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The Paradox of the Statist Businessman 

Possibly because I was never properly 
trained at a business school, I have al

ways found entrepreneurial capitalism ap
pealing, easy to understand, and as natural 
as walking or breathing. It is an economic 
model that focuses on growth and allows 
the individual the opportunity to employ his 
God-given talents. Success can be pursued 
and failure tolerated-in short, that is the 
way the world should work. 

So when Ed Crane asked me to talk 
about the statist businessman, two things 
immediately struck me. The first was the 
theoretical contradiction in terms as, of 
course, most ordinary citizens would equate 
the word businessman with capitalist, not 
statist. The second was that it would be dif
ficult to find anything too nice to say about 
that particular breed. But since I don' t want 
to end up sounding like one of the retirees 
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in southem Florida who went to a restaurant 
one night and complained so much that the 
waiter finally asked, "Is anything all right?" 
I want to preface my remarks with some
thing that is right. It's a quote by Domingo 
Cavallo, finance minister of Argentina. 
''Each peso," he stated- and you could sub
stitute "dollar" or any other currency-

is a contract between the government 
and the peso holder. That contract guar
antees that each peso-as a unit of val
ue that the holder has worked hard to 
get-will be worth as much tomorrow 
as today. If the government breaks the 
contract, it's breaking the law. The only 
role of government in the economy 
should be to guarantee the integrity of 
market transactions. 

That's a simple statement, but somewhat 
revolutionary-revolutionary because its 
premise of a passive, limited government is 
radically different from the activist role gov
ernment assumes today. 

But these are revolutionary times, and 
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the real revolution is one that reaches be
yond politics and partisanship to challenge 
some very basic assumptions about the way 
the world works. Our new Speaker of the 
House, Newt Gingrich, has warned that 
"American businesses can' t win in the mar
ketplace for products and services if they 
concede defeat in the war of ideas." The bat
tle lines of that war are not drawn so much 
between Republican and Democrat, or even 
conservative and liberal, as they are between 
two diametrically different world views. 

The Statist Worldview 

One view begins and ends with govern
ment. It is of a statist society in which the 
government regulates and mediates most 
human relationships-economic and other
wise. The other view begins and ends with 
the individual. It is of a civil society in which 
people organize themselves through volun
tary association and exchange. Statist soci
ety promis~s you happiness in exchange for 
the better part of your freedom. Civil soci
ety merely guarantees your freedom. Hap
piness is up to you. 

Perhaps we can understand the statist 
impulse on behalf of the unskilled and un
schooled, the disabled and the disenfran
chised, the infantile and the infirm. But why 
would the businessman choose to bargain 
with his most precious capital- freedom? 

It would be easy to dismiss the statist 
businessman as either a knave or a fool. The 
sad truth is that he's neither. Remember 
what Voltaire once said: "It is dangerous to 

(Cont. on p. 10) 
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A Good Start on the Contract 

I n September 1994, when theRe-
. publican candidates for the House 
of Representatives announced their 
Contract with America, Newt Gin
grich may have been the only person 
who expected that contract to be more 
than a campaign document. And after 
the unexpected Republican win in the 
November election, the usual cynics 
predicted (or hoped) that the contract 
would be quickly forgotten. 

To their great credit, the Republi
cans in Congress have maintained a 
commitment to the contract and have 

moved, as if by forced march, to transform the contract into a gov
erning agenda. As I write, Congress has already approved four ma
jor contract measures, the common theme of which is restricting the 
powers of Congress. 

The first measure made Congress, as an employer, subject to 11 
labor and civil rights laws from which it was previously exempt. 
The direct effect of this measure will be to extend to congressional 
employees most of the same employment rules and rights to which 
all other workers are subject. The more important indirect effect of 
this measure will be to make Congress more aware of the problems 
inherent in existing regulations of the labor market and more cau
tious about approving more such regulations. This measure was ap
proved by both houses and was signed by the president. 

The second measure provides some statutory protection against 
new uncompensated mandates on state and local governments. The 
law creates a presumption in favor of compensation for the neces
sary additional costs of new mandates (if the estimated cost is more 
than $50 million), but the requirement for compensation may be 
waived by majority vote. And mandates specific to national securi
ty, emergency relief, constitutional and civil rights, and Social Se
curity are exempt. This measure also requires federal agencies to 
publish a benefit/ cost analysis of all new regulations affecting ei
ther state and local governments or the private sector (if the esti
mated cost is more than $100 million). This measure is only half a 
loaf but, in this case, half a loaf is better than none. The measure is 
now in conference committee where minor differences between the 
House and Senate versions will be worked out. 

The third measure authorizes the president to veto individual 
line items in appropriation bills. This measure provides authority 
similar to that now held by 43 governors and would restrict the po
tential for Congress's loading appropriation bills with individual 
projects that would not be approved as separate bills. The Senate is 
now considering several versions of a line-item veto. 

The fourth measure is a proposed constitutional amendment 
that would change the voting rules on the federal budget. Support 
of three-fifths of the members of each house would be necessary to 
approve an expected deficit or an increase in the debt limit, and sup-

port of a majority of the members of each house would be needed 
to approve an increase in taxes. Unfortunately, there are two serious 
problems with the proposed amendment: 

• The voting rule on tax increases is neutral with respect to the 
level of total spending and taxes and is inconsistent with the con
tract's commitment to a three-fifths rule. 

• The absence of constitutional protection against uncompen
sated mandates seriously undermines the prospect for ratification 
of this proposed amendment. 

The Senate narrowly failed to pass this proposed amendment, but 
the primary near-term effect of House approval will be to force Con
gress to develop a budget plan that would lead to a balanced bud
get by 2002. That will constrain the several irresponsible contract 
proposals to increase defense spending and for tax reductions that 
do not increase economic growth. The mandate and mood of the 
104th Congress will lead to a budget plan that does not include a 
tax increase, but there is less reason for confidence that a future Con
gress will not increase taxes to comply with the proposed amend
ment. 

The most mlfortunate measure passed by the House to date is a 
new crime bill that maintains most of the outrageous provisions of 
the crime law enacted in 1994. The crime bill, which federalizes most 
violent crimes and increases federal spending, is wholly inconsis
tent with the general commitment to limited constitutional govern
ment in other parts of the contract. Unfortunately, the Senate will 
probably pass a similar bill. 

All in all, the new Congress has had a very productive first two 
months. It has made a good start on the contract, even if some of the 
details of the first measures are less than optimal. Current political 
conditions represent the best opportunity in many decades to re
store limited constitutional government, and Cato will make every 
effort to take advantage of this opportunity. 
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Tudiciary Committee Chairman Defends Property Rights 

Henry Hyde Criticizes Forfeiture Abuse, Urges Reform 
"Much of what you may have 

learned in school 
ments also seize property in this way. The 

or college about your rights III!!•IIIIJ~II!!III""IIIIII!III 
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doctrine underlying forfei
ture holds that property 
implicated in crime can be 
seized even if its owner is 
never charged or tried. In 
80 percent of such cases, 
the owner is not charged. 
The standard of proof to 
be met by the authorities is 
the minimal "probable 
cause" standard. If the 
owner wishes to regain 
possession, he has the 
onus of proving in court 
that the property is "inno
cent"; his standard of 
proof is higher: a prepon

and liberties no longer ap
plies. Increased govern
ment and police powers, ris
ing criminal activity and vi
olence, popular anxiety 
about drug use-all have 
become justifications for 
curtailing the application of 
the Bill of Rights and the in
dividual security it once 
guaranteed." With those 
words, Rep. Henry J. Hyde 
(R-ill.), the new chairman of 
the House Judiciary Com
mittee, opens Forfeiting Our 

Is liJIII' '·.~ - • 

PI'Oilel'h "" · 1 . ' . .. ... ""-:-.... Saf(• from _ · ~. : \ j ,111 

Seizure? · : · · ~ 

Rep. Hem} J. II~ de 

Properh; Rights: Is Your Property Safe from 
Seizure? published by the Institute. 

Hyde's book documents the increasing 
use of asset forfeiture ostensibly as a crime
fighting measure. "Federal and state offi
cials now have the power to seize your 
business, home, bank accotmt, records, and 
personal property, all without indictment, 
hearing or trial," he writes. "Everything 
you have can be taken away at the whim of 
one or two federal or state officials operat
ing in secret. ... We are all potential vic
tims." 

Between 1985 and 1993, the U.S. De
partment of Justice alone seized assets 
worth $3.2 billion. State and local govern-

derance of the evidence. In some cases, 
property has been seized for acts someone 
other than the owner performed. 

Among the horror stories recounted in 
the book, Hyde tells of Willie Jones, an 
African American landscaper. Simply be
cause he paid for an airline ticket with cash 
in Nashville, Tennessee, the police searched 
Jones's luggage for drugs. They found 
none. When a police dog sniffed traces of 
drugs on the $9,600 he was carrying (a 
common condition for U.S. currency), the 
police confiscated the money. Jones could 
not afford to post the bond required to chal
lenge the seizure. Instead, he sued for 
racial discrimination. More than two years 

later, the money was 
returned. Many other 
victims of forfeiture 
are not so fortunate. 

Hyde argues that 
forfeiture not only 
tramples civil rights 
and falls especially 
hard on minority Rep. Henry Hyde 
Americans, it also 
gives law enforcement agencies access to 
huge amounts of cash and other valuables 
outside the normal appropriations process. 
He quotes former New York City police 
commissioner Patrick Murphy, who said 
that "the large monetary value of forfei
tures .. . has created a great temptation for 
state and local police departments to target 
assets rather than criminal activity." 

Hyde notes that the "full flowering" of 
civil asset forfeiture has occurred under the 
auspices of the war on drugs. While he 
supports the anti-drug effort, he writes that 
the drug war has been "perverted too often 
into a series of frontal attacks on basic 
American constitutional guarantees." 

To end the despotism of civil forfeiture, 
Hyde recommends several reforms. His Civ
il Asset Forfeiture Reform Act first would 
shift the burden of proof to the government, 
forcing it to prove by clear and convincing ev
idence-not probable cause-that the alleged 
illegal act actually occurred and "that there is 

(Cont. on p . 5) 
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Armey, DeLay, Gunderson Speak at Cato 

Critics Flay Censorship, Energy Department, Antitrust 

Calo&eQls J 

J
anuary 10: A Policy Forum titled "The 
EPA Smog Charade: Illusionary Smoke 

and Regulatory Mirrors" examined the 
government's urban ozone nonattainment 
standards. Kay H. Jones of Zephyr Consult
ing argued that urban smog has disap
peared from most places and that what re
mains in California is not best addressed by 
federal regulators. Jonathan Adler of the 
Competitive Enterprise institute comment
ed that federal regulations are counterpro
ductive and punish the general population, 
not the polluters. He called for a decentral
ized market-oriented approach. 

January 13: The question "Time to Pull the 
Plug on the Department of Energy?" was 
debated at a Policy Forum by Jerry Taylor, 
Cato's director of natural resource studies, 
and Ed Rothschild, director of public affairs 
for Citizen Action. Taylor argued that the 
DOE is little more than a source of corporate 
subsidies and a meddler in the energy mar
ket. Rothschild countered that the depart
ment has subsidized worthwhile techno
logical developments and is a good source 
of data on energy. 

JamlanJ 20: At a Policy Forum entitled "Risk 
Assessment on Trial: What Direction Re
form?" Steve Milloy, president of the Regu
latory Impact Analysis Project and author of 
Choices in Risk Assessment, and Fred Smith, 
president of the Competitive Enterprise in
stitute, said that federal environmental risk 

Roger Pilon, ACLU president Nadine Strossen, and 
Georgetown Jaw professor Mark Tushnet talk after a 
book party for Strossen's book Defending Pomography. 

House Majority Whip Tom DeLay met with Cato staffers 
at a Roundtable Luncheon on February 27. 

assessment is actually politics in scientific 
clothing. Since life is inherently risky, Smith 
said, the risk of new technologies must be 
weighed against the real risk of economic 
stagnation. 

January 23: A Book Forum honored publica
tion of Defending Pornography by Nadine 
Strossen, president of the American Civil 
Liberties Union. Strossen said that the fem
inists who wish to outlaw sexually explicit 
material would violate the right to free ex
pression as well as infantilize women, par
ticularly those who consent to appear in 
pornographic movies. Mark Tushnet, asso
ciate dean of Georgetown University Law 
Center, said he found Strossen's civil liber
tarian arguments compelling, but he said 
her defense of participants' consent was in
consistent with the ACLU' s support of the 
minimum wage law, which prohibits people 
from consenting to work for a lower wage. 

January 26: A conference in New York on 
"Arab-Israeli Peace: Prosperity or Politics?" 
explored how the change in Arab-Israeli re
lations could clear the way for market liber
alization and economic development. The 
panels addressed the region's economies, 
foreign aid, prospects for free trade, and op
portunities for investment. The speakers in
cluded Wall Street investor Jim Rogers, au
thor of Investment Biker; Alvin Rabushka of 
the Hoover institution; Yakir Plessner of the 
Institute for Advanced Strategic and Politi
cal Studies in Jerusalem; Ishac Diwan of 
World Development Report; Bruce Bartlett, a 
policy analyst; Hisham Awartani of An-Na-

. jal1 National University, West Bank; Ephraim 
Kleiman of Hebrew University, Jerusalem; 
Karim Nashashibi of the international Mon
etary Fund; Cato chairman William A. 
Niskanen; Alan Walters of the AIG Trading 
Group; and David Malpass of Bear Stearns 
&Co. 

February 6: The Cato Handbook for Congress 
was released at a news conference on Capi
tol Hill. House Majority Leader DickArmey 
accepted a copy of the book from Cato pres
ident Edward H. Crane and praised the In
stitute for its commitment to reducing gov
ernment power. Cato chairman William A. 
Niskanen and fiscal policy studies director 
Stephen Moore discussed their chapter that 
sets out a balanced budget by 2000 with 
lower taxes. Roger Pilon, director of the Cen
ter for Constitutional Studies, explained 
how the Constitution was intended to limit 
federal power. Foreign policy studies direc
tor Ted Galen Carpenter described the Cato 

Indianapolis mayor Stephen Goldsmith chaired a meet
ing of mayors at Cato to draw up an urban agenda for 
the federal government emphasizing privatization and 
competition. 

proposal for a foreign policy suited to the 
post-Cold War era. An evening reception 
was held at the institute to celebrate publi
cation of the Handbook. 

Februan; 8: Rep. Steve Gunderson (R-Wis.) 
defended his legislation to legalize labor
management cooperation in nonunion firms 
at a Policy Forum titled "Is Worker-Man
agement Cooperation Illegal? The Electro
mation Decision and the NLRA." Gunder
son's bill would nullify a 1992 National La
bor Relations Board ruling that such coop
eration in a nonunion shop amounts to an 



illegal company w1ion. David Silberman, 
chairman of the AFL-CIO's Task Force on 
Labor Law, responded that company wtions 
were outlawed because they abuse workers 
and that Gunderson's legislation would 
readmit abusive practices through the back 
door. 

February 9-12: The annual Benefactor Sum
mit was held at Loews Ventana Canyon Re
sort in Tucson, Arizona. Speakers included 
William Kristol, head of the Project for the 
Republican Future; Mrs. Shelby Collum 
Davis, an authority on Russia; Gov. Willian1 
Weld of Massachusetts; and Theodore J. 
Forstmann, CEO of the private investment 
firm Forstmann Little & Co. and a member 
of the Cato Board of Directors. Also ad
dressing the Institute's supporters were Cato 
president Edward H. Crane; chairman 
William A. Niskanen; executive vice presi
dent David Boaz; senior fellow Doug 
Bandow; and staff members Jerry Taylor, 
Michael Tanner, Stephen Moore, Edward L. 
Hudgins, and Roger Pilon. 

February 23: Economist Fred S. McChesney 
of Emory University described the political 
origins and effects of the antitrust laws at a 
Book Forum honoring T7te Causes and Con
sequences of Antitrust: The Public-Choice 
Perspective (University of Chicago Press), 
which he edited with William F. Shughart II. 

February 27: House Majority Whip Tom De
Lay of Texas talked about progress on the 
Republican Contract with America at a 
Roundtable Luncheon with the Cato poli
cy staff. • 

I Hyde (Cont. from p. 3) I 
a sufficient nexus between the property 
and the unlawful act." Second, the Hyde 
Act would provide an attorney for victims 
of forfeiture who cannot afford one, fi
nanced from the Department of Justice As
sets Forfeiture Fund. Third, the act would 
protect innocent property owners by per
mitting as valid defenses in forfeiture cas-
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es the lack of consent to illegal activity on 
their premises and evidence of reasonable 
efforts to prevent that activity. Fourth, 
Hyde's proposal would eliminate there
quirement that property owners wishing to 
contest seizures must post bonds of the 
lesser of $5,000 or 10 percent of the value of 
the property. 

The Hyde Act would also allow forfei
ture victims to sue the government for 
damages caused by the negligent handling 
or storage of property; such suits are cur
rently prohibited. 

Nadine Strossen, president of the Amer
ican Civil Liberties Union, says that Hyde 
"makes a courageous and powerful case 
against the government's use of civil asset 
forfeiture to deprive individuals of funda
mental rights." Forfeiture expert David B. 
Smith says the book is "at the top of my list 
for anyone interested in the protection of 
our property rights." 

Forfeiting Our Property Rights is priced 
at $19.95 cloth, $10.95 paper. It can be or
dered by calling 1-800-767-1241. • 

Ackerman, Forstmann, and Malone Join Cato's Board 

B usiness leaders Peter Ackerman, 
Theodore J. Forstrnann, and John Ma

lone are the newest members of the Cato In
stitute's Board of Di
rectors. 

Malone, presi
dent and CEO of the 
cable television giant 
Tele-Communica
tions Inc. (TCI), has 
been called "the 
most influential man John Malone 

in television" by the 
New Yorker. One-quarter of the American 
homes wired for cable television are TCI cus
tomers. Malone also holds an interest in a 
host of cable services, including CNN, TNT, 
QVC, Court TV, Black Entertainment Televi
sion, American Movie Classics, and the Dis
covery Channel. 

Malone says, "In the telecommunications 
industry there is a growing consensus that 
government cannot regulate our market
places into competition. The Cato Institute 
has always supported the efficiencies and 
conswner benefits of a competitive market
place and denied the general notion that gov-

ernment can devise an acceptable substitute. 
I am delighted to join Cato in its mission." 

Forstmann is a founding general partner 
of the New York in
vestment firm 
Forstmann Little & 
Co., one of the na
tion's leading ac
quirers of business
es. He is also fow1d
ing chairman of 
Empower America. Theodore J. Forstmann 

He commented, 
"Cato stands out among Washington's think 
tanks for its unflinching fidelity to the liber
tarian ideal. Immune to political fashion, it 
refuses to compromise its intellectual in
tegrity-providing a strong and steady 
voice for personal liberty, free-market capi
talism, and a civil society." 

Ackerman, formerly with Drexel Burn
ham, is now managing director of Rockport 
Financial Ltd. in London. On joining the 
Cato board, he commented, "As a resident 
of England since the fall of the Berlin Wall, I 
have watched European political discourse 
dominated by questioning the legitimacy of 

key multilateral institutions, including the 
EU, the IMF, and NATO. This debate will 
remain intense but unresolved until it is re
formulated around 
the issue of the role 
of government in 
the lives of individ
ual Europeans. 
Then Cato's work 
will be recognized 
as vitally important. 
I am particularly Peter Ackerman 

pleased to serve on 
Cato's board. During my tenure the themes 
Cato addresses, and the tone of its advoca
cy, will become more and more compelling 
to a worldwide audience." 

Cato president Ed Crane stated, "We are 
delighted to add three of America's most 
successful entrepreneurs to our Board of Di
rectors. Each one is not only a leader in his 
respective industry, but also a committed 
market-liberal dedicated to expanding the 
sphere of civil society. They are welcome 
additions to a Board of Directors that al
ways has been a substantial asset to the In
stitute." • 
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16 Times in First Month 

Cato Testimony on Budget, Property Rights, and More 

PolkyPopu• 
I n the first month of the 104th Congress, Cato 

Institute scholars testified before congression
al committees some 16 times, as Congress became 
more receptive to proposals for limiting govern
ment and reducing spending. Excerpts from 
some of that testimony follow. 

Stephen Moore, director of fiscal policy 
studies, before the Senate Budget Com
mittee on January 25, 1995: Goverrunent to
day is our fastest growing industry. In fact, 
in 1992, for the first time ever, there were 
more Americans employed by government 
than by the entire manufacturing sector of 
the U.S. economy. In 1994 total government 
spending at all levels passed the $2.5 trillion 
mark. One reason that figure does not spark 
a wholesale public revolt is that a trillion 
dollars is incomprehensibly large. Two and 
a half trillion dollars is equivalent to the val
ue of all the farmland in the United States 
plus the assets of the 100 largest U.S. com
panies. 

In the 21st century the role of govern
ment needs to be fundamentally redefined. 
Over the past 50 years or so we have wit
nessed the ascent of what I call a "culture of 
spending" in Washington. That pervasive 
culture needs to be replaced with a renewed 
ethic of restraint. Here are some strategies 
for doing so. 

• Begin to define constitutional bound
aries for federal action. The U.S. Constitu
tion confines Washington's authority to 
spend money to a select few enumerated 
purposes, mainly protecting the security of 
the nation and preserving public safety. 
Those enumerated powers are defined in ar
ticle I, section 8. 

Within the Constitution there is no grant 
of authority to the federal government to 
pay money to farmers, run the health care 
industry, impose wage and price controls, 
provide job training, subsidize electricity 
and telephone service, lend money to busi
ness or foreign governments, or build park
ing garages or tennis courts or swimming 
pools. 

In 1794 James Madison wrote disap
provingly of a $15,000 appropriation for 

French refugees, '1 cannot undertake to lay 
my finger on that article of the Constitution 
which granted a right to Congress of ex
pending, on objects of benevolence, the 
money of their constituents." Throughout 
the first 100 years of the nation's history, 
spending programs were rejected by Con
gress, the president, and the courts as out
side the boundaries of the Constitution. 

Members of Congress take an oath to 
uphold the Constitution. When is the last 
time that a member of the U.S. Senate--even 
the most fiscally conservative-rose to chal-

Stephen Moore testifies before a House Appropriations 
subcommittee. 

lenge the constitutional legitimacy of a 
spending bill? The members of this com
mittee are typically praised as guardians of 
the federal treasury. Ask yourselves, is there 
any spending program that you would op
pose simply on the grounds that authority 
for the expenditure cannot be found in the 
Constitution? If not, why do we have a con
stitution at all for you to uphold? 

• Restore America's fiscal constitution 
by enacting a balanced-budget amendment. 

• Make the tough spending-cut deci
sions today. The history of budget deals is 
one of deferring the pain of cutting the bud
get. Spending cuts are never forthcoming. 
We urge Congress to pull the tough spend
ing reductions forward by imposing a 4 per
cent across-the-board rescission on all fed
eral programs except Social Security for the 
second half of fiscal year 1995 through the 
endofFY96. 

• Reduce the defense budget to reflect 
post-Cold War realities. The United States 

now spends five times more than any other 
nation in the world on the military at a time 
when we face no major adversary and no 
major national security threat. 

• Enact market-based solutions to avert 
the coming crisis in Social Security. Allow 
workers to opt out of Social Security, but re
quire them to put 12 percent of their wages 
into an independent retirement account. 
That could be done in such a way as to ac
tually reduce the discounted present value 
of the federal government's 75-year Social 
Security liability-which is several trillion 
dollars. 

If Congress were to implement sensible 
reforms to Social Security-such as raising 
the retirement age to 70 over time and in
dexing the benefits to inflation rather than 
wages-Wall Street would actually pay the 
federal government for the privilege of tak
ing over the entire system. The return that 
the private sector could earn from the IRA 
contributions would, over time, more than 
compensate it for the cost of paying benefits 
to existing and future retirees. A several-tril
lion-dollar future liability of the goverrunent 
would vanish. 

• Get business off the dole. A forthcom
ing Cato study estimates that corporate wel
fare costs taxpayers $85 billion a year. 

Roger Pilon, director, Center for Constitu
tional Studies, before the Subcommittee 
on the Constitution of the House Commit
tee on the Judiciary on February 10, 1995: 
Uncompensated regulatory takings of pri
vate property have become an immense 
problem across the nation. As federal, state, 
and local regulations have increased in 
number and scope, property owners have 
increasingly found themselves unable to use 
their property and unable to recover the 
losses that result. 

The problem begins, therefore, with the 
growth of government regulations that de
ny owners the legitimate use of their prop
erty. It should end with the relief that courts 
might give in the form of compensation to 
those owners, as required by the Fifth 
Amendment's takings clause. Unfortunate
ly, the courts have been locked into what the 
Supreme Court itself has called 70-odd years 
of ad hoc regulatory takings jurisprudence. 
As a result, they give relief in only a limited 



range of cases. That means that property 
owners, both large and small, bear the full 
costs of the public goods the regulations 
bring about, when in all fairness those costs 
should be borne by the public that orders 
the goods in the first place. 

As the voters made clear last November 
in race after race, the protection of property 
rights is a burning issue on whicl1 they want 
action. The time has come for Congress to 
address that issue, to redress the wrongs that 
have been imposed on individual owners by 
Congress itself and by countless state and lo
cal officials. 

To do that, Congress needs to reexamine 
the vast regulatory structure it has erected
largely over the course of this century-to 
determine whether those regulations pro
ceed from genuine constitutional authority 
and whether they are consistent with the 
rights of the American people to regulate 
their own lives. More immediately, howev
er, Congress needs to breathe new life into 
the Fifth Amendment's takings clause, mak
ing it clear to a Court too encumbered by its 
past that the clause means precisely what it 
says when it prohibits government from tak
ing private property for public use without 
just compensation. 

The federal government, as every stu
dent of the Constitution learns, is a govern
ment of delegated, enumerated, and thus 
limited powers. Delegation from the people 
gives power its legitimacy. Enumeration 
limits that power. Unfortunately, that doc
trine of enumerated powers, which the 
Framers meant to be the centerpiece of the 
Constitution, today is honored in the breacl1. 
If we are to come to grips with the problem 
of regulatory takings, then, the first order of 
business is to start thinking seriously about 
rolling back many of the regulations that are 
doing the taking. And the most fundamen
tal way to do that is to revisit the doctrine of 
enumerated powers. 

But even if Congress were to do nothing 
about relimiting its power in so fwldamen
tal a way, it must make crystal clear its view 
that the Fifth Amendment's takings clause 
is meant to compensate owners when regu
latory takings of otherwise legitimate uses 
reduce the value of their property. To do 
that, Congress should (1) provide a proper 
definition of "property," making it clear that 
"property" includes all the uses that go with 
a holding; (2) provide a rationally ground
ed nuisance exception to the Fifth Amend-

ment's compensation requirement, drawing 
a clear distinction between environmental 
harms and environmental amenities; and (3) 
require the public to pay for public goods. 
Today, those goods are "free" to the public 
because the costs fall on individual proper
ty owners. 

William A. Niskanen, chairman, before the 
Joint Economic Committee, January 20, 
1995: A proposed budget that would in
crease the federal debt or taxes should be ap
proved by a broader consensus of Congress 
than that required for routine legislation. 

William A. Niskanen testifies for a balanced-budget 
amendment. 

That is the sum and substance of the bal
anced-budget, tax-limitation amendment 
now before Congress. 

Consistent with the letter and spirit of 
the Constitution, the proposed amendment 
defines the rules by which the major fiscal 
decisions would be made, not the outcomes 
of those decisions. The proposed amend
ment would not constitutionalize fiscal pol
icy. The "automatic fiscal stabilizer" would 
still be effective; stronger-than-expected eco
nomic conditions would lead to a budget 
surplus, weaker-than-expected conditions 
to a budget deficit. The amendment would 
require broader support for an increase in 
debt or taxes but would not require a bal
anced budget or prohibit a tax increase. The 
primary purpose and effect of the proposed 
amendment would be to ensure that a deci
sion to expand the fiscal powers of the fed
eral government reflected broader support 
in Congress than that required for routine 
legislation. 

For the first 140 years of U.S. his to~ the 
federal budget was effectively constrained 
by two fiscal rules: the formal limits of the 
enumerated spending powers in the Con-
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stitution and an informal rule tl1at the gov
ernment could borrow only during reces
sions and wars. At the end of the 1920s fed
eral expenditures were 2.6 percent of gross 
domestic product, and most of those expen
ditures were for the military and the de
ferred costs of prior wars. The characteristic 
budget surplus during peacetime recovery 
years constrained the federal debt to 16 per
cent of GDP. The constraints on federal 
spending and borrowing also contributed to 
the conditions that led to a roughly stable 
general price level over that long period. 

Over the past six decades, however, fed
eral expenditures have increased to about 23 
percent of GDP, and most of them are for 
new forms of services and transfer pay
ments. Larger and more frequent budget 
deficits (continuous since 1969) have in
creased the federal debt held by the public 
to an amount equal to about 50 percent of 
GDP. And the general price level is now 
about 10 times the level at the beginning of 
this period. That dramatic change in fiscal 
and monetary conditions in my lifetime oc
curred without one amendment to the Con
stitution that would authorize a change in 
the fiscal rules. Our effective constitution has 
been transformed into one under which 
Congress and the president may authorize 
any type or an1ount of expenditure and tax, 
subject only to the voting rule for routine 
legislation. 

The appropriate response to the erosion 
of the substantive limits on federal fiscal 
powers is to approve more constraining vot
ing rules on decisions affecting the budget 
totals. One should reject out of hand the ar
gument that such rules are inherently in
consistent with democratic government. 

Jerry Taylor, director of natural resource 
studies, before the Subcommittee on Inte
rior and Related Agencies of the House 
Committee on Appropriations, January 11, 
1995: Last November the American people 
made clear their desire for a smaller, less ex
pensive, and less intrusive federal govern
ment. The federal energy budget is one of 
the best places to begin keeping fai th with 
the American people. 

Energy production and distribution, like 
other goods and services in the economy, 
should be left to consumers and entrepre
neurs in the market, not "planned" by gov
ernment bod ies. In fact, the long history of 
government regulation, taxation, and subsi-

(Cont. on p. 8) 
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I Policy (Cont. from p. 7) I 
dization of oil, gas, and electricity makes 
abw1dantly clear that shortages and energy 
crises are engendered by government inter
vention, not market failure. 

Oil and natural gas today are cheap and 
plentiful, as they almost always have been 
when not subject to heavy government reg
ulation. Although energy consumers have 
profited handsomely from the deregulatory 
undertakings of the 1980s, much more can 
and should be done to move energy from 
the dead hand of government planners to 
the invisible hand of the marketplace. To 
iliat end, this Congress should eliminate ilie 
U.S. Department of Energy. 

The problem with the DOE is not its ad
ministrative structure but the very fact of its 
existence. A centralized federal agency is 
dangerous because it offers "one-stop" cen
tral planning. The iliousands of pages of reg
ulations that emanated from the DOE and 
its predecessor agencies in the 1970s are a 
testament to the perils of federal bureaucra
cy. The privatization of energy decision-

Stephen Moore listens as Jerry Taylor answers a con
gressman's question. 

making, not DOE's emergency prepared
ness program, is the nation's "insurance pol
icy'' against any future energy challenge. 

The DOE's environmental responsibili
ties should be transferred to the Environ
mental Protection Agency, and its weapons
related responsibilities should be handled 
by a smaller, independent, non-Cabinet 
agency. The rest of DOE's programs should 
not be sent hither and yon throughout the 
federal bureaucracy; they should be elimi
nated forthwith. 

Corporate welfarism is an expensive 
and egregious burden on the American tax-

payer. Perhaps nowhere is that clearer than 
in the DOE budget for energy research and 
development. The federal government 
spends $7.1 billion annually on various re
search and development programs for the 
energy industry, a blatant subsidy to an in
dustry more than financially capable of pay
ing for its own programs. 

It is important to keep in mind that en
ergy is simply one of several economic in
puts, along witlllabor, capital, and other nat
ural resources. Often it makes economic 
sense to substitute one input for another. To
day, for example, energy is often cheaper 
than labor or capital, and it makes sense for 
manufacturers to intensify energy use and 
substitute that input for another. That is not 
"wasteful"; it is conservation of resources. 

Sheldon Richman, senior editor, before 
the Subcommittee on Labor, Health and 
Human Services, and Education of the 
House Committee on Appropriations, Jan
uary 19, 1995: I am here to urge federal de
funding of the Corporation for Public Broad
casting. Many complaints have been lodged 
against the corporation. It's been said that a 
preponderance of the public affairs pro
gramming it supports is little more than 
propaganda for big government and the 
welfare state. It's been called pork barrel for 
the rich because most of the programs cater 
to the wealthier and better educated. And 
it's been said that government subsidies cor
rupt the recipients who dare not venture in
to areas that are w1likely to win the favor of 
the grant givers. 

Those are all valid points, but they do 
not constitute the fundamental objection to 
government support for the CPB. Subsidies 
to broadcasting fall outside the proper scope 
of government and, in particular, the enu
merated powers delegated to the federal 
government by tlle U.S. Constitution. In oili
er words, the appropriation of money for the 
corporation is flagrantly unconstitutional. 

Determining the constitutionality of any 
given government act is not a matter solely 
for the Supreme Court. Every member of 
Congress takes an oath to uphold the Con
stitution. That oath has a very specific mean
ing. It obligates every member of Congress 
to ask before every vote on every bill, "Does 
the Constitution delegate to the national 
government the power embodied in this leg
islation?" If the answer is no, the bill should 
be defeated. 

Sheldon Richman's testimony against the arts agencies 
was broadcast live by C-SPAN. 

In the days of the Founding Fathers, 
there was of course no broadcasting, but 
there were newspapers, theater, and other 
forms of entertainment. Yet the Framers did 
not authorize the national government to 
subsidize those things because in their view 
it would have been outside the scope of a 
properly limited government. 

Jefferson addressed the matter we are 
discussing today. In tlle Virginia Statute of Re
ligious Liberti), he wrote, 'To compel a man 
to furnish contributions of money for the 
propagation of opinions which he disbe
lieves is sinful and tyrannical." 

Jefferson was referring to the establish
ment of a state church and the taxing of cit
izens to support it, but his wisdom applies 
perfectly well to subsidies for broadcasting. 
Virtually everything that is broadcast on Na
tional Public Radio and the Public Broad
casting Service is someone's opinion. Not 
everyth_ing can be broadcast. Someone 
makes a selection among all the things that 
could be put on the air. Ideology plays a part 
in that selection. Often the selections are con
troversial. How a news story is played on 
All Things Considered or the MacNeil/Lehrer 
NewsHour is inherently controversial. How 
the War on Poverty is portrayed in a docu
mentary- to take a timely example-is by 
nature open to dispute. There will never be 
universal agreement on those matters. Thus, 
some portion of the American citizenry will, 
to use Jefferson's words, be "compel[led] to 
furnish contributions of money for the prop
agation of opinions which [it] disbelieves." 

That is not fair. Moreover, it violates the 
First Amendment's prohibition on abridg
ing freedom of speech. Freedom of speech 
must include the freedom to not speak, and 
that freedom logically entails the freedom to 
abstain from subsidizing the speech of oth-



ers. The Supreme Court agrees that forcing 
someone to speak violates the First Amend
ment. Congress should understand that 
forcing someone to subsidize another's 
speech likewise rw1s afoul of the Constiht
tion. 

Edward H. Crane, president, before the 
Subcommittee on the Constitution of the 
Senate Committee on the Judiciary, Janu
ary 25, 1995: What I would like to do today 
is make the case for real term limits, by 
which I mean three terms in the House of 
Representatives and two terms in the Sen
ate. The debate over three terms versus six 
terms is not mere quibbling over a technical 
issue. It is significant and substantive. It is a 
question of the people's term limits versus 
the politicians' disingenuous limits. The po
litical energy behind the term-limit move
ment is the result of the desirability of a cit
izen legislahlre. Americans believe that ca
reer legislators and professional politicians 
have created a gaping chasm between them
selves and their government. For democra
cy to work, it must be representative democ
racy-government of, by, and for the peo
ple. That means a citizen legislahlre. 

To achieve a citizen legislature, it is im
perative that our representatives in Con
gress-particularly in the House, which the 
Framers clearly intended to be the arm of 
government closest to the people-be not 
far removed from the private sector that, af
ter all, they are elected to represent. As 
Rhode Island's Roger Sherman wrote at the 
time of our nation's founding, "Representa
tives ought to rehlrn home and mix with the 
people. By remaining at the seat of govern
ment, they would acquire the habits of the 
place, which might differ from those of their 
constituents." In this day of year-round leg
islative sessions, the only way to achieve 
that objective is through term limits. 

Three terms in the House is preferable to 
six terms for a variety of reasons. The most 
important one deals with the question of 
who seeks to become a member of Congress 
in the first place. America is best served by 
a Congress populated by people who are 
there out of a sense of civic duty but would 
rather live their lives in the private sector, 
holding productive jobs in civil society, out
side the governmental world of political so
ciety. Such individuals might be willing to 
spend two, four, or even six years in Wash
ington, but not if the legislative agenda is be-

Edward H. Crane (center) joins a panel of proponents 
and opponents of term limits. 

ing set by others who've gained their au
thority through seniority. "Limits" of 12 
years, which these days amount to a mini
career, do little to remove that major obsta
cle to a more diverse and representative 
group of Americans seeking office. 

We already have hard evidence that 
short, three-term limits will enhance the 
democratic process. Proposition 140, passed 
by the voters of California in 1990, limited 
the state assembly to three two-year terms. 
The 1992 assembly elections witnessed a 
sharp increase in the number of citizens 
seeking office, with a remarkable 27 fresh
men-with a striking diversity of back
grounds-elected to the SO-member lower 
house of the California legislature. 

A second major reason for a three-term 
limit is that it ensures that the majority of 
those serving in the House will not be far re
moved from their experiences in the private 
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sector. They will bring to the policy issues of 
the day the common sense and practical ex
perience of living in the real world that will 
lead to decisions that are truly in the public 
interest. 

A third reason for the shorter limits is 
that the longer one is in Congress, the more 
one is exposed to and influenced by the 
"culhue of ruling" that permeates life inside 
the Beltway. Groups like the National Tax
payers Union have documented the fact that 
the longer people serve in Congress, the big
ger spenders and regulators they become. 
That is just as true of conservatives as it is of 
liberals. It is also understandable. Members 
of Congress are surrotmded at work and so
cially by people whose jobs are to spend oth
er people's money and regulate their lives. 
It is the unusual individual-although they 
do exist-who is not subtly but surely af
fected by that culhlre. 

Finally, shorter limits for the House are 
guaranteed to enhance the competitiveness 
of elections and, as noted above, increase the 
nwnber and diversity of Americans choos
ing to run for Congress. 

In order for the concept of a citizen leg
islature to have meaning, it is imperative that 
those serving in the legislahlre literally view 
their time in office as a leave of absence from 
their real jobs or careers. That is the key to a 
successful citizen legislahtre. The incentives 
facing members of Congress should never 
include concern about what other legislators 
might do in retaliation, or what special in
terests might do to their political careers. • 

For the upcoming Michae l Douglas movie, Atr Americntr Presidetrt, the Cato building temporarily became the 
headquarters of the "Global Defense Council." 
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I Paradox (Cont. from p. 1) I 
be right when the government is wrong." 
The statist businessman is simply doing his 
job. He's probably just part of a big corpo
ration. He didn't make the rules; he just fol
lows them. He doesn't ask why the govern
ment holds all the cards; he simply accepts 
the hand he's dealt. To play it safe, the bu
reaucratic businessman plays along. 

But by joining rather than fighting the 
forces of an activist big government, he be
comes part of the problem. Indeed, he be
comes a significant part of the problem to 
which he contributes in three ways. Num
ber one, he is a conservator-not a creator. 

"Statist society 
promises you hap
piness in exchange 
for the better part 
of your freedom." 

Number two, he is a lobbyist. And number 
three, he is used as an argument against cap
italism even though he is not a capitalist at 
all. 

My first point is that the statist busi
nessman is a conservative in the most liter
al sense of the word. He is a caretaker, not a 
risk taker. Rarely the owner of his own en
terprise, he places a premium on perma
nence over growth. In his mission to pre
serve and protect, he seeks state shelter 
against what Schum peter called "the peren
nial gale of creative destruction." Put sim
ply, he wants government to guarantee him 
security without risks, the opportunity to 
succeed without the possibility of failure. 

The taxicab driver, the dry cleaner, and 
the barber can't operate that way They don't 
have accounting departments; they can't af
ford to hire lawyers and lobbyists. The small 
businessman is dose to the ground while the 
big businessman is flying at 50,000 feet 
above it-and at that altitude you don' t see 
individuals, you see aggregates. The barber 
doesn't deal with aggregates; he deals with 
electricity bills and supplies and customers. 

As George Btm1s once said, '1t's too bad that 
the only people who know how to rw1 the 
country are too busy driving cabs and cut
ting hair." 

Given the essential conservatism of cor
porate culture--the aversion to risk, there
sistance to change--you'd think that the sta
tist businessman would quickly become a 
casualty in our ever-changing economy. If 
we were operating in a truly free market, he 
would. But he has bought hin1self insurance 
against that eventuality, which brings me to 
his second contribution. 

Businessman as Lobbyist 

The statist businessman is, by definition, 
a lobbyist. Having made his peace with 
20th-century collectivism, he is fundamen
tally concerned with "who gets what'' from 
government's redistributive powers. He 
seeks subsidies for himself and penalties 
and regulations for his competitors. He is 
the miserable figure Ronald Reagan de
scribed as the fellow who hoped the croco
dile would eat him last. 

After the election I read an article that re
ported that corporations and business PACs 
that had supported Democrats during the 
campaign were now tripping all over them
selves to pay off the campaign debts of the 
Republican winners. It's called "catching the 
late train" in politics, and its destination is 
Washington. Those corporate contributors 
did not have some sort of epiphany or con
version; they merely reshuffled their politi
cal portfolios. In the words of one donor, 
'We don't really look at it as an eraser on the 
pencil, but as a way of letting the winner 
know we'd like to be the same friend to him 
as we were to the guy he defeated." 

It's that kind of "friendship" that Secre
tary of Labor Robert Reich called into ques
tion when he challenged Congress to cut 
"corporate welfare." Using a list drawn up by 
the Progressive Policy Institute, Reich esti
mates that the federal government could save 
$225 billion over five years by cutting what 
he calls "Aid to Dependent Corporations"
welfare for the wealthy in the form of special 
subsidies and tax breaks. The list includes 
sucl1 things as tax breaks for pharmaceutical 
firms operating in Puerto Rico, credits for 
producers of ethanol, subsidies to farmers 
whose food sells at below government-set 
prices, and subsidies to utilities serving rural 
areas long after electrification-the program's 
original purpose--has been achieved. 

The statist businessman would tell you 
that Reich is completely wrong. I don't 
agree. Amazingly, I believe he is complete
ly right. Subsidies granted to particular cor
porations by the government are quintes
sentially anti-capitalist. But predictably, of 
course, Reich is right for all the wrong rea
sons. He wants to cut corporate welfare so 
that he can expand social welfare. He's in 
favor of limiting business's claim on gov
ernment-he's not in favor of limiting gov
ernment's control of business. He's eager to 
abolish subsidies-not penalties. Because 
of that, statist Republicans will complain 
that Reich is hostile to capitalism. They are 
right. But remember, in this Alice in Won
derland debate, the programs he seeks to 

11Th . b . e statist ust-
nessman is simply 
doing his job. He 
didn't make the 
rules; he just 
follows them." 

cut have nothing to do with capitalism to 
begin with. 

Trashing Capitalism 

The bureaucratic businessman is no bet
ter than any other special-interest group that 
feeds off of Washington. But in one impor
tant sense he is much worse, which brings 
me to the third part of the problem he cre
ates. Lobbyists give a bad name to the things 
they lobby for. The NEA gives a bad name 
to education. The AMA gives a bad name to 
medicine. But the statist businessman does 
not give a bad name to statism; he gives a 
bad name to capitalism! 

The quote that's always trotted out to in
dict capitalism is from Thomas Murphy, for
mer chairman of GM. "General Motors is 
not in the business of making cars. General 
Motors is in the business of making money." 
In a truly free market, you wouldn't be able 
to make money without making a quality 
product. But the bureaucratic businessman 
is constantly finding ways around that di.f-



ficulty. For instance, he can lobby the gov
ernment for trade sanctions against Japan. 
He can lobby the government for subsidies. 
He can lobby the government for a taxpay
er-paid publicity campaign. There are all 
sorts of ways that one can subvert the free 
market and still make a buck-all in the 
name of capitalism! 

By committing statist sins under capi
talist cover, the bureaucratic businessman 
bears false witness against the free market. 
And that's why I'm here today simply at
tempting to clarify the terminology of this 
debate. Think of it: we live in a world today 
where the liberals are really the conserva
tives; the conservatives are really the liber
als; and half the businessmen aren't even 
capitalists. That's why I suggest that we an
cllor our debate to Cavallo's very simple de
finition of the role of government: "to guar
antee the integrity of market transactions." 

What does it mean, for example, when 
the president tells us, as he did in the State 
of the Union address, that the federal gov
ernment still wants to be "partners" work
ing "hand in hand" to help the middle class? 
Given the monumental evidence of govern
ment failure over the past 25 years, I'm not 
sure whether we should interpret that as a 
promise or a threat. Clinton is promising, 
once again, to "reinvent government." But 
what he doesn't understand is that the peo
ple don't want government reinvented; they 
want it reduced. They don't want bureaucra
cy modernized; they want it minimized. 

What should we think when the presi
dent proposes a budget that would spend 
$1.6 trillion and then tells us how much 
money that's going to save? When we're 
told that our government will spend $1.6 
trillion next year, our eyes glaze over. 
That's because trying to imagine $1.6 tril
lion is like trying to imagine eternity or in
finity. Finally, what does it mean when Re
publicans and Democrats alike warn us 
about all the "pain" involved in cutting 
government spending? Where's the pain in 
their spending less of our money? Maybe 
it's painful for the politicians, but for the 
average citizen, what pain is there in keep
ing more of his own money to invest the 
way he wants? 

I also wonder what Mr. Cavallo would 
say about the whole debate over how much 
different plans to cut taxes would "cost" 
government. No government in the histo
ry of the world has borne the cost of any-

thing. Taxes cost people. Tax cuts do not cost 
government. 

Those simple principles are as true for 
Arizona as they were for Argentina. And it 
was a senator from Arizona who perhaps ar
ticulated them best. "I have little interest in 
streamlining government or in making it 
more efficient," said Barry Goldwater, 

for I mean to reduce its size. I do not un
dertake to promote welfare, for I propose 
to extend freedom. My aim is not to pass 
laws, but to repeal them. It is not to in
augurate new programs, but to cancel 
old ones that do violence to the Consti
tution, or that have failed in their pur
pose, or that impose on the people an 

"We will not have a 
true revolution if 
we do not free 
those whom stat
ism has failed to 
help and capitalism 
has failed to 
reach." 

unwanted financial burden .... And if I 
should later be attacked for neglecting my 
constituents' "interests," I shall reply that 
I was informed that their main interest is 
liberty and in that cause I am doing the 
very best I can. 

We should be thankful that we're not in 
the situation we found ourselves in only 20 
or 30 years ago, when many feared-or 
hoped- that we were on the verge of be
coming a socialist America. No one talks, as 
George McGovern or John Kenneth Gal
braith once did, of nationalizing industries. 
By and large, the question of whether gov
ernment can improve on the free market has 
been settled, and the answer is "no, it can't." 
It can't because that's not its role. 

Extending the Capitalist Revolution 

The question for the 21st century will be 
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whether the free market can improve on the 
government; and I believe the answer is 
"yes, it can." As we look ahead to the chal
lenges of tomorrow's globalized economy, 
the answer is not just that it can but that it 
must. 

Even if the Republicans pass every item 
in their Contract with America, they will 
have succeeded only in liberating the econ
omy, the top half of our society. The bottom 
half will still be mired in socialist bureauc
racy. In that sense, the contract leaves intact 
our current social contract, one which Jack 
Kemp describes as "capitalism for the rich 
and socialism for the poor." 

We may be winning the battle of ideas, 
but we could still lose the war. True revolu
tions sweep across 100 percent of a society, 
not 50 percent. By all means let's liberate the 
economy. But we will not have a true revo
lution, and we will not be able to keep up 
with the coming cl1allenges of the new econ
omy, if we do not free those now quaran
tined in the decaying confines of the col
lapsing welfare state. 

I am talking not just about the direct 
costs of exorbitantly expensive socialist poli
cies; I am talking not just about the opportu
nity costs of all those who will not be joining 
us in creating the new economy; I am talking 
about the price of the continued human 
degradation of those whom statism has failed to 
help and capitalism has failed to reach. That sit
uation is not just morally unconscionable, it 
is politically untenable. Remember, the sta
tist businessman does not discredit statism, 
he discredits capitalism. And believe me, any 
increases in joblessness, or homelessness, or 
child poverty since the day the 104th Con
gress convened will be seen not as statist fail
ures but as capitalist failures. If we were ei
ther a statist country or a libertarian, free
market economy, we'd know what to do. But 
we're neither. And we're both. 

The hardest thing for a country to do is 
to cross the bridge of revolution. That's be
cause no matter how bad things get on this 
side of the bridge, there's always the fear that 
things on tl1e other side could be even worse. 
I believe that as we approach the 21st centu
ry, we need leaders who can tell us stories of 
the future-leaders with a vision of what life 
looks like on history's other side. Because in 
the final analysis, revolutions are fueled not 
just by frustration, not just by theories, not 
just by outrage, but by a vision of a better fu
ture and the will to cross the bridge. • 
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"Economic Security" Policy Could Backfire 

Gingrich's 12-Year Term Limit Would Be Weak Reform 
CatoSiudles 

H ouse Speaker Newt Gingrich's case for 
a 12-year limit for members of the 

House of Representatives will not withstand 
scrutiny, writes Seattle Law School profes
sor James Bond in "Temporizing on Term 
Limits: The Speaker Likes 12 Years, Not 6" 
(Briefing Paper no. 22). Many Republicans, 
and a number of Democrats, have realized 
at last that they can no longer ignore an is
sue that Americans of all demographic cat
egories support by such overwhelming mar
gins, Bond writes. So politicians are trying 
to cut the best deal they can with the voters 
by proposing measures that limit their terms 
to 12 years in the House, not the 6 years that 
most term-limit states have already passed. 
Twelve years is the limit that many states 
have already enacted for the Senate. 

Bond argues that, contrary to Gingrich's 
view, unequal limits in the House and Sen-

ate are perfectly consistent with both the 
framework of the Constitution and the Great 
Compromise between large and small states. 
Moreover, he writes, Gingrich's claim that 
"a six-year learning curve is just too short" 
suggests that he didn't listen carefully to the 
voters last November. The message of No
vember was not that the voters wanted 
Washington to learn how to govern better. It 
was, Bond says, that they wanted Washing
ton to govern less, to return power to the 
people--including the power to set limits on 
the terms of their representatives. 

Economic Security Policy Called Risky 

The Clinton administration's policy of 
using federal power to ensure "economic se
curity" could increase global tensions and 
backfire, writes Cato adjunct scholar Stanley 
Kober in "The Fallacy of Economic Securi
ty" (Policy Analysis no. 219). Kober writes 
that the policy is based on the mistaken be
lief that a trade deficit is a problem. More-

over, the administration has focused its 
policy on Japan, notes Kober, but it fails to 
appreciate the numerous difficulties af
fecting the Japanese economy. Putting 
pressure on Japan at a moment of eco
nomic weakness risks creating a reservoir 
of anti-American sentiment. Finally, the 
obsession with economic security creates a 
risk of repeating the unfortunate mercan
tilist policies of the late 19th century, which 
exacerbated economic rivalries. Kober says 
that those rivalries spilled over into the po
litical and military arena and ultimately 
led to World War I. 

The Clinton policy of using political and 
economic muscle to create an international 
playing field tilted toward the United States 
is extremely risky, Kober warns. He points 
out that it is likely that other countries will 
respond in kind, increasing global tensions. 
He calls on the administration to abandon 
its neomercantilist policies and renounce 
the concept of economic security. • 

CRA Is Politicized Credit Allocation, Regulation Says 

The Community Reinvestment Act is 
nothing more than coercive credit allo

cation on behalf of polit
ically favored groups, 
writes Vern McKinley, an 
analyst at the Resolution 
Trust Corporation, in the 
latest issue of Regulation 
(1994, no. 4). The issue is 
devoted to deregulation 
of financial services. 

In "The Community 
Reinvestment Act: En
suring Credit Adequacy 
or Enforcing Credit Allo
cation?" McKinley writes 
that the CRA, which mandates that lending 
institutions meet the credit needs of their 
local communities, has become a way of 
imposing an ever-expanding definition of 
discrimination in lending. In a case involv
ing Chevy Chase Federal Savings, the Jus
tice Department went beyond the dubious 
criterion of minorities' being more likely to 
be denied loans than are whites. 

Finding no lending bias, McKinley 
writes, the government alleged that Chevy 

Chase failed to have enough 
branches in minority communi
ties. Chevy Chase, like Shawmut 
National before it, chose to settle 
with the government rather than 
submit to costly and prolonged lit
igation. "The CRA should be re
pealed," McKinley argues. "Alter
ing the underlying regulations 
merely leaves the way open for 
future administrations to utilize 
the statute as a government cred
it allocation scheme." 

Competitive Enterprise Insti
tute policy analyst Christopher L. Culp and 
Virginia Tech finance professor Robert J. 
MacKay defend derivatives, showing that 
they are composed of financial instruments 
and arrangements that have been around 
for decades. The authors warn that "exces
sive and hasty regulation will accomplish 
little more than driving this vital and dy
namic domestic business overseas." 

Craig Pirrong of the University of 
Michigan shows how the Commodity Ex
change Act of 1936 impedes the dynamism 
of futures markets by attempting to squelch 
manipulation before it occurs. Even worse, 
argues Pirrong, anti-manipulation regula
tion may cause damaging distortions that 
undermine confidence in the market. 

Wendy L. Gramm, former head of the 
Commodity Futures Trading Commission, 
and Gerald D. Gay, former CFTC chief 
economist, chronicle their attempts to pre
vent the CFTC from stifling innovation in 
the futures markets. They learned that was 
no easy task because of the bureaucratic 
mentality of lifetime staffers. 

Indianapolis mayor Stephen Goldsmith 
wraps up the issue with a call for cities to 
"restore the principles of the marketplace" 
by keeping taxes under control and avoid
ing irrational regulations. He describes his 
experience in creating the Regulatory Study 
Commission to lighten the burden of reg
ulation on the citizens and businesses of 
Indianapolis. • 



Free Markets Would Enhance Peace, 
Prosperity in the New Middle East 
An emphasis on free markets would 

lead to dramatic economic growth in 
the Middle East and advance the cause of 
peace, according to the Israeli, Palestinian, 
and American participants in a Cato Insti
tute conference, "Arab-Israeli Peace: Pros
perity or Politics?" held in New York City 
on January 26. 

Yakir Plessner, a scholar at the Institute 
for Advanced Strategic and Political Stud
ies in Jerusalem and a former deputy gov
ernor of the Bank of Israel, said that al
though Israeli governments have recog
nized the need for far-reaching economic 
reforms since 1985, the record has been 
mixed at best, since many new develop
ments, such as the increasing tax burden, 
have actually hindered growth. 

Ishac Diwan of World Development Re
port argued that "with a well-educated pop
ulation, large amounts of skills and capital 
abroad, a strategic position between Israel 
and the Arab world, and a promising 
tourism potential, the removal of old re
strictions on supply and demand can be ex
pected to lead to fast growth [in the West 
Bank and Gaza]." 

Economist Bruce Bartlett of the Alexis 
de Tocqueville Institution reviewed the 
record of foreign assistance to Israel and 
Egypt and suggested that those experiences 
"do not provide support for the idea that 
foreign aid is the key to Palestinian pros-

perity." He suggested that the region would 
benefit from a cutoff of aid since govern
ment-to-government transfers have had 
long-term negative effects. 

Arguing in favor of "self-determination 
through market orientation," Palestinian 
economist Hisham Awartani of the West 
Bank's An-Najah National University said 
that Palestinians should avoid following the 
statist economic examples set by both Israel 
and the neighboring Arab states. He also 
warned against the danger of becoming de
pendent on foreign aid. 

Alvin Rabushka, a senior fellow at the 
Hoover Institution, suggested that a return 
to the high economic growth of Israel's ear
ly years would mean overcoming obstacles 
such as chronic inflation; high tax rates; the 
unduly large public sector; and state own
ership of land, industry, commerce, and 
banking. 

A luncheon audience heard renowned 
Wall Street investor Jim Rogers, author of In
vestment Biker, tell how the inherently paci
fying forces of the market could end cen
turies of conflict in the Middle East. Rogers 
pointed to contemporary and historical ex
amples of markets subduing conflicts 
among nations. 

A panel on free trade examined the ben
efits of lifting trade restrictions between Is
rael, Jordan, and the Occupied Territories. 
Speakers included Ephraim Kleiman of the 

Palestinian economist Hisham Awartani and Anglo-American economist Sir Alan Wal
ters discuss free markets and stable money at Cato's conference on the Middle East. 

Hebrew Universi
ty in Jerusalem, 
Karim Nashashibi 
of the Internation
al Monetary Fw1d, 
and Cato chair
man William 
Niskanen. Sir Alan 
Walters, director of 
AIG Trading, said 
that a currency 
board in Israel 
would create a sta
ble shekel, while 
David Malpass of 
Bear Stearns & Co. 
assessed the Mid
d le East invest
ment climate. • 
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Books by Cato Authors 
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Lost Rights: The Destruc
tion of 
American Liberty 
by James Bovard. 
$17.00 

Hayek on Hayek 
edited by 
Stephen Kresge and 
LeifWenar. 
$18.00 

Still An Open Door? U.S. 
Immigration PoliClj and 
the American Economy 
by Stephen Moore and 
Vernon Briggs. 
$9.95 

The Politics of Envy: 
Statism as Theologtj 
by Doug Bandow 
$24.95 

Separating School and 
State 
by Sheldon Richman. 
$10.00 

We have a limited quantity of these books 
in stock, all of them written by Cato staff 
members (and one fanner Distinguished 
Senior Fellow) but published by other 
publishers. Order them now at discount
ed prices from Cato Institute, 
1000 Massachusetts Ave. N. W., 
Washington, D.C. 20001. 
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Recommendations on Foreign and Domestic Policy 

Armey Accepts Cato Handbook at Capitol Conference 

The Cato Handbook for Congress, which have forged ahead, seemingly indifferent to 
provides the 104th Congress with a the costs involved and disdainful of the in

blueprint for meeting the voters' demands dividualliberties trampled underfoot. We 
for smaller government, r;;iiiiiiiiiiiiliiiiil-iiiiiliii-iii~il1 believe that on November 8, 1994, 
was released February 6. \ _ the American people finally con-
Cato president Edward eluded that the experiment in big 
Crane and executive vice CIQM government was a failure. And 
president David Boaz, they said so in no uncertain 
coeditors of the 350-page, terms." 
39-chapter volume, present- U l1NirBMK The second chapter is 
ed the Handbook to House 11M liiJIVV "The Moral State of the Union" 
Majority Leader Dick fOl by James A. Dorn, vice presi-
Armey at a news conference IAllft.B!ISS dent for academic affairs, who 
on Capitol Hill. "Cato is a \IVR\JU calls for a "return to the volun-
forward-looking organiza- tary principle, the principle of 
tion," Armey said, as he ac- freedom [that] would do more 
cepted the Handbook. "I have to bring about economic and 
no doubt that this book is go- J social har-
ing to spawn some new initia- mony than continuing 
tives in public policy." A copy of the Hand- on the path of servitude 
book was delivered to each member of Con- under the illusion of 
gress. 

On the day the Handbook was released, 
the Washington Post wrote, "Forget the flur
ry over these first 100 days of the 104th 
Congress and the Republican 'Contract 
with America.' The Cato Institute has much 
bigger things in mind .... In a new 'hand-
book' for Congress ... Cato's authors out-
line a soup-to-nuts agenda to reduce spend
ing, kill programs, terminate whole agen
cies and dramatically restrict the power of 
the federal govenunent." Freslunan Rep. J. 
D. Hayworth (R-Ariz.) said, "The Cato 
Handbook is a godsend!" 

rescission in all federal programs except So
cial Security for the second half of fiscal year 
1995 through the end of FY96, termination 
of more than 100 federal programs and 
agencies, and a reduction in military spend
ing. In the short run, a flat tax would replace 
the progressive income tax, but eventually 
the income tax would give way to a nation
al sales tax. Other tax changes would in
clude abolition of the capital gains tax, the 
end of withholding, and a supermajority re
quirement for raising taxes. 

The section on foreign and defense pol
icy proposes a phaseout of U.S. Cold War 
era alliance commitments before the end of 
the decade, avoidance of any new security 
commitments in Europe, a prohibition on 

The book is divided into several sec
tions-on fiscal policy, domestic policy, reg
ulation, ecology, foreign and defense poli
cy, and international economic policy. An 
introductory section outlines the broad 
themes that underlie the rest of the chapters. 
"The 20th century has been marked by a 
grand experiment in government. There has 
been virtually no aspect of society in which 
social scientists, politicians, and bureaucrats 
have not presumed to use the levers of gov
ernment power to better the human condi
tion," write Crane and Boaz in the opening 
chapter, "The Revolt against Big Govern
ment." "From Social Security to farm 
acreage allotments, from transportation reg
ulation to employer-employee relations, 
from covert foreign operations to social en
gineering through the tax code, the statists 

welfare-state liberalism 
or the allure of social 
conservatism." In "A 
Government of Limited 
Powers," Roger Pilon, 
director of Cato's Center 
for Constitutional Stud
ies, urges the new Con
gress "to affirm, as 
clearly and unequivo
cally as possible, that 
despite the extraordi
nary growth of govern
ment over this century, 
the Constitution re
mains a document of 
delegated, enumerated, 
and thus limited pow

Cato president Edward H. Crane releases 11te Cato Ha11dbook for Co11gress at a 
Capitol news conference. 

ers." Accordingly, he says, "The new Con
gress should candidly admit that much of 
what the federal government does today is 
done without genuine constitutional au
thority." 

The Handbook goes on to provide spe
cific recommendations for reducing the size 
and scope of govenunent over two years. It 
calls for the elimination of eight cabinet de
partments-Veterans Affairs, Energy, Edu
cation, Commerce, Labor, Agriculture, 
Housing and Urban Development, and 
Transportation. To balance the budget by 
2000, while cutting taxes by $400 billion, it 
recommends a 5 percent across-the-board 

U.S. troops' serving in UN military opera
tions, and withdrawal of the U.S. nuclear 
umbrella from allies and clients. 

The section on international economic 
policy suggests termination of U.S. contri
butions to the International Monetary Fund 
and the World Bank; abolition of the U.S. 
Agency for International Development; an 
end to the international phase of the drug 
war; and repeal of the Smoot-Hawley Tar
iff Act of 1930, the Buy American Act, and 
other laws that interfere with free trade. 

The Cato Handbook for Congress is avail
able for $25. To order a copy, call Cato In
stitute Books at 1-800-767-1241. • 
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Taxpayers Could Save $90 Billion a Year 

Time to Withdraw from Outmoded NATO Alliance 
"Today, NATO is an alliance in search 

of a purpose," writes Ted Galen Car
penter, Cato's director of foreign policy 
studies, in his latest Cato book, Beyond 
NATO: Staying Out of Europe's Wars. The 
NATO alliance, he says, has become an ex
pensive and dangerous anachronism in the 
post-Cold War era. But "instead of consid
ering whether an alliance created to wage 
the Cold War is relevant in the vastly altered 
setting of post-Cold War Europe," Carpen
ter writes, "policymakers are debating 
whether NATO should enlarge its mem
bership by incorporating some or all of the 
Central and East European nations.". 

Beyond NATO is a call for U.S. with
drawal from an alliance that costs American 
taxpayers some $90 billion a year. Carpen
ter writes that even more worrisome than 
the financial burden is the unhealthy atti
tude of dependence that U.S. dominance in
duces in the European allies. He warns that 
an eastward extension of NATO would al
most certainly undermine democratic pro
Western Russians and give ultranationalist 

elements an ideal issue to exploit. It would 
also risk military confrontation with 
Moscow over a region in which Russia has 
long-standing political, eco
nomic, and security inter
ests. Carpenter cautions that 
an enlarged NATO would 
entangle the United States in 
an assortment of parochial 
quarrels and ethnic conflicts 
among the Central and East 
European nations. 

Carpenter proposes that 
the United States encourage 
the strengthening of "Euro
peans-only" military organi
zations such as the Western 
European Union. "An im
portant initial step is to 
change the nature of the de
bate about NATO's future," Carpenter says. 
"Too often the debate has been a narrow 
and intellectually sterile discussion of when, 
how, and how far the alliance should ex
pand. The more fundamental issue is 

whether the alliance should exist at all. A 
high-priority item on Washington's foreign 
policy agenda should be to move beyond a 

write NATO." 

reflexive reverence for 
NATO toward a new Eu
ropean policy that better 
serves America's interests 
in the post-Cold War era." 
Charles William Maynes, 

editor of Foreign Policy, 
says, "Ted Galen Carpen
ter's study of post-Cold 
War European security is 
the most penetrating I 
have yet seen," and Burt 
Pines of National Empow
erment Television calls the 
book "essential reading for 
every American taxpayer 
who continues to under-

Beyond NATO is available from Cato In
stitute Books for $18.95 cloth, $9.95 paper. 
Call1-800-767-1241 toll-free between noon 
and 9 p.m. eastern time. • 

Tim Penny Joins Cato as Fellow in Fiscal Policy Studies 

Former representative Tim Penny (D
Minn.) has joined the Cato Institute as a 

fellow in fisca l policy studies, and Leanne 
Abdnor has been named director of exter
nal affairs. 

In his part-time post, Penny will work 
closely with Cato chairman William Niska
nen and director of fiscal policy studies 
Stephen Moore on such issues as balancing 
the federal budget and reducing corporate 

welfare. 
Penny said he 

joined Cato because the 
Institute's vision of lim
ited government is in 
tune with the times. 
"I've long admired the 
Cato Institute and am 
delighted to be affiliat
ed with them. In Wash
ington today, small is 
beautiful and both Re
publicans and Dem
ocrats need to better ar
ticulate the means of re
ducing the size and 
scope of government in 

Rep. Tim Penny (center) talks with Steve Moore and Lea Abdnor about his role at Our society. Cato seeks 
the Cato Institute. to define a more limited 

role for government in America's future, and 
I look forward to working with the Institute 
to advance that goal," he said. 

Cato Institute president Ed Crane said 
Penny's appointment reflects Cato' s long his
tory of calling on members of both parties to 
provide fiscal leadership. "We're proud to be 
associated with Tun Petmy and look forward 
to working with him. During his years in 
Congress he earned a reputation for integri
ty and fiscal responsibility that was second to 
none. This appointment also underscores the 
nonpartisan approach to public policy that 
the Cato Institute has taken over the years," 
Crane said. 

Abdnor, the niece of former senator 
James Abdnor (R-S.D.), worked for Venners 
and Co., a Washington lobbying firm, for nine 
years; she then spent five years directing the 
Washington office of a large corporation. She 
specialized in tax, energy, and environmen
tal affairs. In her new role she serves as Cato' s 
liaison with Congress and with the business 
commtmity in Washington. • 



I am afraid that we came to court in 
the same dispositions as all parties 

have done; that the principal spring of 
our actions was to have the govern

ment of the state in our hands; that our 
principal views were the conservation 
of this power, great employments to 
ourselves, and great opportunities of 
rewarding those who had helped to 

raise us, wrote Lord Bolingbroke 
in1717 

In his first major act as Maryland 
governor, Parris . Glendening unveiled 
a no-new-taxes budget today that un
abashedly steers the biggest share of 
spending to the three areas that voted 
most strongly for him: Montgomery and 
Prince George's counties and Baltimore. 

- Washington Post, Jan. 21, 1995 

Maryland Gov. Parris Glendening 
and his top aide are collecting tens of 
thousands of dollars in early pension 
payments from Prince George's County 
because they took advantage of Glen
dening-inspired initiatives that classified 
their moves from the county government 
to the state government as "involuntary 
separation." ... 

[Glendening's] interpretation said 
that those forced out of their jobs includ
ed elected officials forbidden to seek re
election because of term limits approved 
by Prince George's voters .... 

Top aides became eligible for the en-
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hanced pension benefits, some as much 
as 13 years early, because Glendening 
asked for their resignations a month be
fore he left county office. In so doing, he 
enabled their departures to qualify as 
"involuntary separation." 

-Washington Post, Jan. 28, 1995 

Find the non sequitur 
The world is getting steadily richer. 

... Tills rising wealth ... means that peo
ple live longer, are better educated and 
have better tools with which to work. 
The increased competition that the Unit
ed States is feeling has little to do with 
the new trade laws. People in dozens of 
poor countries are now capable of mak
ing the goods that used to be a monop
oly shared only by producers in North 
America, Western Europe and Japan .... 

The infant mortality rate in Kenya is 
61 per 1,000 births, and in Guatemala it's 
62-lower than it was here in 1930 (it's 
now 8 per 1,000 births) .... Rising wealth 
means not only a better life, but some
times life itself. That's a point to keep in 
mind if your congressman starts talking 
about abolishing American foreign aid. 
-Washington Post editorial, Jan. 2, 1995 

Congratulations on a job well done 
Ann McKernan Robinson, the Postal 

Service's consumer advocate for the past 
10 years, is retiring. 

-Washington Post, Jan. 9, 1995 

GOP Congress 
dismantles civilization 

We asked a variety of people whlch 
movies they think [Newt] Gingrich 
ought to check out on his next Block
buster run .... 

AI Franken, writer I producer I come
dian, Saturday Night Live: "Lord of the 
Flies, because it shows what happens 
when there's not enough government." 

-Washington Post, "Fast Forward," 
February 1995 

Taxpayer rampage injures 3,400 
Gov. Christine Todd Whitman's . .. 

most striking proposal for savings is a 
plan to eliminate some 3,400 state jobs, 
primarily through privatization. Perhaps 
some jobs are not needed. Even so, this is 
a brutal transference of state salaries in
to the pockets of taxpayers. 

- New York Times editorial, 
Jan. 27, 1995 

Young Turks challenge 
the politburo 

Key union leaders in the AFL-CIO 
have concluded that it is time for Lane 
Kirkland to step down as president. ... 

If Kirkland, who will be 73 in March, 
does not step down on his own, the union 
leaders said they are prepared to try to 
force him out and replace him with Sec
retary-Treasurer Thomas Donahue, 66. 

-Washington Post, Jan. 28, 1995 
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