they gave responses to names like George
Harrison, Sammy Hagar, and even Whitey
Bulger (“Will his criminal past have an ef-
fect on his ability to get confirmed by the
Senate?” one unsuspecting interviewee gets

asked).
—MEDIAITE, 03/17/2016

COLLEGE STUDENTS ARE SO
IDEALISTIC
GREENVILLE, S.C.—The crowd of
5,200 that came to see Bernie Sanders
here last night was overwhelmingly white,
and most were college students. . . .
Sanders’ biggest applause lines had
nothing to do with criminal justice re-
form. They were for decriminalizing mar-
ijuana and free college.

— WASHINGTON POST, 02/22/2016

DON’T SAY MADURO DOESN’T
HAVE A PLAN

In response to growing food shortages, Mr.
Maduro last month created a Ministry for
Urban Farming. He noted that he has 50
chickens in his own home and that his
countrymen also can be taught to farm at
home. The move echoes a policy Cuba im-
plemented after the collapse of the Soviet
Union in the early 1990s, which cut off aid
to Cuba.

M. Maduro has hinted at various policy
initiatives. This past week, he opened a
Facebook account. “I want to expand my di-
rect presence on social media,” he posted,
adding two pictures.

—WALL STREET JOURNAL, 02/12/2016
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