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Sprawl and the Federal Government 
by William A. Fischel 

T
hat the quintessentially local issue of 
urban sprawl has reached the nation
al political forum could be regarded as 
good news. Maybe there are so few oth

er domestic problems that it is time to deal 
with this rather minor issue. 

Although sprawl need not take priority 
over other issues, it is a problem. Its causes, 
however, are misunderstood, and anti-sprawl 
policies are, as a result, often misguided. The 
best way to deal with sprawl is to address 
the NIMBY (Not in My Back Yard) syn
drome that prevents developers from effi
ciently utilizing land in metropolitan areas. 
Unfortunately, most federal government land
use laws of the past 30 years have exacer
bated this syndrome by giving local anti
development forces-the NIMBYs-more 
ammunition with which to stop reasonable 
development. 

Highways and Housing Subsidies 

Many people argue that the federal gov
ernment's highway construction and tax poli
cies contribute to sprawl by making people 
want to buy suburban housing. But neither 
of those is likely to be much of a contribu
tor to the excessively low-density housing 
patterns that characterize the suburbs of 
many of our metropolitan areas. 

The federal government has indeed fund
ed highway construction that makes it easi
er for cities to spread out. But it is not clear 
that the states would not have used the same 
gas-tax revenues to do it themselves if they 
had had the opportunity. Regardless of who 
built the highways, howeveJ; most anti-sprawl 
arguments are premised on highway con
gestion. Their implication is that curing sprawl 
will cure congestion. If people could be induced 
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to live in high-density areas, goes the argu
ment, they would be eager to use newly built, 
fixed-rail "mass transit" to get to work. 

Traffic congestion is the result, not of too 
many highways, but of a reluctance on the 
part of the public everywhere to allow offi
cials to charge congestion tolls for highway 
use. Until the public is willing to accept that 
urban highways should not be a free good, 
they will be subject to excessive congestion 
regardless of how many or how few people 
there are in urban areas. Putting people clos
er together by restricting suburban develop
ment would only make congestion worse. 

The proposition that congestion can be 
overcome by building urban rail systems 
would be laughable if it were not so com
mon and costly. None of the urban rail sys
tems built in the last 30 years in the United 
States has made more than a trivial dent in 
traffic congestion in its metropolitan area, 
despite rider subsidies that dwarf those for 
automobiles. The reason is easy to see. Com-
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Bombing Serbia Was WRONG 
-even though, for the moment, it seems 
to have led to a military victory with no 
U.S. combat fata lities. High purpose, even 
a genuine concern for the Albanian Koso
vars, was not a sufficient basis for bomb
ing a country, the military forces of which 
did not attack or threaten the United 
States, any overseas U.S. force or instal
lation, or any U.S. ally. 

First, the U.S.-led NATO bombing 
campaign undermined the fragile basis 
for a rule of law among nations. Presi
dent Clinton initiated the bombing cam
paign without authority from Congress, 

the NATO Charter, or the UN Security Council. Although Con
gress has acquiesced to many prior U.S. military actions without 
a declaration of war, in this 

but without U.S. forces. 
Although bombing Serbia, by narrow standards, led to a mili

tary victory, the bombing campaign jeopardized several more impor
tant interests. Support for NATO was probably weakened by this 
campaign, especially support of the new member governments that 
thought they were joining a defensive alliance only to find them
selves pressured to support an out-of-area offensive action within 
days of joining. The major strategic opportunities of the early 21st 
century are to reduce the large nuclear arsenals and to integrate 
Russia and China in an international rule of law. The major strate
gic threats of this period are an alliance of convenience between 
Russia and China and terrorist threats based on a proliferation of 
grievances against the United States. All of those interests were seri
ously threatened by the bombing of Serbia. U.S. relations with Rus
sia and China are worse now than at any time since the end of the 
Cold Wa1: And the governments of many smaller countries are learn-

ing that their only defense 
case there was no dramatic 
provocative incident-no inva
sion of an allied or neutral 
country, no attack on U.S. 
forces, no bombing of a U.S. 
embassy. The Serbian forces 
had been engaged in a bru
tal and sometimes indiscrim
inate campaign to suppress 
an internal insurrection by the 
Kosovo Liberation Army, but 
the State Department had prop
erly described the KLA as a 
terrorist organization until 
shortly before the NATO 
bombing campaign. Ameri-

._ The major strategic threats of the 
early 21st century are an alliance of 
convenience between Russia and China 
and terrorist threats based on a prolif
eration of grievances against the 
United States. All of those interests 
were seriously threatened by the 
bombing of Serbia.~ 

against the militant Wilso
nianism of the U.S. govern
ment is the acquis iti on of 
weapons of mass destruction 
and the threat of terrorist 
attacks. 

Finally, any waJ; even with 
modern precision-guided 
munitions, puts the lives and 
property of innocent people 
at risk. That is not an argu
ment against all wars, because 
there are some values for 
which that outcome is a tol
erable, however undesirable, 

cans should reflect how we would have reacted if the British navy 
had shelled our ports in support of Confederate forces during our 
Civil War. Moreover, NATO was established as a defensive alliance; 
its charter does not authorize out-of-area offensive actions. And 
our occasional practice of end-running the UN Security Council 
only reenforces the impression that the U.S. government does not 
regard itself as bound by the UN Charter. 

Second, especially for those who view the relations among 
nations only from the perspective of realpolitik, the bombing of 
Serbia reflects a very strange set of priorities. As a rule, there are 
30 or more significant military conflicts somewhere in the world 
at any given time. Why intervene in a Serbian civil war but not, 
for example, in Colombia, Sierra Leone, Sudan, Kashmir, or East 
Timor? (For the moment, the United States has committed only 
several hundred logistics troops in support of the UN intervention 
in East Timor.) Some of those other conflicts are in countries that 
are closer to the United States, involve far higher humanitarian 
threats, or are more distant from some other potentially counter
vailing power. If Serbia is a threat to other countries in the region, 
there are a half dozen governments in Europe with more than 
enough forces to counter that threat, acting alone or in concert 
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side effect. That is an argu
ment, however, for a genuinely humanitarian people to set a very 
high threshold for the use of military forces, one based on a nar
row interpretation of vital U.S. national security interests. The 
bombing of Serbia did not meet that test. The bombing of Serbia 
was a tragedy, even though it led to a military victory. 

-William A. Niskanen 



Does the IMF help or hurt? 

Global Capitalism, Financial Crises Examined 

E
xperts from four continents gathered at 
a Cato Institute conference, "The Cri
sis in Global Interventionism," on June 
10 to discuss the growing criticisms of 

global capitalism in the wake of the 
Asian and Russian crises. 

were other countries. Byeong-Ho Gong of 
the Korea Center for Free Enterprise argued 
that Korea's problems stem from the close 
relationship between the government and 

Analysis in Russia said that it is a myth 
that Russia has trouble collecting taxes; 
instead, the problem is that the govern
ment takes in too much money. 

One key issue discussed was the 
future of the International Monetary 
Fund. Robert Shapiro of the U.S. Depart
ment of Commerce; Charles Wolf of 
the RAND Corporation; and Ian 
Vasquez, director of Cato's Project on 
Global Economic Liberty, discussed the 
IMF's plan to forestall economic crises 
with its Contingent Credit Line. Shapiro 
argued that the CCL will be structured 
to help countries reduce their vulner
ability to contagion. Wolf disagreed, 
saying the CCL will result in countries' 
seeking to qualify for access to credit 
by blaming the possibility of contagion 
on other countries. Vasquez said the 
CCL will increase moral hazard by pro
viding bailouts to countries before a 
crisis occurs. He also questioned whether 
we should trust the IMF to make the 
right decision, considering its history 
of failing to prevent crises. 

UCLA professor Deepak lal told a Cato conference that "there is 

The IMF's role as a "lender of last 
resort" was another key issue. Onno 
de Beaufort Wijnholds of the IMF 
argued that the fund should return to 
its core function of being an indis
pensable lender. He contended that 
there is a "middle ground" between 
the IMF's being the lender of last resort 
and being abolished. Lawrence White 
of the University of Georgia said there 
may be times when a lender of last 
resort is necessary but that the lender 
shouldn't be a government agency. 
Brink Lindsey, director of Cato's Cen
ter for Trade Policy Studies, said that 
the world is struggling, not against 
the invisible hand of market compe
tition, but against the continuing influ
ence of the dead hand of a failed sta
tist past. Lindsey said that the move 
to globalization is a recognition that 
centralized state control has failed . 

no third way" between capitalism and socialism. His complete 
remarks appeared on the July 1999 edition of CatoAudio. 

The conference drew attention to the ways 
some countries were able to fend off conta
gion, which the IMF viewed as inevitable. 
William McGurn of the Wall Street journal 
contended that Asian countries that allowed 
companies to go bankrupt were better posi
tioned to respond to the economic crisis than 
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Cato Events 

RogerAilesJohn Stossel highlight New York seminar 

China, Japan, Antitrust Discussed at Forums 
+ June 2: The Cato Institute held a City 
Seminar in New York City on Liberty in the 
New Millennium. Speakers included Roger 
Ailes, chairman and CEO of Fox 
Broadcasting and Fox News Channel; John 
Stossel of ABC News; and Mike Tanner, Ted 
Galen Carpenter, and Stephen Moore of the 
Cato Institute. The event at the Waldorf
Astoria was attended by more than 300 
people. 

+ June 7: China is more interested in 
developing a nuclear deterrent than in getting 
into a nuclear arms race with America, said 
Joseph Cirincione of the Carnegie 
Endowment for International Peace at a Cato 
Policy Forum, "People's Republic of China: 
Red Tiger or Pink Pussycat?" 
Ross H. Munro of the Center for 
Security Studies insisted that the 
Chinese leadership views 
America as a threat to its plans 
to dominate Asia. Alfred 
Wilhelm of the Atlantic Council 
said the modernization of China 
must go forward, and 
Washington should try to react 
positively. 

+June 8: At a Cato Book Forum 
for Limiting Leviathan: Faustian 
Bargains and Constitutional 
Governance, Cato Institute vice 
president for legal affairs and 

gathered for a Cato conference, "The Crisis 
in Global Governance," on the struggle 
between state corporatism in its various 
forms and laissez faire. Deepak La! of the 
University of California at Los Angeles gave 
the luncheon address, "The Challenge of 
Globalization: There Is No Third Way," and 
Sen. Don Nickles (R-Okla.) delivered the 
closing comments. 

+ June 15: Ned Graham, son of evangelist 
Billy Graham and head of East Gates 
International, said at a Cato Policy Forum, 
"China in the Balance: The Case for Normal 
Trade Relations," that Western religious 
organizations working in the People's 
Republic of China have benefited from the 

investigation of American Airlines for 
allegedly slashing fares to snuff out 
competition was the topic of discussion at a 
Cato Policy Forum, "Big Airlines, Small 
Airlines, Big Government: Who's Preying on 
Whom?" John R. Lott Jr., author of Are 
Predatory Commitments Credible? argued 
that vigorous competition shouldn 't be 
mistaken for predation. James H. Burnley 
IV, former secretary of transportation; Mark 
Kahan, CEO of Spirit Airlines; and William 
E. Kovacic of George Washington University 
debated whether the suit against American 
Airlines is good for the industry. 

director of Cato's Center for 
Constitutional Studies Roger 

+ July 14: At a Cato Policy Forum, 
"Rethinking Employer-Sponsored Health 

Care," three corporate health care 
specialists discussed how companies 
should move to reform the health care 
market. Dwight McNeill ofWayPoint 
Health argued that a key to making 
the health care system work more 
efficiently is to have employees be the 
direct buyers of health care. Mary 
Barker of Baxter International argued 
that making health care available to 
more people through markets will 
result in improvements. Patricia 
Nazemetz of Xerox Corporation said 
that Xerox hopes to move to a 
defined-contribution approach, which 
will allow employees full access to the 
dollars allocated to health care so they 
can decide how they want to spend 
that money. 

Cato Mencken Fellow P. J. O'Rourke (left) talks with National Federation 
of Independent Business chairman Jack Faris at Cato's reception for Bill 
Gates. Pilon said that today we have a 

government of effectively 
unenumerated powers. To change that, we 
must encourage the courts to stop being 
deferential to the political branches, 
encourage Congress to ask itself if it has the 
authority to act on an issue, and encourage 
the public to be constitutionally vigilant. 
Jamin B. Raskin of American University 
praised the book, coedited by Richard A. 
Wagner and Donald P. Racheter, for 
emphasizing the importance of limiting 
government power, but he criticized the idea 
that people, when they form governments, 
think first of law enforcement rather than 
such services as public education. 

+ June 10: Experts from four continents 
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expanding commercial ties between America 
and China. Nicholas Lardy of the Brookings 
Institution and Robert Kapp of the U.S.
China Business Council argued that 
American companies and consumers will 
benefit once America starts to treat China 
as a member of the World Trade 
Organization 

+ June 15: The Cato Institute hosted a 
Reception for Microsoft founder and CEO 
Bill Gates. Gates thanked Cato for defending 
free-market principles before answering 
questions from guests. 

+ June 28: The Justice Department's 

+ July 15: Japan is going to change 
rapidly and radically within the next decade, 
said Milton Ezrati at a Cato Book Forum. 
Ezrati, chief investment officer at Nomura 
Asset Management and author of Kawari: 
How Japan's Economic and Cultural 
Transformation Will Alter the Balance of 
Power among Nations, argued that Japan 
will shed its mercantilist stance and become 
the "headquarters nation" of Asia. That 
change, he concluded, will present new 
military and economic challenges to the West. 

+ July 16-18: To educate members of 
Congress about the interplay between 
regulation and technology, the Cato Institute 
held a Telecommunications Roundtable in 



Senate Judiciary Com
mittee chairman 

Joseph Biden wel
comes Cato scholar 
Roger Pilon to hear

ings on civil forfeiture 
reform. 

Judith Estrin, chief 
technology officer at 

Cisco Systems, dis
cusses the future of 
technology and the 
Internet at the Cato 
telecommunications 

roundtable. 

Pen a 

Cato author Charles 
Peiia and Peter Huessy 
discuss national mis
sile defense systems at 
a Cato Policy Forum on 
July 26. 

Participants in a Cato 
roundtable on telecom
munications reform in 
Napa Valley, California, 
included Rep. Barbara 
Cubin, Rep. W. J. (Bil
ly) Tauzin, FCC chair
man William Kennard, 
and Rep. Vito Fossella. 

Napa Valley, California. Among the speakers 
were William Kennard, cha irman of the 
Federa l Comm unications Commission; 
Thomas]. Tauke, senior vice president of 
government relations for Bell Atlantic 
Corporation; Daniel Klein of Santa Clara 
University and author of What Do 
Economists Contribute?; Stanley S. Hubbard, 
chairman and CEO of Hubbard Broad
casting; Martin Cooper, a pioneer in the 
wireless communications industry; and Judy 
Estrin, chief technology officer and senior 
vice president at Cisco Systems. 

+July 26: The United States should stick to 
developing a limited land- based National 
Missile Defense system, said Charles Pefia, 
a missile defense consultant, at a Cato Policy 
Forum, "National Missile Defense: Should 
the United States Build a Land-Based or a 
Sea-Based System?" John Harvey of the U.S. 
Department of Defense stressed the 
importance of developing, demonstrating, 
and deploying (when directed) a system to 
defend the United States against a limited 
strategic ballistic missile threat by a rouge 
nation. Peter Huessy of National Defense 
University argued that the United States 
should have both a land- and a sea-based 
system, and a space-based one if necessary. 
David R. Tanks of the Institute for Foreign 
Policy Analysis said America will need three 
or four sites on land in the near future and 
a sea-based system further down the line. 

+ July 29: At a Cato Policy Forum titled 
"The F-22 Raptor: Should It Fly or Die?" 
Lt. Gen. Gregory Martin of the U.S. Air 
Force called the F-22 tactical fighter 
"priceless" and argued that the aircraft's 
deterrent effect on other nations must be 
taken into account when considering its cost. 
Most of the other speakers were more critical 
of the aircraft. Chuck Spinney of the U.S. 
Department of Defense said that he would 
cancel the F-22 program-along with the 
two other new fighter aircraft programs (the 
F-18E/F and the Joint Strike Fighter)- and 
start over. Rear Adm. Eugene Carroll of the 
Center for Defense Information warned 
against the " rush to production" of an 
untested F-22. M ichae l O'Hanlon of the 
Brookings Institution argued that Washington 
would be better off if it improved air-to
ground attack abilities instead of investing 
so heavily in the F-22. Lane Pierrot of the 
Congressional Budget Office said that the 
Department of Defense's plans to purchase 
three types of new fighter aircraft might not 
be affordable if the defense budget stays at 
the current level. • 
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Rethinking Employer-Sponsored Health Care 

A
mericans have relied on employers for 
their health insurance coverage for 50 
years, but that relationship may be 
coming to an end. Employers are unhap

py with the growing number and cost of man
dates and regulations. Employees are unhap
py with the constraints of managed care, the 
lack of portability, and the limited choices 
available to them. Physicians are unhappy 
with the interference with the way they prac
tice medicine. Politicians are unhappy that 
the numbers of uninsured are growing even 
in times of prosperity. How can the system 
be reformed to be more responsive and more 
cost-effective? 

At a Cato Policy Forum on July 14, three 
executives with hands-on responsibility and 
experience presented their views on the future 
of employment-based health care financing. 
Speakers were Dwight McNeill, president of 
WayPoint Health; Mary Barke1; vice presi
dent of employee benefits management at 
Baxter International; and Patricia Nazemetz, 
vice president for human resources at Xerox 
Corporation. 

Dwight McNeill: Why are employers in the 
business of health care financ ing? Why do 
they want to get out? And what could they 
and the policy world do differently to make 
things better? 

Employers are in the business of health 
care finance, first, to recruit and retain employ
ees; second, to control health care costs and 
their exposure; and third, to optimize pro
ductivity. Sick people don't come to work, 
or if they do, they don't work as well as they 
do when they fee l good. Finally, employers 
are in the business of health care because the 
government made them do it by giving them 
a tax exclusion, a deal they couldn't refuse. 

Employers hold the keys to the trans
formation of the American health care sys
tem. Americans believe in markets. Yet employ
ers are the very group that has undermined 
the market as purchasers. Only 17 percent 
of employers provide any choice of health 
care. It's hard to have a market if there's no 
choice of products. Only 6 percent use qual
ity information to make benefit decisions. 
And only 1 percent gives that information 
to their employees to use. So it's a very fee
ble attempt to make this great market work. 

The key to a healthy market is the con-
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sumer. What's good for consumers is good 
for the market, and what's good for the mar
ket is good for employers. In health care the 
rea l customer is the purchaset; not the con
sumer. As Regina Herzlinger, author of Mar
ket Driven Health Care, said, purchasers 
have very different needs than consumers. 
The focus of buyers is, above all, on lower
ing their health care costs. Having the con
sumer more involved is the real key to mak
ing the market work. 

So what do employers need to do, and 
how can the policy community help employ-

Dwight McNeill: "Make employees the direct buy
ers of health care." 

ers to make the situation better? The first 
thing is to make employees the direct buy
ers of health care. That is what employers 
did with pension plans. 

Second, employers need to create a lev
el playing field for employees. A consumer 
strategy would include choice, information, 
and purchasing power. If consumers don't 
have a choice, why should they care about 
the information? If you don 't have any 
purchasing power, information doesn't mean 
much. 

Third, let the consumers figure out what 
they want. Health insurance has changed 
considerably. With the advent of managed 
care, each plan took on its own character
istics, its own approach to care, and essen
tia lly became a choice. If employers are going 
to make health care decisions for employ
ees, why don't they decide on housing and 
food as well? If people can make choices 
about their housing and retirement, why can't 
they make their own health care choices? 

Fourth, employers need to support qual
ity, innovation, and legislation. Employers 
don't care a whole lot about quality today. 
And most employers just say no to most leg
islation. But a lot of the legislation that has 
been proposed is very supportive of a con
sumer-driven strategy. 

TI1e way to get there is really pretty straight
forward. It's to go from defined benefits to 
defined contribution to total compensation. 

Defined-contribution plans have made a 
competitive marketplace work for retirement 
programs. It works very simply: give the mon
ey to the employees and allow them to spend 
it on programs that are available-just like 
401(k) plans. It's your life, it's your money, 
you spend it. 

Most important is total compensation. 
The idea is to inform employees of their total 
compensation packages- wages and salary, 
bonuses, benefits, stocks, all of that- and 
say: " It 's up to you to allocate your com
pensation according to what you feel is impor
tant. If you want to take benefits as salary, 
that's fine. It's your money, do with it as you 
want." 

Employers would benefit by supporting 
tax credits to allow people who are employed 
but uninsured to have access to health care 
and get the same tax break that working peo
ple get. 

Employers should support changes in the 
Employee Retirement Income Security Act 
of 1974, which exempts employer-sponsored 
plans from state laws, including contract and 
tort law. Accountability in this country goes 
through the court system, and employers and 
health plans sho uld be held accountable 
for damages that result from their actions. 
Employers should recognize that change is 
inevitable. You can't support a consumer
driven health care system if you don't sup
port consumers' right to sue. 

Finally, if we haven't been able to make 
positive changes during prosperity, what's 
going to happen during a recession? I don't 
have to tell you that 43 million Americans 
don't have health insurance now; 35 million 
of those people are workers; prices for health 
care are going up; and a recession is around 
the corner. If a price increase coincides 
with a recession, there will be such an eco
nomic crisis that our hopes for transform
ing the system into something different will 



._Benefit professionals should assume a leadership role in 
designing and communicating the refonns needed to make 

possible the individual consumer market.~ 

be totally overshadowed by the need to cut 
costs yet again. The time to act is now. 

Mary Barker: Baxter is very interested in the 
people who may not have current, adequate 
access to the health care system. It's impor
tant that those of us who are large employ
ers begin to get a picture of what's happen
ing in this country and the dramatic changes 
that are occurring. 

There is a real shift in the employment 
base in this country. Large employers have 
done a pretty good job of providing benefits 
to their employees . But people today are 
employed less and less by major employers 
and more and more by small employers. So 
as we large employers try to globalize our 
businesses, make new products, innovate, 

Mary Barker: "Access to infonnation is going to 
empower the individual consumer." 

and compete worldwide, we are also faced 
with the cost pressures that health care and 
other benefit programs put on us. But imag
ine the guy who's running the corner dry 
cleaner. How can he possibly deal with health 
care? 

We're one of the employers in the minor
ity that provides a choice of health plans. We 
provide at least four choices of medical pro
grams and three choices of dental. Every plan 
that does business with Baxter must be accred
ited by the National Committee for Quali
ty Assurance. We have done all we can to 
provide choice and quality programs. 

Our emp loyees are concerned about 
whether health care costs are going up more 
than their wage increases, but there is provider 
resistance to the cost controls that are being 
put upon them by the managed care plans. 

Changes are needed. More than half of 
Americans have a negative opinion of the 
health care delivery system. About half expect 
the situation to get worse. Americans are 
split about whether they trust the govern
ment or private industry to improve the sys
tem. More than half of Americans think that 
empowering consumers is the way to bring 
reform. 

So what is the answer? We need to have 
a consumer-based system. It will allow more 
folks to get into the game. We need to move 
to a defined-contribution approach so that 
we can define the dollars and give them to 
the employees. You might say, "Well, why 
don't you do that today?" Because today 
there's no good way for my employees to 
receive that money in a tax effective manner. 

Tax reform alone is not going to be enough · 
to ena ble the consumer-based system to 
emerge. There also has to be insurance reform. 
We have to guarantee that all Americans are 
going to be able to get into the system whether 
they're sick or healthy. 

The employer cannot continue to be held 
accountable for plan design and cost while 
simultaneously trying to compete effective
ly in the world market. We need a platform 
to allow for more choice for all employees, 
and we need to also include entrepreneurs 
and the self-employed. 

We need to provide portable hea lth 
care coverage for employees. I happen to be 
in a company that offers a lot of choice. But 
that is unusual. Many large employers have 
only one plan because they're trying to lever
age their total volume. The sooner we allow 
people to have access to the system and begin 
to make possible a consumer-based system, 
the sooner we're going to be able to get mar
ket-driven improvements so we don't have 
to legislate improvements. 

Why should we care? Because of the 
increasing number of uninsured. We cannot 
have 25 percent or 20 percent of Americans 
uninsured; quite frankly, that keeps me and 
my colleagues up at night. 

Benefit professionals should assume a 
leadership role in designing and communi
cating the reforms needed to make possible 
the individual consumer market. I'm watch
ing what's happening at our shop with the 
explosion of the Internet. Consumers can 
enter information about what's important 

to them in the purchase of health care, and 
a consolidator will put the information togeth
er and bring consumers back three quotes 
that meet what they're interested in. Sounds 
pretty exciting. It's what I want as an indi
vidua l; it's what I want for my employees. 

More and more that's going to happen 
because, in the new information age, access 
to information is going to empower the indi
vidual consumer. The problem is that indi
viduals cannot currently afford to purchase 
health care cost effectively. We need some 
kind of transition plan. 

Increased consumer involvement will lead 
to employee discomfort in the beginning. 
When employers began to put 401(k) plans 
in, there was a lot of concern on the part of 
employees. So there has to be a transition 
plan for employees who are not used to this 
kind of power. 

There are longer-term human resources 
implications for all of us as employers. How 
do we plan total compensation on an ongo
ing basis? How do we plan for that evolu
tion? How do we recruit and compete for 
talent in that environment? How do we make 
the transition and help our counterparts in 
the smaller businesses also make the transi
tion? 

Patricia Nazemetz: I'll cover four points about 
what Xerox is doing: where we are today; 
where we want to go; why, always an impor
tant point, we want to go there; and how 
we're going to get there. 

Today, we have a system of company
sponsored and company-funded health care. 
Xerox pays about 96 or 97 percent of the 
cost of health benefits for our employees. We 
have almost 50,000 people employed in the 
United States, about 15,000 retirees, and we 
provide the lion's share of the funding. 

Our system came into being in its cur
rent form in 1989. It is built on choice, cost 
sensitivity, and, probably most important, 
performance and quality measurements. We 
call the system the Xerox Health Link Sys
tem. It's a system of health plan choices that 
include about 260 health maintenance orga
nizations throughout the cmmtry. Our employ
ees have multiple choices in various loca
tions, depending on where they live and what's 
offered in those locations. 

Continued on page 8 
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--we want to go to a system that provides more choice, 
that focuses on total pay, and that increases 

employee cost sensitivity.~ 

POLICY FORUM Continued from page 7 

We have attempted to build a system that 
makes employees price sensitive. It's built on 
what we refer to as flexible architecture. We 
use a pricing strategy that we refer to as bench
mark pricing. Employees who participate in 
a benchmark HMO will actually get money 
back. The other extreme is a fee-for-service 
system, which in all cases is the most expen
sive system that we have. If an employee cov
ers a full family, that employee will pay about 
$500 a month out of his paycheck in addi
tion to the company contribution. It's a very, 
very expensive plan. It currently costs about 
$15,000-$16,000 a year for full family cov
erage. 

We have built the system on a set of per
formance measures. We require NCQA accred
itation. We were the first company in the 
country to actually mandate that accredita
tion for all of our health plans. We provide 
an additional premium contribution for those 
plans that have full NCQA three-year accred
itation status. We require all those systems 
to report information in a common format 
so that we can provide report card-like infor
mation to our employees to enable them to 
make their choices. And we also require cus
tomer satisfaction measurements from the 
health systems. 

Where do we want to go? We want to go 
to a system that provides more choice, that 
focuses on total pay, and that increases employ
ee cost sensitivity. 

More choice. We offer a lot of choice in 
our system, a lot more than other employ
ers. And even with 260 health plans, we don't 
offer every available plan. There are many 
other choices out there, many that may suit 
our employees' needs better than the ones 
we have in our system. We would like to get 
to the point where our employees can pick 
any system, any insurance program, or any 
other health care arrangement that they feel 
meets their needs . 

In terms of total pay, we need to convert 
health care contributions back to wages to 
essentially move to a defined-contribution 
approach. And we need to preserve the tax 
effectiveness or work toward helping to reform 
the tax system. 

Let me just touch on a couple of those 
components. In terms of more cost sensi-
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tivity, basically, wages are diverted to pur
chase health care benefits. Today we do that, 
but we don't give employees control of that 
money. For instance, if employees don't want 
health care coverage through Xerox, we allow 
them to opt out. It's a fairly significant com
petitive allowance compared to other orga
nizations', but it is nowhere near the full val
ue of what we would pay if the employee 
stayed in the system and we bought his health 
care for him. 

We'd like to get to the point where the 
use of those dollars was totally in the hands 

Patricia Nazemetz: "Employers need to move from 
micromanaging a program to providing health 
care choices for employees." 

of the employees. Choosing what's valuable 
to them should be left within their control. 

We believe value is a function of the qual
ity of the system and the cost of that system. 
Therefore, qua li ty measurements are criti
cal. Results have to be measurable and mea
sured, and comparable and compared, and 
then communicated to individual employees 
so that they can in fact make informed choic
es. To move to this new state we need better 
measurement. 

Now, why are we going where we're 
going? For all the reasons that you've heard, 
and also because the diversity of our work 
force would indicate that one size does not 
fit all. Even with the choice that we have in 
the system, there are people who would rather 
make other choices. They would use the 
health care dollars we're committing to them 
differently. Perhaps they might want to 
participate in a spouse's plan instead. Some 
employees are retirees of other companies 

and have access to other sources of health 
care benefits. Others might prefer to pur
chase coverage outside the employer system 
altogether. Employees have come to expect 
more control over those dollars. They want 
maximum choice and maximum flexibility 
in how they use that money. 

The other point is that employees are 
much more mobile. They need more porta
bility. They don't stay with Xerox forever. 
And even if they do, if they move from one 
work location to another, one housing loca
tion to another, if a spouse changes jobs and 
needs to take different coverage, our employ
ees want the ability to take their health 
care benefits with them and not be locked 
into one system. 

It gets to be a very difficult balance, par
ticularly when you're working with a fixed 
number of dollars, when the dynamics of the 
marketplace are changing all the time, when 
employee expectations are increasing all the 
time, and when you're constantly asked to 
make tradeoffs. We are getting to a point 
where we are not comfortable in making 
those tradeoffs on behalf of our employees. 
Since we are spending hundreds of millions 
of dollars on health care, we would prefer 
to allow employees to make those decisions. 
We would continue to provide the funding 
but allow employees a lot more control over 
how health dollars were used. 

So how are we going to get there? Our 
goal is to move to a defined-contribution 
approach. To allow employees full access to 
that contribution, we would not put restric
tions on it. In other words, they could use 
it within the system to buy a health plan that 
was being sponsored by or offered through 
the employer system, or take those dollars 
outside. It would mean that we would have 
to offer many fewer choices within the sys
tem because, eventually, we'd be able to dis
engage from the internal system altogether. 

At the end of aU of this, we see a new role 
for us as an employer. We need to move from 
micromanaging a program to providing healtl1 
care choices for employees . We will edu
cate our employees, provide what purchas
ing leverage we can unless and until there's 
a better vehicle out there, and provide the 
financing for the system, but it will be on a 
defined-contribution rather than a defined
benefit basis. • 

I 



Cato schola1's testifY befo1'e Cong1'ess 

Piiiera Wins Top Insurance Industry Honor 
+Jose Piiiera, co-chairman of the Cato Insti
tute's Project on Social Security Privatization, 
received the insurance industry's top honor 
for his work in creating Chile's successful pri

percent a year to seven percent in the past 
12 years. Furthet; the Chilean savings rate 
has increased to 25 percent of GNP since 
reform was undertaken." 

June 30: Stephen Moore, Cato's director 
of fisca l policy studies, testified on corporate 
welfare before the House Budget Commit
tee. 

July 13: Solveig Singleton, Cato's 
director of information studies, tes
tified on Internet privacy before the 
House Subcommittee on Telecom
munications, Trade and Consumer 
Protection. 

July 15: Cato Institute adjunct 
scholar Michael Gough testified on 
data access before the House Sub
committee on Government Man
agement, Information, and Tech
nology. 

vate pension system and for his efforts 
in promoting privatization of state
run retirement systems around the 
world. The International Insurance 
Society presented Piiiera with its 
Founders Award Gold Medal for 
Excellence at its annua l meeting in 
Berlin, Germany. Ironically, Berlin 
is the city where German chancel
lor Otto von Bismarck created the 
world's first state-run, tax-based 
social security system in the 19th 
century. John P. Meyerholz, presi
dent and CEO of the International 
Insurance Society, said that the Chilean 
system created by Piiiera "was a pio
neering private system and is now 
widely studied and copied as a mod
el around the world. That system 
has proved successful not only for 
Chileans but has provided signifi

July 21: Roger Pilon, Cato's vice 
president for legal affairs and direc
tor of the Center for Constitution
al Studies, testified on forfeiture 
reform before the Senate Subcom
mittee on Criminal Justice Over
sight. 

Ralph Nader and Stephen Moore share a laugh after testifying against 
corporate welfare before Rep. John Kasich and the House Budget 
Committee. July 22: Pilon testified on cam

paign finance regulation before 
the Committee on House Administration. cant economic benefits to Chile's economy." 

The society noted in a statement that "because 
it improved the functioning of both the cap
ital and labor markets of Chile, Social Secu
rity privatization has been one of the key 
reforms that has pushed the growth rate of 
that economy upward from a historical three 

+Cato scholars testifying on Capitol Hill 
were a common sight this summer: 

June 16: Cato executive vice president 
David Boaz testified on drug prohibition 
before the Subcommittee on Criminal Justice, 
Drug Policy, and Human Resources of the 
House Committee on Government Reform. 

C ato Distinguished Senior Fellow James M. Buchanan was 
honored on his 80th birthday, October 3, with an on-line 
book of tributes from colleagues and former students. 

Among the contributors was James A. Dorn, Cato's vice 
president for academic affairs and editor of the Cato Journal. 
Buchanan is a professor of economics at George Mason 
University and the advisory general director of the James M. 
Buchanan Center for Political Economy. He received the Nobel 
Memorial Prize in Economic Sciences in 1986. He is the author 
of many books including The Calculus of Consent (with Gordon 
Tullock); Cost and Choice; and an autobiography, Better Than 
Plowing. 

July 27: Jerry Taylor, Cato's director of 
natural resource studies, testified on plumb
ing standards before the House Subcom
mittee on Energy and Power. 

Most Cato testimonies are on the Cato 
Web site. • 
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Wfbe federal government's role in dealing with NIMBYism should 
be to contract rather than expand its role in land use.~ 

SPRAWL Continued from page 1 

muters like the idea of rail transit mainly 
because they suppose that the people in the 
cars in front of them will ride the rails. Almost 
nobody with a car actually wants to use 
the train himself. 

The federal government subsidizes hous
ing in many ways, but by far the largest is 
the income-tax treatment of owner-occupied 
housing. The income-tax subsidy is both mis
understood and overstated as a cause of 
sprawl. The chief subsidy to housing is not, 
as is commonly asserted, the deduction of 
mortgage interest from taxable income. Most 
homeowners do not even itemize on their 
income-tax forms, so deductibility means 
nothing to them. The benefit that all home
owners get is more subtle: They provide a 
service to themselves by managing their own 
property, and the government does not tax 
them on this income. They also do not have 
to pay capital gains on the sale of their homes. 
This makes an owner-occupied home an 
untaxed asset, which gives it a huge advan
tage over almost all other accessible invest
ments. 

To eliminate this feature, the U.S. gov
ernment would have to imitate the Swiss gov
ernment, which requires homeowners to pay 
taxes on what economists call "imputed 
rent," or the money the homeowners would 
have paid to someone else to rent the home 
they occupy. A tax on imputed rent is pret
ty much like taxing home gardeners on the 
value of the vegetables they grow and con
sume. To state the nature of the tax is, I think, 
to show why it is unlikely to be adopted. 

The homeowner tax subsidy, properly 
understood, does induce more homeowner
ship and bigger homes. But its contribution 
to sprawl has to be small. That is because 
the extra acres on a multiacre lot, the kind 
that really does contribute to sprawl, account 
for such a small fraction of a home's value. 
The real crime of excessively low-density 
zoning is not the quarter-acre lot. It is the 
multiacre zoning, which means that extra 
acres must be bought by homebuyers even 
though they value those acres very little. 
(Sometimes the multiacre aspect of such zon
ing is hidden by "cluster zoning," which 
allows developers to group homes together. 
Clustering is just as wasteful, however, as 
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regular multiacre zoning because the devel
oper is usually required to keep the remain
der of the parcel forever undeveloped. ) Since 
the land that really contributes to sprawl 
contributes so little to home va lue, it hard
ly matters whether the federa l government 
taxes its "imputed rent" or not. 

All That Is Suburban Is Not Sprawl 
The major contributor to low-density 

development is the reluctance of suburban 
communities to accommodate higher-densi
ty housing. Developers frustrated by NIM
BY opponents in the areas close to jobs, 
amenities, and urban infrastructure are pushed 
to more rural areas. The result is lower-than
efficient housing density in the desirable areas 
and more housing in low-density rural areas, 
which is what I would call sprawl. 

The problem with endorsing the atten
tion given to sprawl is that I seem to be in 
league with some unrealistic policies. Many 
planners, especia lly those who inhabit the 
academy, seem to regard almost all types of 
suburban housing developments as evidence 
of sprawl. The typical visual example of 
sprawl has long been an aeria l photo of 
single-family homes in Daly City, California, 
the San Francisco suburb that was the inspi
ration for Malvina Reynolds's satirical song, 
"Little Boxes. " But Daly City's residential 
development in 1970 (when the song was 
popular) was about two-thirds the density 
of that of San Francisco, a city that most 
Americans properly think of as a high-den
sity place. If we lived in the homes that are 
scorned as sprawl, we would already be 
living at nearly the density of San Francisco. 

Single-family homes placed at four, six, 
or eight per acre do not take up much land. 
Inducing suburban developers to build at 
higher densities than tlus range both is unnec
essary to prevent excessive land use and would 
frustrate the clear preference that Americans 
have for the freestanding, single-family home. 
To convince yourself that rural land "loss" 
is not a national problem, follow some round
number math: The United States contains 
about 2000 million (2 billion) acres. There 
are about 100 million households in the Unit
ed States. If each household took up a full 
acre of land, that would amount to 100/2000, 
or 5 percent, of the nation's area. But urban 
gross densities are in fact only about one-

half acre per household, even allowing for 
all the nonresidential uses such as shopping 
centers and parks. We don't have to live in 
warrens to contain sprawl. 

The free-market side of the debate wor
ries about sprawl because suburban gov
ernments are said to undercharge develop
ers for their use of infrastructure. Property
tax revenues generated by the development 
usually do not fully cover the costs of the 
new sewers, sidewalks, and utility lines, and 
so other taxpayers are in effect subsidizing 
sprawl. But this overlooks the fundraising 
capacity of land-use regulators. Evety munic
ipality has the authority to insist that the 
developer actua lly cover those costs. The 
payments may be in kind or monetary exac
tions and impact fees. Indeed, the more real
istic complaint, most often heard in "regu
latory taking" court cases, is that municipal 
authorities demand too much. The problem 
with sprawl is not that developers fail to pay 
their way; it's that they aren't even allowed 
to start negotiations about higher-density 
development in the face of NIMBY objec
tions. 

To contain sprawl, public policy should 
reduce the impact of NIMBYism on land 
development. One policy is to make the local 
governments that respond to unreasonable 
anti-development measures pay for their pref
erences. The "takings clauses" of the U.S. 
and state constitutions empower judges to 
award monetary damages for unreasonably 
restrictive land-use regulations. By making 
local governments financially liable for exces
sively restrictive zoning changes, the court 
system, especially if assisted by state legis
lation, could discourage unreasonably low
density housing. Environmentalists, who are 
usually opposed to the compensation prin
cip le, should reconsider their stand in the 
case of urban and suburban land-use issues. 
Compensation requirements would improve 
the environment by making NIMBYs put 
their money where their mouths are. Even a 
small prospect of having to pay would make 
them consider the costs as well as the bene
fits of opposing development in their neigh
borhoods. 

A kinde1; gentler way to discourage NIM
BYism would attempt to assuage the finan
cial anxieties of nearby homeowners. Home
owners adjacent to a proposed development 



-.1 think this accounts for the appeal of the 'smart growth' 
movement in general. It's a great idea, as long as we can 

get someone else to do it.~ 

often adopt seemingly irrational NIMBYism 
because of unlikely scenarios. The problem 
here is that a home represents such a large 
fraction of most owners' assets, and deval
uations from neighborhood change are not 
now insured. Home-value insurance could 
be offered by developers (with solvency guar
anteed by public authorities) to assure peo
ple immediately adjacent to new develop
ments that they will not suffer financial loss
es. This wou ld be similar in principle to the 
Home Equity Assurance programs in Chica
go, whose intention is to discourage panic 
selling in neighborhoods undergoing racial 
integration. I have anecdotal evidence that 
the same program makes homeowners less 
anxious about other types of neighbor
hood change, such as apartment develop
ments. It is an experiment worth looking 
into. 

Federal land-Use Policies Promote Sprawl 

The federal government's role in dealing 
with Nlt\tlBYism should be to contract rather 
than expand its influence on land use. Most 
federal government regulations that affect 
local land use make it easier for suburban 
NIMBYs to keep densities in their commu
nities low. Opponents of suburban devel
opment invoke federal endangered-species 
legislation, wetlands regulations, and his
toric-district designations to retard devel
opment. Those can frustrate efficient devel
opments that the majority of residents of a 
community is otherwise satisfied with. More
over, the application of federal land-use reg
ulations cannot be tempered by arguments 
that development is especia lly appropriate 
in the proposed areas. There is no "urban 
exception" permitted by such regulations, 
even though more than 95 percent of the 
land area of the United States is not in any 
sense urbanized. 

Let me give an example from my 10 years' 
service on a local zoning board in New Hamp
shire. Hanover, my hometown, has a com
pactly developed area in its southwest cor
ner, surrounding Dartmouth College. There 
are also some outlying small villages and, 
increasingly, scattered developments on three
acre lots (the minimum required by our zon
ing) in the rural part of town. The town's 
master plan sensibly calls for most devel
opment to be encouraged near the compact 

area, where public water and sewerage are 
avai lable and from which people can walk 
and bicycle (and sometimes ski) into the cen
tral area. 

The owners of a large tract of land with
in half a mile of our "downtown" decided 
to develop it with single-family homes. Those 
owners had previously developed about half 
of their holdings in the 1960s, also with sin
gle-family homes. The remaining land was 
across a brook and adjacent to an exten
sive wetland. (They had previously donated 
much of the wetland for conservation pur
poses.) The owners proposed rezoning the 
land for moderate-density homes (quarter
acre to one-acre lots) and building a bridge 
across the brook, which was about 15 feet 
wide, to provide access to their land. 

To undertake their new project, the own
er-developers had to get their plans approved 
by the town, the state, and the federal gov
ernment. At each of these phases, severa l 
nearby neighbors of the project, who enjoyed 
seeing the land in its natural state, sought to 
block the plans. Wetlands issues were the 
primary hurdle, but endangered species and 
Native American history (the latter two entire
ly unfounded) were also thrown up as rea
sons to stop the development. Regulators 
themselves were 
not hostile to the 
project, but the 
process became so 
drawn out and the 
outcome so uncer
tain that the 
landowners final
ly gave up. The 
land remams 
undeveloped. 

Now this 

have been built there will now pop up on the 
three-acre lots in the more rural parts of town. 
By foreclosing development of land that was 
close in, we have probably induced devel
opment in areas less environmentally sensi
tive but in a pattern that can only be described 
as rural sprawl. The buyers of homes in those 
rural places will have more land around their 
homes, but, if the market is any test, they 
attach very little va lue to the extra acres . A 
landowner in the rural area of my town who 
owns a one-acre lot (established before the 
three-acre minimum lot size became the rule) 
can sell it for almost the same price as a three
acre lot that cannot be subdivided further. 
Really. 

One might ask, what's the matter with 
such patterns? If road congestion and farm
land acreage are not much affected by sprawl, 
why not let it happen? Here I advert to the 
more thoughtful anti-sprawl arguments. Peo
ple spread out in low-density areas remain 
strangers to their neighbors. It is harder to 
get much sense of community if one lives in 
a spacious version of Ted Kaczynski's Mon
tana cabin. It's next to impossible for kids 
to form a spontaneous baseball game (if their 
parents have to chauffeur them, the game's 

Continued on page 12 

might seem to be 
a conservation suc
cess, and I must 
co ncede that I 
enj oy the open 
space that is avail
able on this tract. 
(The owners have 
always permitted 
public access.) But 
I cannot help 
thinking that the 
houses that would 

Byeong-Ho Gong of the Korea Center for Free Enterprise discusses the 
Asian financial crisis with Cato president Edward H. Crane at Cato's 
conference, "The Crisis in Global Interventionism." 
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SPRAWL Continued from page 11 

not spontaneous). Moreove1; excessively low
density metropolitan areas lose much of 
the "agglomeration" economies that make 
cities productive places in which to work. 
Telecommuting is fine for some, but face-to
face contact is what makes the world go 
round. 

Growth Boundaries Are Not the Answer 
Now, the diehard "smart growth" enthu

siasts will say, why not foreclose development 
in the rural areas, too? Establish an "urban 
growth boundary" around the compact area 
and eliminate building outside it. Even if our 
Constitution did not protect at least some 
property rights from public expropriation, 
this would be problematic. To foreclose devel
opment in the rural areas would cartelize the 
housing market. Buyers would be limited to 
bidding for the stock already available inside 
the boundary. Housing prices would rise as 
people moving to the area had to bid for a 
fixed stock. In the short run, existing home
owners would get a capital gain from such a 
policy. (I sometimes suspect that is what makes 
urban growth boundaries politically popu
lar.) In the longer run, cities would suffer as 
employers found they could not hire people 
because the housing prices were too high. 
Anyone who claims that housing prices are 
not a problem for employers has not been 
involved in hiring people in a high-priced area. 

Of course, the "smart growth" advocates 
have a solution to that one, too. Instead of 
building more single-family homes of the 
type most people aspire to own, make the 
suburbs build high-density apartment hous
es to accommodate the growth. The immi
grants can live in those downsized places, 
goes the argument, and we can prevent sprawl. 

The appeal of this argument is pretty 
much like the appeal of urban rail transit. 
Just as people who drive to work hope that 
the folks in front of them will take the train, 
so the homeowners who vote for high-den
sity infill hope that newcomers will accept 
the high-density, !awnless urban highrises in 
which they themselves would not dream of 
living. In fact, I think this accounts for the 
appea l of the "smart growth" movement 
in general. It's a great idea, as long as we can 
get someone else to do it. • 
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Social Secutity 1'eform pmposals flawed 

Return (Regulations) to Sender 

T
he U.S. Postal Service's new regulations 
on commercial mail-receiving agencies 
(CMRAs) and private mailboxes "con
stitute an unwarranted invasion of pri

vacy and an expansion of the Postal Service's 
powers," writes Rick Merritt in "The U.S. 
Postal Service War on Private Mailboxes and 
Privacy Rights" (Cato Briefing Paper no. 48). 
In what it called an attempt to combat mail 
fraud, the Postal Service required that by June 
24, 1999, all CMRAs that offer rental of pri
vate mailboxes have collected from their cus
tomers confidential information that the 
Postal Service itself is not allowed to collect. 
Furthermore, starting as early as October 24, 
1999, the USPS will deliver mail only to the 
private boxes addressed in a format requir
ing that the acronym PMB (Private Mail Box) 
precede the renter's box number on a sepa
rate line in the address. Those regulations, 
Merritt says, violate the privacy rights that 
cover USPS and could actually facilitate crim
inal activity. In addition, because it is impos
sible for box holders to know everyone who 
might have their private box addresses on 
file, many otherwise deliverable pieces of 
mail will be returned to the sender, marked 
"address unknown." 

+Borking Dissent on Campaign Finance 
When Senate Majority Leader Trent Lott 
asked that Bradley A. Smith be appointed to 
the Federal Election Commission, advocates 
of "good government" launched a heated 
attack against the nomination, denouncing 
Smith as "not fit to serve" because of his 
"radical" views. In "Mr. Smith, Welcome to 
Washington" (Cato Briefing Paper no. 49), 
Cato vice president for legal affairs Roger 
Pilon notes that "in case after case, the courts 
have been on [his] side, not on the side of his 
critics." The paper says the real question to 
be answered in the battle over the FEC nom
ination of Smith is, "Just who is the radi
cal?" Pilon notes that "efforts to vilify prospec
tive appointees are not uncommon in Wash
ington, of course, but they are espec ia lly 
absurd in this case." Smith, a law professor 
at Capital University in Columbus, Ohio, 
and a Cato Institute adjunct scholar, "has 
established himself, since graduating from 
Harvard Law School, as one of the nation's 
foremost experts on campaign finance." Why 
the virulent opposition? Pilon answers: "Smith's 

'crime,' it seems, is to have cha llenged the 
conventional wisdom that drives today's cam
paign finance debate. The thrust of his writ
ing is that much of what has passed for 'refmm' 
has in fact made the system worse." Profes
sor Smith's nomination threatens to expose 
the true radicalism of the "good-government" 
groups. 

+Redefine Mission of Special Operations 
Forces 
The military's Joint Combined Exchange 
Training program is being used to advance 
questionable foreign policy goals, says a new 
study from the Cato Institute. In "Special 
Operations Military Training Abroad and 
Its Dangers" (Foreign Policy Briefing no. 53), 
authors Ivan Eland and John Rudy argue 
that JCET, under which Special Operations 
Forces can be deployed anywhere without 
congressional oversight or debate, must be 
redefined to avoid entangling the United 
States in "petty military conflicts and mili
tarizing U.S. relations with other nations." 
Eland and Rudy conclude that "the JCET 
law should be repealed and replaced by an 
explicitly limited program with the exclusive 
purpose of training SOF personnel." 

+Gambling Regulation Risks Too Much 
"The federal government should resist pres
sure to involve itself further in gambling," 
writes Wall Street analyst Guy Calvert in 
"Gambling America: Balancing the Risks of 
Gambling and Its Regulation" (Policy Analy
sis no. 349). "There may be inherent risks 
to gambling, but we should remember that 
government intervention entails risk too." 
Calvert points out that the National Gam
bling Impact Study Commission, created by 
Congress to study the "social costs" of gam
bling as well as to examine regulatory options, 
fai ls to review the true costs of government 
regulation. "A coercive effort to eliminate or 
reduce gambling must compete with that for
midable opponent, human nature. Lawmakers 
need to balance the risks,'' he says. He argues 
that the best remedy for compulsive gam
blers is counseling and abstinence, not gov
ernment intervention to proh ibit or limit 
gambling. 

+Maintain Normal Trade Relations with China 
Normal trade relations with China are too 



Evangelist Ned Graham tells a Cato Policy Forum 
that religious organizations in China benefit from 
expanding commercial ties between China and the 
United States. 

valuable to revoke, write the authors of "Trade 
and the Transformation of China: The Case 
for N ormal Trade Relations" (Cato Trade 
Briefing Paper no. 5). China's opening to the 
West through trade and economic reforms 
represents "one of the most remarkable changes 
in history," writes Ned Graham, president of 
the Christian missionary group East Gates 
International. The authors outline how U.S. 
engagement with China has led to immense 
social, economic, and political gains for both 
countries. Other experts whose views appear 
in the paper include Robert Kapp, presi
dent of the U.S.-China Business Council; the 
Brookings Institution 's Nicholas Lardy; 
and Daniel Griswold, associate director of 
Cato 's Center for Trade Policy Studies. On 
July 28, 1999, the House voted 260-170 to 
extend normal trade relations with China for 
another year. 

+Plans to "Save" Social Security Deeply 
Flawed 
Plans to "save" Social Security proposed 
by both President Clinton and the Republi
can leadership in Congress are deeply flawed, 
says Darcy Ann Olsen, entitlements policy 
analyst at Cato. In "Social Security Reform 
Proposals: USAs, Claw backs, and Other Add
O ns" (Cato Briefing Paper no . 47), Olsen 
examines participation rates in 401(k) plans 
with employer contributions to determine 
probable participation in the president's pro
posed Universa l Savings Accounts and fi nds 
that those accounts are unlikely to benefit 
low- and middle-income workers. The study 
finds that half of workers earning less than 

$35,000 a year would not participate in USAs. 
"Workers who are either unable or unwill
ing to save more will not begin to do so sim
ply because the government opens an account 
in their name," she writes . A better way to 
fund personal accounts is to a llow workers 
to redirect a portion of the current payroll 
tax to new, individually owned retirement 
accounts. 

+Russia Still Socialist, Despite Refonns 
"Despite the appearance of reform, in impor
tant ways Russia's financial sector is little 
changed from the Soviet era," write Kurt 
Schuler and George A. Selgin in "Replac
ing Potemkin Capitalism: Russia 's Need 
for a Free-Market Financial System" (Poli
cy Analysis no . 348) . "Russia has not had 
for decades and does not now have anything 
close to free trade in money," the authors 
contend, pointing out that Russia's institu
tions are still fundamentally socialist. " It is 
grotesque to blame laissez faire for the cur
rent financial crisis and Russia's wider eco
nomic problems since the Soviet Union dis
solved. " Schuler, a monetary economist, and 
Selgin, an associate professor at the Univer
sity of Georgia, argue that U.S. and interna
tional lenders should stop supporting cur
rent Russian institutions. Instead, they advo
cate several structural changes to resolve Rus
sia's current financial crisis. "Russia 's cur
rent financial institutions have not worked 
and will not work well. The sooner people 
understand that, the better off the Russian 
public and taxpayers in Western countries 
will all be," the authors conclude. 

+Bring Common Sense Back to Tort Law 
Contemporary tort law is hostile to individ
ual liberty, writes M ichael I. Krauss, profes
sor of law at George Mason University, in a 
new Cato study. "Courts regularly resolve 
disputes by applying tort principles when 
they should apply the law of contracts. Tra
ditiona l rules of liability have all too often 
been replaced by rules, if they can be called 
such, that are little connected to common
sense notions of individual responsibility," 
writes Krauss in "Restoring the Boundary: 
Tort Law and the Right to Contract" (Poli
cy Analysis no. 347) . The tort "crisis," which 
is most evident in product li ability cases and 
malpractice suits, exists, not because corpo-

ra tions are "oppressing" individua ls, but 
because "our rights have been given increas
ingly less respect by government," Krauss 
argues. The consequences of the "deep-pock
et principle" that now dominates tort law, 
says Kra uss, are myriad. " Opportunities are 
forgone, financial disaster is always just around 
the corne1; and the aggregate costs for every
one grow larger." To remedy the situation, 
the author argues that states need to reestab
lish the boundary between contract and tort, 
allowing private parties rather than courts to 
decide the terms of their relationships. • 

Cato Calendar 

The Search for Global Monetary Order 
17th Annual Monetary Conference 

Cosponsored with The Economist 
Washington • October 21, 1999 
Speakers include Stanley Fischer, 

Anna Schwartz,and David Malpass. 

Liberty in the New Millennium 
Seattle • November 3, 1999 

Speakers include Brad Smith of 
Microsoft and Rep. Jennifer Dunn. 

Third Annual Technology and 
Society Conference 

Cosponsored with Forbes ASAP 
Milpitas, Calif • N ovember 4-5, 1999 

Speakers include William Schrader, 
Tom Siebel, and Solveig Singleton. 

Seattle and Beyond: 
The Future of the WTO 

Washington • November 17, 1999 
Speakers include ]. Michael Finger, 

Susan Esserman, Douglas Irwin, 
Russell Robens, and Brink Lindsey. 

Liberty in the New Millennium 
New York • November 19, 1999 

Speakers include Lawrence Kudlow 
and Edward H . Crane. 

12th Annual Benefactor Summit 
Key Largo, Florida • 

February 16-20, 2000 
Speakers include Robert ovak. 

Solving the Global Pensions Crisis II 
The Privatization Revolution 

Cosponsored with The Economist 
New York • March 9- 10, 2000 

Speakers include Jose Piiiera, Felipe 
Ortiz, William Shipman, and 

Milton Ezrati. 
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Mat·kets kt us choose levels of t'isk 

Dealing with Chemical Danger 

F
requent media reports alert us to the 
dangers of eating Alar-treated apples, 
drinking srtificially sweetened coffee, 
ingesting certain laxatives, swimming 

in backyard pools, and pumping automotive 
gasoline .... How are we to sort through all 
the rhetoric that surrounds questions of 
science and health?" asks Peter VanDoren 
in Cancer, Chemicals, and Choices: Risk 
Reduction through Markets, a new book 
published by the Cato Institute. 

For decades now, experts on health, risk, 
and environmental concerns have recom
mended two policy prescriptions: more research 
and more government regulation based on 
that research. According to VanDoren, edi
tor of Cato's Regulation magazine, that 
approach is wrong. 

"Policy problems relating to health risk 
from chemicals embody value choices and 
will not be resolved through more scientific 
investigation," writes VanDoren, a politi
cal economist who taught at Princeton, Yale, 
and the University of North Carolina before 
joining Cato. 

Conventional risk policy suggests that 
we ask scientists to tell us how exposure to 
chemicals affects human health and then 
let the government regulate exposure using 
the information provided by the scientists. 
But, VanDoren warns, "the belief that more 

((The Global Financial Architecture)) 

scientific research will answer our policy 
questions is misguided." 

Scientific research will not answer our 
policy questions for a variety of reasons, 
according to VanDoren. "The public (and, 
hence, policymakers ) worries about small 
levels of increased cancer risk resulting from 
chemical exposures," but studies of minus
cule levels of risk are prohibitively expen
sive, and some issues cannot be resolved sci
entifically. Such issues include which com
pounds should be analyzed in light of limit
ed budgetary resources; how regulators should 
use research data, given the well-known design 
flaws of most studies; and whether we should 
be more concerned with the need to pro
tect the public from carcinogens or the need 
to allow products to be developed and sold 
in the marketplace. 

"In the case of chemical exposures that 
are private goods, government (to the extent 
that it does anything at all) should limit its 
activities to the provision of information so 
individuals can decide for themselves which 
risks to bear. Command-and-control regu
lations inhibit the development of robust pri
vate information markets because people 
think that if a product is for sale, the gov
ernment must have checked it out to ensure 
that its benefits are greater than its harms." 

Experts in the health and risk fields hail 

Creating Stable Money 

M
arket discipline is the best means 
the world has found to ensure that 
capital is well used," writes Treasury 
Secretary Lawrence H. Summers in 

the Cato Journal (vol. 18, no. 3). "As capi
tal market integration increases, countries 
will be forced increasingly to more pure float
ing or more purely fixed regimes." 

Strengthening weak domestic financial 
systems through market liberalization and 
the reduction of imprudent borrowing and 
lending practices is the key to global pros
perity, Summers writes. The economies of 
Mexico, Russia, and Thailand faltered because 
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of crony capitalism, while such nations as 
Hungary and Argentina have taken off since 
implementing market liberalism. 

Other papers in the Cato Journal, based 
on Cato's 16th Annual Monetary Con
ference, examine the future of the euro. 
In "The Impending Collapse of the Euro
pean Moneta.ty Union," Charles Calomiris 
of Columbia University predicts that pol
itics will impair the new currency. He 
foresees "soft-currency" member states 
threatening to quit the European Mon
etary Union unless their massive gov
ernment expenditures can be accom-

Cancer, Chemi-
cals, and Choices as must reading 
for policymakers, researchers, and the gen
eral population. "A gracefully written primer 
on how markets can be harnessed to man
age the risks of chemicals," says John Gra
ham of the Harvard Center for Risk Analy
sis. "Technically sophisticated, yet argued in 
language accessible to the layman, this book 
will fundamentally redirect the policy debate," 
says Michael C. Munger of Duke Universi
ty. 

Copies of Chemicals, Cancer, and Choic
es can be ordered in cloth ($16.95) or paper 
($8.95) by calling 1-800-767-1241. • 



Wlry do the media 1'epo1't false bad news? 

Simon Takes on Journalists 

W
hy do the media incessantly report 
bad news, when every indication of 
material well-being is improving? 
And why do people seem to have an 

insatiable appetite for bad news? Julian L. 
Simon, an economist at the University of 
Maryland and a senior fellow at the Cato 
Institute before his untimely death in 1998, 
attempts to explain the discrepancy between 
the facts and public beliefs in his book Hood
winking the Nation. 

In the opening chapter, Simon points out 
that most people in the United States believe 
that our environment is getting dirtier, that 
we are running out of natural resources, and 
that population growth is a burden and a 
threat. As Simon writes, "Ten minutes spent 
questioning grade-school children will con
firm that even our yo ungest citizens hold 
these beliefs." Backed by his usual extensive 
research, Simon argues, "It is also sure by 
now that these beliefs are entirely wrong." 

Instead of just showing that Americans 
are wrong about many "facts," Simon explores 
why there is so much "false bad news" about 
the environment, resources, and population. 
He says that government reports are often 
the basis for environmental news scams and 
doomsday analyses. For example, he shows 
how a misleading government report caused 
people to worry that urbanization was caus-

modated. Robert Mundell, one of the archi
tects of the euro, disagrees . In "The Euro: 
How Important?" Mundell writes: "The dol
lar-euro exchange rate is going to become 
the most important price in the world. By 
2010 we will be back to a world where we 
get more fixed exchange rates, and the Inter
national Monetary Fund will be dragged 
back to its original function. " 

In hi s essay " Is Inflation Too Low?" 

ing our farmland to vanish (now known as 
the " urban sprawl" problem and trumpet
ed by Vice President Gore). Simon found 
there was no truth to the claim, and he recounts 
the story in detail. He also reveals how bipar
tisan the misuse of statistics is, arguing that 
both Bill Bennett and AI Gore have distort
ed statistics in the service of their own poli
cy and political goals. Journalists know lit
tle about statistics and science and thus gath
er data in ways that lead to inaccurate con
clusions. 

Simon also examines the psychological 
and cultural mechanisms that make people 
more receptive to bad than to good news. 
People often view the present and future as 
half empty and the past as half full. 

Cato Mencken Fellow P.]. O'Rourke said 
of Simon and the book: "Julian Simon had 
a brilliant insight into the economics of doom
saying. The reason for the surplus of envi
ronmental [doomsayers] is the political, psy
chological, and professional premium paid 
to the purveyors of folly. Journalists, activists, 
intellectuals, and would-be holders of polit
ical office profit by creating false alarms. No 
doubt all business causes some pollution, but 
the business of environmentalism has fouled 
the marketplace of ideas to the point where 
truth is an endangered species." 

In the foreword to the book, Ben]. Wat-

period-to no more IMF. 
The IMF has not proved 
to be generally effective 
in promoting the type of 
economic policies that 
are necessary to avoid a 
financial crisis. " 

tenberg of the 
American Enterprise Institute writes: 
"Hoodwinking the Nation is a devastating 

. critique, suffused with the outrage that so 
often served as Julian 's trademark. Julian 
loved to make bets. Fifty years from now 
readers who peruse Earth in the Balance 
by Albert Gore and Hoodwinking the Nation 
by Julian Simon will giggle at one of them. 
Let's bet which." 

Hoodwinking the Nation ($29.95 cloth), 
a Cato Institute book published by Trans
action Publishers, can be purchased by 
calling Cato Institute Books at 1-800-767-
1241 or via the Ca to online bookstore, 
http://www.cato.org. • 

"a decrease of 10 percent 
in government expendi
tures as a share of GDP 
will produce an increase 
in the GDP growth rate 
of about 1 percent. " 

Other papers exam
ine the rule of law, inter
national development, 
and the relationship 
between freedom and 
human welfare. 

William Poole, president of the Federal Reserve 
Bank of St. Louis, says that both the "logic" 
and "evidence" suggest that " the appropri
ate goal for monetary policy should be price 
stablity, that is, a long-run inflation rate of 
approximately zero." 

In the previous issue 
of the Cato Journal (val. 
18, no. 2), leading econ
omists offer new evidence 
on the relationship 
between economic free- 1999 Nobel Laureate Robert Mundell at Both issues of Cato 

Journal are available for 
purchase ($8.00 paper) 

by calling Cato Institute Books at 1-800-767-
1241 or via the online Ca to Bookstore, 
http://www.cato.org. A one-year subscrip
tion to the Cato Journal is available for $24.00 
($6.00 per issue). • 

Cato chairman William A. Niskanen calls 
for the IMF's abolition. "My views on this 
issue have evolved from no more funding 
without IMF reform-to no more funding, 

dom and wealth creation. Cato's 1998 Monetary Conference. 
James Gwartney, chief 
economist of the Joint Economic Commit
tee of Congress; Randall Holcombe, an eco
nomics professor at Florida State Universi
ty; and Robert Lawson of the Buckeye Insti
tute for Public Policy Solutions conclude that 
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+ Clinton wants them to manage your 
retirement assets 

[Ripley] Berryhill's is one of thousands 
of American Indian claims against the 
federal government for mismanaging over 
the last century assets held in trust by the 
government that conceivably could result 
in compensatory payments reaching into 
the tens of billions of dollars ... . 

[Bureau of Indian AHairs] officials admit 
that many records covering the 55 million 
acres of land it manages in trust- as well 
as those for the 350,000 landowners, 100,000 
active leases and 2 million individual own
er interests- have been lost over the last 
century in a maze of antiquated record
keeping. Despite periodic proddings from 
tribal leaders, federal courts and Congress, 
government accountants and outside ana
lysts have been unable to reconcile the 
records, or in many cases even ascertain if 
royalty checks were issued or cashed . ... 

"They are totally wrong when they say 
this [reconciling trusts] won't affect the 
lifestyles of poor people," [plaintiff Eloise] 
Cobell said. "I'm seeing people die poor 
every day when they actually have a hell of 
a lot more money that should be in their 
accounts." 

- Washington Post, June 2, 1999 

+ Reverse the American Revolution, bring 
back the ancien regime 

First lady Hillary Rodham Clinton . . . 
defended the role of government yesterday 
and urged expanded government action 
worldwide to give everyone a chance to 
succeed in the high-tech age. 

In her hourlong remarks at the Sorbonne 

CATO POLICY REPORT 
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Washington, D.C. 20001 
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university [in Paris], ... Mrs. Clinron said, 
"There are those, particularly in my country, 
who insist on assaulting government, who 
claim that if we would only abo lish or 
severely weaken it, then everyone's freedom 
and prosperity would blossom." 

That is "a very mistaken notion," said 
Mrs. Clinton .... "We need strong and 
efficient governments, not oppressive or 
weak ones, that are able to empower 
citizens, tO help them take responsibilities 
for their families and their communities," 
she said. 

- Washington Times, June 18, 1999 

+ Friends of federalism 
There is overwhelming support to 

provide victims' rights around the country. 
In fact, 32 states now provide some version 
of rights. The problem is that they are all 
different. 

- Sen. Jon Kyl in the Washington Post, 
July 22, 1999 

+ Isn't capitalism wonderful? 
Marx and Engels: THE CD 

COLLECTION. Read it like a book
Search it like a database. 20 Classic Works 
on CD-ROM, including all three volumes 
of Capital. Over 5000 pages for just 
$39.95- Save $10 on normal price. 

- Advertisement in The Nation, 
June 14, 1999 

+ So he's pro-war, pnH:ellSOI'Ship of political 
speech, and pro-destruction of the rule of 
law, but he is against ethanol subsidies 

Sen. John McCain (R-Ariz.) said that 
what sets him apart from others in the 

------------------- ----- ---. 

Republican presidential field is his 
"commitment to reform." .. . 

McCain . . . suggested he would label 
[George W.] Bush a defender of the status 
quo by raising the issue of Bush's support 
for federal subsidies for ethanol. 

- Washington Post, July 22, 1999 

+ Clinton not as authoritarian as Johnson, 
Califano charges 

Measured against LBJ's demands for 
national registration of all guns and 
licensing of all gun owners, the [Clinron] 
administration's proposals and the "strong" 
bill that passed the Senate seem more like 
hitting an elephant with a fly swatter than 
taking on the NRA . ... In 1966 [Lyndon 
Johnson] became the first president to send 
Congress a message devoted to crime and 
law enforcement. Until that time gun 
control had been considered a matter of 
state responsibility. 

- Joseph A. Califano Jr. in the 
Washington Post, June 28, 1999 

+ But all our other promises remain oper
ative at this time 

Five years after he defeated former 
House speaker Thomas S. Foley (D-Wash.) 
with a promise that he would serve only 
three terms, Rep. George R. Nethercutt 
(R-Wash.) has declared that he has 
changed his mind and will run for a fourth 
term . . .. 

In addition to Nethercutt, Reps. Scott 
Mcinnis (R-Colo.) and Martin T. Meehan 
(D-Mass .) have declared that they are 
abandoning self-imposed term limits. 

- Washington Post, June 15, 1999 
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