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The Future of Liberty 
by Edward H. Crane 

I
t is estimated that, in 1772 when there 
were 775,000,000 people inhabiting the 
world, only about 33,000,000 of them 
lived under relatively free governments. 

Some 95 percent of humanity lived lives 
described by historian Arthur Young as those 
of "miserable slaves of despotic tyrants." As 
late as 1848, according to Stanley Engerman, 
in Austria serfs were about 72 percent of the 
population, and in Hungary about 50 
percent. From that perspective, we've come 
a long way. 

Another measure: worldwide per capita 
income (in constant dollars) was $100 in 
1800; by 1900 it was about $500; next year 
it will be about $5,000; and by the end of 
this century some estimates put it in excess 
of $40,000, or higher than the average 
Western income of today. It could, of course, 
turn out to be much greater even than that. 

In addition, any long-term assessment of 
human liberty has to take into account the 
collapse of communism. Hundreds of 
millions of people today are free from the 
yoke of communist totalitarianism under 
which they labored just a decade or so ago. 
The change has been dramatic, even in 
Russia, despite all its difficulties. For those 
nations that have really moved toward 
capitalism, the past decade has been nothing 
short of exhilarating. As Business Week noted 
a couple of months ago, for instance, "Poland 
has enjoyed brisk economic growth for most 
of the decade because it chose radical reform, 
and despite the pain, stuck with it." 

The only remaining communist country 
of any consequence is China, which for all 
its human rights failings is nevertheless clearly 
headed in a capitalist direction. The 
Associated Press recently distributed a photo 
of a protester in Tiananmen Square sporting 
an umbrella painted with the slogan 
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"Privatize. Give all state property to the 
people." He was arrested, to be sure, but 
when such subversive ideas are alive in the 
land, the end is near for the thugs in Beijing. 

And not all of the Chinese leaders are 
thugs. A couple of years ago in Shanghai Jose 
Piiiera and I met with an official from Beijing 
who had been charged with responsibility 
for creating a public pension system in China. 
Sun Jianyong convinced us that he was a 
great admirer of the Chilean system because 
of the higher income at retirement, the 
economic boost from increased savings, and, 
he said, because it gave people the dignity of 
not depending on the state for their 
retirement income. Some communist he! 

Speaking of the collapse of communism, 
I think one of the clear indications that liberty 
has the long-term momentum today is the 
so-called Third Way. Because, believe me, 
Bill Clinton, Tony Blair, and those other 
European politicians wouldn't be adopting 
that phrase-the Third Way-if socia lism 

Continued on page 10 

In This Issue 

Boaz on liberty's Mure 

Conference on wro 
Recent events 

Remarks of Deepak Lal 
and Mario Vargas Llosa 

Technology and Society Conference 

Are central banks obsolete? 

Upcoming events in New York, Los 
Angeles, Chicago, San Diego 

Studies on WTO, Social Security, 
Kosovo, and imperial presidents 

2 
3 
4 

6 
9 

13 

13 

14 



-~6--

The Good News and the Bad News 

A
s we enter a new century and 
indeed a new millennium, it seems 
appropriate to take stock of where 
we stand in the ongoing struggle for 

individual freedom and limited, 
constitutional government. We should 
remember that the big picture is pretty 
good. Given what the human race has 
gone through-conquest and subjugation, 
theocracy, slavery, feudalism, absolute 
monarchy, military dictatorship, 
communism, fascism, national socialism, 
apartheid-the political and economic 
systems of more and more of the world 

reflect a great deal of learning and improvement. Most readers of 
this column live in societies based largely on private property, markets, 
the rule of law, religious freedom, freedom of speech, and legal 
equality for people of different classes, races, and sexes. And because 
of that we have made enormous strides in the past two centuries in 
material prosperity, health, and life expectancy. That is a tremendous 
achievement. 

century Americans knew that the federal government had a very 
limited role. But after the federal government created veterans' 
programs, and then farm programs and retirement programs, people 
reacted as if a pinata had burst: the federal government has lots of 
money, they concluded, so let's go get it. Restoring the enumerated 
powers of the Constitution would solve many of our political 
problems, but it won't be easy. 

Dismal Political Leadership. No political leader in recent years 
has offered an articulate defense of liberty and limited constitutional 
government. The traditional American individualism and skepticism 
toward expansive government are sti ll there, just waiting for 
leadership. 

Prosperity. Hard times-like the 1970s-make voters more 
tenacious in holding on to their money and more skeptical of 
government demands for higher taxes and spending. In prosperous 
times like these, two things happen: more tax money rolls in and 
people feel flush, so politicians can go on spending sprees. That's 
why it's essential to put limits on taxes and spending whenever the 
opportunity arises-because politicians will never stop pushing and 
prodding for opportunities to spend more. 

Still, those of us with a more complete 
appreciation for the free society realize 
that we have much left on our political 
agenda for the 21st century. Here is a quick 
survey of our current political situation. 
First, the good news: 

The Collapse of Socialism. It seemed 
endless at the time, but in fact the era of 
state socialism lasted only 75 years. With 

._At the dawn of the 
fourth millennium more of 
the human beings in the 
universe will live in freer 

The Urge to Centralize. Despite the 
collapse of socialism and the growing 
appreciation for markets, there is a 
tendency to see centralization as a way of 
producing quality and equality in 
government services. Competitive systems 
produce better solutions than centralized 
systems, but people who see only a 

societies.~ 

the collapse of the Soviet Union and the shift toward capitalism in 
China, the energy has gone out of socialism, which is no longer a 
significant ideological adversary to market liberalism. 

Appreciation for Markets. We also see a greater appreciation for 
markets as an organizing principle of society. Although much of this 
appreciation is grudging and nonideological, it is real. 

The Information Age. As Ed Crane discusses in this month's lead 
article, the shift to an information economy is undermining the 
power of nation-states. Global markets make it more difficult for 
states to impose taxes and controls on their citizens. Unprecedented 
access to information undermines claims of authority based on special 
knowledge. The shift from physical to human capital empowers 
individuals and makes physical control less relevant. 

The New Economy. In an economy characterized by increasing 
labor mobility and entrepreneurship, it will be more difficult to 
maintain old regulatory and entitlement structures. Bureaucratic 
schools won't meet lifelong education needs; industrial-era labor 
regulations are increasingly onerous in an age of knowledge workers; 
a one-size-fits-all retirement system that promises to deliver 1 percent 
on your investment will not long remain popular; in a world where 
employees move around, it's absurd for employers to handle health 
care and retirement savings. 

Now, some bad news: 
The Collapse of the Constitutional Consensus. For more than a 
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snapshot view of the world-inevitably 
with inefficiencies and inequalities----don't 

understand the dynamic nature of competition. Ironically, the success 
of private enterprise may be partly responsible for this trend: 
companies like McDonald's, General Motors, and IBM aren't broken 
down into municipal or state divisions, so why should government 
enterprises be so fragmented? Obviously, understanding of the 
differences between voluntary and coercive entities is still lacking. 

Media Bias. American journalists don't all think alike, and they 
don't get together on Monday mornings to discuss how to undermine 
capitalism and the Constitution. But there does seem to be a tendency 
among elite journalists to be more skeptical of business than of 
government; to think that compassion for the less fortunate entails 
government spending; to think that, if we know what's best, it should 
be federally legislated. The rise of new media will erode the power 
of the agenda-setting media, but this will continue to be a problem 
for advocates of smaller government. 

In the long run, freedom works, and people figure that out. I 
have no doubt that at the dawn of the fourth millennium more of 
the human beings in the universe will live in freer societies than do 
today. In the shorter run the outcome is less predictable, and it will 
depend on our own efforts to capitalize on our strengths and learn 
to counter the trends that work against a free and civi l society. 

- David Boaz 
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Cato Conference 

Lindsey predicts ((an indoor and outdoorfiasco in Seattle }} 

Trade Center Holds Conference on WfO's Role 

T
wo weeks before the World Trade 
Orga niza tion's new ro und of global 
trade negotiations dramatically col
lapsed, Ca to's Brink Lindsey warned 

both that the talks would fail and that anti
free traders could dominate the media 
spotlight. 

At the Cato Institute's conference on 
November 17, "Seattle and Beyond: The 
Future of the WTO," Lindsey predicted that 
"a noisy and energetic coalition of 
especially strange bedfellows from 
Buchananites and Perotistas on the 
right to N aderities and environ
mentalists on the left" would be out 
on the streets of Seattle "commanding 
an intense media spotlight and the 
chance to fra me the debate a bout 
globalization in their chosen terms." 
Lindsey, director of Cato's Center for 

WTO agenda in a way that will prove 
harmful to its central mission." He pointed 
out that some WTO supporters may 
inadvertently create a global trade bureauc
racy by making the organization responsible 
for too many policies. " One of the strengths 
of the WTO has been that it has been a very 
small organization with a very narrowly 
defined agenda," he said. 

What is the best way to build support for 

of bringing the theory to life. " He suggested 
that, when opponents of free trade focus on 
towns abandoned because of changes in trade 
patterns, supporters " illuminate the fate of 
the next generation that will choose to live 
elsewhere and who, because of free trade, 
will be able to find new opportunities 
elsewhere and will thrive. " 

Deputy U.S. Trade Representative Susan 

Deputy U.S. Trade Representative Susan G. Esserman talks to 
reporters after her luncheon speech at Cato's Center for Trade Pol
icy Studies conference on November 17. 

Trade Policy Studies, also warned the 
crowd that " in addition to the 
possibility o f an outdoor fi asco in 
Seattle, a public relations fiasco as 
anti-trade activists grab all of the 
headlines, there is the very real 
possibility of an indoor fiasco as well. 
Despite the lateness of the hour, WTO 
negotiators are nowhere near the 
achievement of a consensus on what subjects 
ought to be included in the new round and 
what can and ought to be achieved." 

G. Esserman defended the November trade 
agreement between China and the 
United States that paved the way for 
China's entry into the WTO. She 
argued that the agreement is "an 
historic agreement that is a win for 
America's export-related jobs, for 
Chinese economic reform, for our 
global trading system, and for the 
long-term U.S.-China relationship. 
The agreement's results first are 
comprehensive. China, like other new 
WTO members, will reduce its trade 
barriers to levels comparable to those 
of major trading partners, including 
some industrial countries." 

More than 200 people attended 
the conference, held in the Cato 

Douglas Irw in of Dartmouth College 
cautioned that both the WTO's friends and 
its enemies "want to expand and distort the 
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War on drugs has failed, Governorjohnson says 

Conferences on Money, Trade, Technology 
+October 5: The war on drugs has been "an 
absolute failure," said Gov. Gary Johnson 
(R-N.M.) at a Cato Institute conference on 
national drug policies, "Beyond Prohibition: 
An Adult Approach to Drug Policies in the 
21st Century." Johnson argued that the 
government should regulate narcotics but 
not punish those who abuse them: "Make 
drugs a controlled substance like alcohol. 
Legalize it, control it, regulate it, tax it. If 
you legalize it, we might actually have a 
healthier society." The day-long conference, 
which was covered by CNN and C-SPAN, 
featured three panels of scholars and activists 
on drug policies and a debate between Daniel 
Polsby, professor of law at George Mason 
University, and Daniel Lungren, former 
attorney general of California. Speakers 
included Joseph McNamara, research fellow 
at the Hoover Institution and a former police 
chief; Ethan Nadelmann, director of the 
Lindesmith Center; Julie Stewart, president 
of Families Against Mandatory Minimums; 
and Cato's Roger Pilon, Ted Galen Carpenter, 
and Timothy Lynch. 

+ October 13: At "The Coming Crisis in 
Long-Term Care Financing," Stephen Moses 
of the Center for Long-Term Care Financing 
said that the government has created 
perverse incentives that currently discourage 
people from taking seriously the problems 
with financing long-term care. Jim Martin 
of the 60 Plus Association stressed the 
importance of having market incentives to 
make long-term care insurance both 
attractive and affordable. David Kendall of 
the Progressive Policy Institute contended 
that we need a long-term care system that 
presumes everyone will participate but 
allows people to opt out. Joshua Weiner of 
the Urban Institute argued that private
sector initiatives can help solve some of the 
problems with long-term care financing but 
that we should continue focusing on 
improving the public sector's delivery 
system. 

+ October 21: Leading policymakers and 
monetary experts discussed the current global 
monetary order and proposals for improving 
that order at the Cato Institute's 17th Annual 
Monetary Conference, "The Search for 
Global Monetary Order." Jerry L. Jordan of 
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the Federal Reserve Bank of Cleveland gave 
the keynote address, and David Malpass of 
Bear Stearns gave the luncheon address. 
Other speakers at the conference included 
Stanley Fischer of the International Monetary 
Fund; Anna J. Schwartz of the National 
Bureau of Economic Research; Judy Shelton 
of the DUXX Graduate School of Business 
Leadership in Monterrey, Mexico; Steve 
Hanke, an adjunct scholar at Cato and 
professor of applied economics at Johns 
Hopkins University; and Allan H. Meltzer 
of Carnegie Mellon University. 

Fernando Alessandri, 
Webmaster for Cato's 

Spanish-language site, 
www.elcato.org, talks 

with novelist Mario Var
gas Llosa, a Cato Dis

tinguished Lecturer, on 
November 10. 

+ November 3: Jagdish Bhagwati, one of the 
world's foremost trade economists, and Brad 
Smith of Microsoft keynoted a "Global 
Liberty in the New Millennium" seminar 
held in Seattle a few weeks before the World 
Trade Organization meeting there. Cato's 
Brink Lindsey, Robert Levy, and Ed Crane 
also spoke. 

+November 4-5: Scholars, entrepreneurs, and 
scientists gathered at the third annual Cato 
Institute/Forbes ASAP Conference, 
"Technology and Society," to consider the 
implications of the Knowledge Revolution 
for business and government. The speakers 
included Will iam Schrader, chairman and 
CEO of PSINet; Peter Thiel, CEO of 
Confinity Inc.; higher education entrepreneur 
John Sperling; venture capitalist Tim Draper; 
Charles Brofman, president of CyberSettle; 
Dave Hughes of Old Colorado City 

Communications; Cato's Ed Crane and 
David Boaz; Mike Malone of Forbes ASAP; 
and Tom Siebel, chairman and CEO of Siebel 
Systems. 

+ November 10: The Cato Distinguished 
Lecturer Series featured Peruvian writer 
Mario Vargas Llosa discussing "The Future 
of Liberty in Latin America." Vargas Llosa 
said that Latin Americans will remain 
pessimistic about democracy in theory until 
they see actual justice improved in their 
countries. 

+ November 10: Deepak Lal argued that poor 
societies can benefit from adopting Western 
commercial institutions but rejected the idea 
that modernization is equivalent to 
Westernization at a Cato Book Forum for 
his book, Unintended Consequences: The 
Impact of Factor Endowments, Culture, and 
Politics on Long-Run Economic Per
formance. Lal, professor of international 
development studies at UCLA, discussed the 
geographical circumstances, religious 
thought, and historical incidents that explain 
the West's escape from poverty. 

+ November 15: At the end of 1999, the U.S. 
government will complete the turnover of 
the Panama Canal to Panama. Meanwhile, 
the government of Panama has awarded a 
contract to a Hong Kong-based shipping 
company to operate ports at either end of 
the canal. At the Cato Policy Forum, "Is 



Cato senior fellow Pat 
Michaels explains car
bon dioxide and global 
wanning to the House 

Subcommittee on 
National Economic 

Growth, Natural 
Resources, and Regu
latory Affairs on Octo

berG. 

Presidential candidate 
Steve Forbes laid out 

his differences with 
George W. Bush on the 
role of government at a 

Cato seminar in New 
York on November 19. 

Economists Anna J. 
Schwartz and David 
Meiselman talk with 
legal scholar Henry G. 
Manne at Cato's 17th 
Annual Monetary Con
ference. 

Jagdish Bhagwati of 
Columbia University 
discusses free trade 
and the WTO at a Cato 
seminar in Seattle just 
before the WTO dele
gates arrive. 

China a Threat to the Panama Canal?" 
Frank Gaffney of the Center for Security 
Policy argued that we are rel inquishing 
control of the canal "at our peril" in the face 
of the threat from China. Richard Nelson of 
the Atlantic Council contended that there is 
no evidence that the company has 
inappropriate ties to the government of the 
People's Republic of China or its military. 
Michael Shifter of Inter-American Dialogue 
said that the transfer of the canal should be 
"celebrated" as a foreign policy achievement 
that helps spread capitalism across the 
Northern Hemisphere. 

+ November 17: U.S. Deputy Trade 
Representative Susan Esserman defended the 
U.S.-China Trade Agreement at a Cato 
Institute Conference on Trade, "Seattle and 
Beyond: The Future of the WTO." Douglas 
Irwin of Dartmouth College; Bill Lash of 
George Mason University School of Law; 
Razeen Sally of the London School of 
Economics; and Dan Griswold, associate 
director of Cato's Center for Trade Policy 
Studies, discussed the limited but important 
role of the World Trade Organization. Russell 
Roberts of Washington University at St. 
Louis; Ron Cass of Boston University; Grant 
A! donas, chief counsel of the Senate Finance 
Committee; and Brink Lindsey, director of 
Cato's Center for Trade Policy Studies, 
discussed the need to build American support 
for free trade. 

+ November 19: At a "Liberty in the New 
Economy" seminar in New York, presidential 
candidate Steve Forbes laid out his vision of 
limited government and how it differed from 
the views of George W. Bush. Economist 
Lawrence Kudlow and Cato's Stephen 
Moore and Jose Piiiera also spoke. 

+ November 22: As part of the Cato Institute's 
series of speeches by presidential aspirants, 
Patrick ]. Buchanan, a candidate for the 
Reform Party nomination and author of A 
Republic, Not an Empire, answered critics 
and outlined his vision for the future of 
American foreign policy. In his speech, "The 
New Americanism: Buchanan Responds to 
Clinton's Attack on the 'New Isolationism,"' 
Buchanan called for the United States to 
engage in talks with Iraq and Iran. Those 
countries, unlike China and Viet Nam, 
"never killed tens of thousands of American 
soldiers in war," Buchanan said. "If we can 
engage China and North Vietnam, and even 
North Korea, why can we not at least talk 
to Iran and Iraq?" he asked. • 
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Culture, Democracy, and Development 

N
ovember 10 was a big day at the Cato 
Institute, with two distinguished 
international scholars delivering 
addresses. First up was Deepak Lal, 

the James S. Coleman Professor of 
International Development Studies at UCLA, 
discussing his most recent book, Unintended 
Consequences: The Impact of Factor 
Endowments, Culture, and Politics on Long
Run Economic Performance (MIT Press, 
1998). In the evening Cato's Distinguished 
Lecturer Series presented Mario Vargas 
Llosa, the acclaimed novelist and former 
Peruvian presidential candidate. 

Deepak lal on Culture and Development 

My UCLA colleague Jared Diamond 
wrote a marvelous book called Guns, Ge1ms, 
and Steel. He asked, Why is it that Africa, 
the birthplace of man, tends to be one of the 
planet's poorest places? And why is it that 
Eurasia, a latecomer in evolutionary terms, 
is wealthier and more powerful? His 
argument is that Eurasia's ecologica l 
circumstances gave it a head start because 
they made settled agriculture possible. 

My starting point is, Why is it that of 
those Eurasian civilizations stretching from 
Mesopotamia to the Yellow River in China 
only one, what we now call the West, 
experienced Promethean growth? A 
millennium ago, the greatest empire was the 
Islamic Abbaside empire. The great 
efflorescence in China under the Sung was 
still to come. The Sung had the technological 
ingredients for the industrial revolution, but 
it did not occur in China. 

So technological explanations are 
inadequate. Many economic historians have 
tried to explain the economic growth of the 
West in terms of political factors. One theory 
ts that decentralization resulted m 
competition among states, making them less 
predatory and allowing property rights to 
develop. But the trouble with that theory is 
India. It had contestable states, cultural unity 
just like Western Christendom, and early 
technology. Most of the cross-cultural 
historical explanations just don't wash. As 
Joseph Needham has said, it's a package; no 
single element will explain it. 

My thesis is that cultural factors are 
missing from the explanations. 

Human beings are unique because of 
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their intelligence. Most species have to mutate 
into a new species to survive in a changed 
environment. Man, on the other hand, learns 
through a process of trial and error to adapt 
to a new environment, adopting new social 
customs. Those social customs are then 
transferred from one generation to the next, 
essentially through childhood socialization, 
and form part of a culture. 

I'd like to distinguish between two types 
of beliefs. One, material beliefs, is what 
economists are largely concerned about. In 
order to make a living, people change their 
material beliefs in response to technological 
changes. The second set of beliefs I call 
cosmological. They concern, in Plato's words, 
how one should live-mankind's place in the 

Deepak Lal: "Why is it that only one Eurasian civi
lization, what we now call the West, experienced 
Promethean growth?" 

world, ideas about God, the purpose of life. 
There's a lot of anthropologica l and 

cross-cultural evidence that material beliefs 
are malleable. If the environment changes, 
people will change their beliefs. You have 
only to look at how quickly peasants in many 
developing countries become industrial 
workers once the environment changes. In 
contrast, cosmological beliefs are extremely 
difficult to change. 

If you understand the importance of these 
two types of beliefs, you can look at 
transactions costs to understand why we 
have certain social institutions to curb self
seeking behavior. The formal constraint is 
the law. The informal constraint is morality. 
Those institutional constraints on self-seeking 

behavior are required to reduce transactions 
costs. There are two types of transactions 
costs. One is the transactions costs of 
exchange, that is, the costs of finding a 
trading partner. 

The other type of transactions costs is 
the costs of policing opportunistic behavior. 
We basically are self-seeking egotists who 
will lie, cheat, steal, and free ride if we can. 
Clearly, in your socia l and business 
interactions, you can't monitor an agent's 
actions. The agent has many incentives to 
lie, cheat, and steal. So such opportunistic 
behavior has to be controlled. 

Cosmological beliefs are very important 
for policing transactions costs. To see that, 
we need to go back and see what 
cosmological beliefs were in ancient 
civilizations and why they were altered. 

Evolutionary anthropology argues that if 
you want to see what basic human nature is, 
you should look at the human animal in the 
Stone Age. In the hunter-gatherer phase you 
have a lot of face-to-face contact with other 
members of the tribe, and clearly cooperation 
does yield mutual gains. Evolutionary 
anthropologists call this reciprocal altruism. 
For economists, it is a Prisoner's Dilemma 
game in which the goal is to get people to 
cooperate rather than defect. 

The trouble starts once you have settled 
agriculture. Economic space expands, a lot 
of anonymous strangers appear, and our 
nasty opportunistic instincts come to the fore 
and we lie, cheat, steal, hit the strangers on 
the head. Most agrarian civilizations have 
tried to internalize moral codes to prevent 
that type of opportunistic behavior. That is 
really the purpose of morality. Mora l codes 
were not always based on religions. They 
allow societies to police opportunistic 
behavior. And they form the essential core 
of the cosmological beliefs of civilizations. 

Those beliefs are usually transmitted by 
playing on the moral emotion of shame. 
Shame is used to this day to turn hunter
gatherer monsters into moral, civilized beings. 

If you want to know the content of 
cosmological and material beliefs, you have 
to go back to the origins of agrarian 
civilizations. One of the most important 
aspects of cosmological beliefs is political 
legitimacy. What do people consider 
politically legitimate? You have to look at 



Wfbe major change arose because of the unintended 
consequences of two papal revolutions.~ 

-DeepakLal 

the cosmological beliefs of early civilizations. 
For example, when Chinese civilizations 

were created, in the confined Yellow River 
area, they were constantly threatened by 
northern barbarians who kept trying to 
exploit them like cattle. The Chinese created 
a tightly controlled bureaucratic state to 
prevent barbarian intrusions from the north, 
putting up the Great Wall of China. In that 
respect, Chinese history is repeating itself 
today. You've got this bureaucratic 
authoritarian state being formed, you get 
little rebellions, the mandate of heaven is 
taken away, you have a period of chaos, and 
then another bureaucratic authoritarian state 
is established. That ancient political habit is 
very strong in China. To expect China to 
suddenly become an imitation of America is 
absurd. People don't change their habits 
quickly after 2,000 years. 

The cosmologica l beliefs of agrarian 
civilizations are not very conducive to modem 
economic growth, for two reasons. First, the 
need to prevent opportunistic self-serving 
behavior meant that those moral codes were 
not very individualistic. Second, agrarian 
civilizations take a very dim view of markets 
and merchants. So the puzzle is, Why, out of 
the blue, do you have one little corner of the 
huge Eurasian landmass taking off? 

I argue that the major change arose 
because of the unintended consequences of 
two papal revolutions. One was Gregory the 
Great's changes in Church law pertaining to 
families in the sixth century, and the second, 
which created the whole legal and 
commercial infrastructure for the market 
economy, was Gregory VII's assertion in 
1075 that the pope was the ruler of all 
Christendom and the direct representative 
of God on earth and, as such, had authority 
over all things temporal. 

From the beginning the Christian church 
had been in the business of acquiring 
property, largely from rich widows. Pope 
Gregory l's rules conceming sex and marriage 
overturned traditional domestic patterns all 
over Eurasia, where inheritance of land was 
extremely important. Gregory made it more 
difficult for people to have heirs. All sorts of 
ways of ensuring an heir were banned. 
Demographers estimate that, as a result of 
these injunctions, 40 percent of fam ilies 
lacked male heirs. That meant you had a 

Mario Vargas Llosa: "If anything can change the 
pessimistic attitude of many latin Americans 
toward democracy, it is an improvement in justice." 

huge inflow of property to the church. By 
the end of the seventh century, the church 
held about one-third of the land in France. · 
What happens when you have such a huge 
honeypot? It attracts predators, from both 
inside and outside. 

Gregory VII essentially created the church 
state. To protect the church's property, the 
whole administrative and legal and 
commercial apparatus of a modem state had 
to be created. And that great revolution, 
mostly a legal one, created infrastructure that 
led to the rise of the West. 

The two papal revolutions are not at all 
conjoined. Some people maintain that the 
Western family was essential for the industrial 
revolution; there's no evidence of that. There 
are others who claim that industrialization 
will actually lead to Western-style family 
domain; there's no evidence of that, either. 
You can choose whatever you like in the 
cosmological sphere, which affects the 
domestic domain, and still adopt Gregory 
VII's market-based revolution. 

So I conclude, looking across civilizations, 
that to the extent societies can adapt, they're 
perfectly willing to accept changes in material 
beliefs, but they're not nearly as willing to 
accept changes in cosmological beliefs. You 
can modernize without Westernizing. 

Vargas Llosa on the Future of Liberty 
in latin America 

My first priority in li fe since I was very 
young has been literature. But, during most 
of Latin American history, writers have been 
pushed to participate in the civic debate and 

to take positions on the issues of the day. 
This doesn't happen frequently in the United 
States or in other advanced democracies 
where writers and intellectuals are not 
necessarily interested in politics or in civic 
debates and in many cases concentrate on 
their chosen work. That is practically 
impossible in Latin America; certainly, it has 
been in my own life. 

In 1953 when I entered the University of 
San Marcos my country was a military 
dictatorship, as were many Latin American 
countries. I entered a university where many 
teachers had been in exile or prison. There 
was no political activity- all political parties 
had been banned. Censorship, supposedly 
for the security of the state, muted criticism. 
So it was very difficult if you were young 
and living in those circumstances not to 
become aware of the importance of politics 
in life. Even if you wanted to be a writer and 
only a writer, politics was there presenting 
you with all kinds of difficulties and obstacles 
and challenges to the exercise of your 
vocation. 

So I was pushed to participate first of all 
in the political debate and then in political 
action. I have never considered myself a 
politician. Even during the three years when 
I was involved in practical politics and 
running for office in Peru I thought of myself 
first of all as a writet; who for special reasons 
was morally ob liged to participate in a 
political campaign in defense of values and 
ideas that are indispensable to the progress 
and development of our society. 

About 10 years ago, I was more 
optimistic about the future of liberty in Latin 
America. It seemed to have embraced at last 
the two essential tools of civilization: political 
democracy and free markets. Military 
dictatorships were disappearing and being 
replaced by civilian governments born of 
quasi-free elections. For the first time there 
was practically a continental consensus in 
favor of democracy as the framework within 
which to fight against poverty and 
underdevelopment and for progress. The 
idea of Marxist revolution was fading away; 
it remained popular only among very small 
circles of academics and intellectuals. 

For the first time also it seemed that in 
Latin America the idea of free markets, of 

Continued on page 8 
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DEMOCRACY Continued from page 7 

entrepreneurial spirit, and of open borders 
to integrate international markets was taking 
root. The old, damaging ideas-economic 
nationalism, import substitution-were 
viewed as anachronisms that were a major 
reason for our failure. So it seemed that, at 
last, Latin America would become the 
continent of the future as Stephan Zweig 
once predicted. But if we look at what has 
happened in the last decade, we must accept 
that those expectations have not been totally 
fulfilled. Democracy hasn't taken root. 

Unfortunately, it was in my own country, 
Peru, that democracy first collapsed. As in 
the past, it collapsed because of the military. 
The difference is that in 1992 it collapsed 
with the elected president an accomplice in 
its destruction. But what was even more 
worrisome was that this coup was popular. 
That was really unusual in Peruvian history. 
We have had many military coups, but none 
in the past had garnered the strong support 
that the coup of 1992 did . Perhaps the 
circumstances-terrorism, the insecurity that 
terrorism created, the economic crisis that 
the populist policies of the previous 
government had produced, hyperinflation
had something to do with it. Only an active 
minority of Peruvians protested the collapse 
of the most precious good for our society
a democratic system, a system of freedom 
and legality. 

That bad example, as you know, has had 
imitators elsewhere in Latin America. To my 
great surprise, people are once again thinking 
that they need a caudillo-a strong man-to 
rule their country. Since 1992, in many Latin 
American countries I have visited, I have 
heard people say, "What we need is a 
Fujimori. What we need is a man with 
pantalones. A man to fight corruption. A man 
to send home the totally inept politicians. " 
The Peruvian coup was imitated in 
Guatemala, and the coup there failed because 
democracy was stronger than in my country, 
but it was still an attempt. And since then 
other developments that have impoverished 
(if not contributed to the destruction of) 
democracy have occurred in Latin America 
and in some cases, such as Venezuela, with 
great popular support. A regime doesn't have 
to be democratic to be popular. 
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There are many reasons for the 
enthusiasm for a "strong man." Corruption 
has been terrible. It is very demoralizing for 
a society to see that politics can be a shortcut 
to enriching yourself. And the way in which 
the democratic government wasted the 
national wealth and created expectations 
that were unrealistic makes the 
disillusionment with democracy somewhat 
understandable. 

If there is a word that leaps from Mexico 
to Argentina today, it is not freedom-it is 
corruption. Corruption has become a key 
feature of the Latin American political scene. 
It is true that in some countries corruption 
has been reduced to "normal" proportions, 
but in many Latin American countries corrup
tion has grown so much that it has distorted 
important social and economic reforms. 

I suppose that the example that is in the 
mind of everyone is Argentina- a very 
interesting case of a president whom no one 
would have ever imagined capable of 
reforms. But many of his economic reforms 
have been handicapped and sabotaged by 
corruption, which has been a major issue in 
elections. Corruption not only undermines 
reform; in the medium and long term it 
erodes the very idea of democracy, the vision 
of what a democracy is. That can have very 
negative consequences in the future. 

Actually, we have had political democracy 
in Latin America, but democratic institutions 
in many countries are still very weak or 
nonexistent. For example, the legal system 
is still very undemocratic everywhere in Latin 
America. Justice is a privilege for only 
powerful Latin Americans. The great 
majority of the people do not have access to 
real justice because they have neither political 
nor economic power. And without justice
tribunals and judges who are really 
independent-it is very difficult for markets 
to function and for political democracy to 
enrich the lives of all citizens. You can have 
free elections, but if you feel that you can't 
go to a judge if your rights have been 
transgressed-because you know that justice 
can be manipulated by political power- then 
your faith in the democra tic system will 
weaken or disappear. 

Sadly, many economic reforms have been 
deeply undemocratic. Privatization, for 
example, was an extraordinary tool for 

increasing the number of holders of private 
property. If yo u don't have widespread 
ownership of private property-if private 
property is concentrated in the hands of a 
very small minority, and the great majority 
of society has no real access to private 
property-how can democracy be 
meaningful for the majority of the people? 
So, privatization of the enormous public 
sector that we had in Latin America was an 
extraordinary opportunity to spread private 
property among Latin Americans who had 
had no access to property. But that has been 
done in very few cases in very few countries. 

Chile was one of the exceptions; on most 
of the continent, privatization meant the 
transformation of public monopolies into 
private monopolies. It was a way to enrich 
the state, to give it tools for populist 
programs and investments, and also in many 
cases to enrich friends and partners. So the 
idea of privatization in many Latin American 
countries has been associated in public 
opinion with corruption, with dirty tactics. 

Why are people in Latin America so 
pessimistic when you talk to them about the 
advantages of democracy? I had this 
experience when I was a candidate and I 
went to poor villages and to poor 
neighborhoods in the cities. I talked to the 
people about democracy. I tried to explain 
what democracy meant for the advanced 
and prosperous societies of the world. But 
I could see skepticism in my listeners' eyes. 
They were looking at me as if I was from 
another planet. "What are you talking 
about?" is what they seemed to be thinking. 
"What do you mean democracy? If someone 
steals my cows and I go to the judge and I 
cannot bribe the judge, I know that I will 
be defeated in the tribunals. This has been 
happening since I was born and it is still 
happening. So what kind of democracy is 
this? " I think that if anything can rea lly 
change the pessimistic attitude of many Latin 
Americans, especially poor Latin Americans, 
toward democracy, it is an improvement in 
justice. When people understand that there 
is an institution to which they can go to 
request compensation for damages and 
abuses committed against them, that 
improvement is possible, that they can have 
a better life, then they will support democracy 
in principle as well as in practice. • 



Internet, spread spectrum, nanotechnology, genetics 

How Technology Is Challenging the Status Quo 

I 
nternet entrepreneur Peter Thiel told the 
crowd at the Cato Institute's annua l 
Conference on Technology and Society 
that being there "was like being at a really 

good rock concert" -high praise indeed for 
a policy conference. 

Many of the speakers at the Silicon Valley 
conference, held November 4-5, explored 
how technology is challenging the policy 
status quo. Thiel, who heads Confinity Inc., 
which is developing electronic payments 
systems, discussed the potential of the 
thriving international market in tradable 
commodities to replace unstable fiat 
currencies. Charles Bronfman described how 
his company, Cybersettle, could help 
attorneys settle lega l claims quickly using 
Internet technology. Higher education 
entrepreneur John Sperling 
argued that for-profit colleges 
are more feasible than for
profit elementary schools. 

William Schrader, chair
man and CEO of PSINet, 
described the radical changes 
that the Internet will bring for 
government and the economy. 
Tom Siebel, chairman and 
CEO of Siebel Systems, 
addressed how electronic 
commerce and the World Wide 
Web will bring radical changes 
in the business structures that 
distribute goods throughout 
the market. Traditional 
"middlemen" will continue to 
have a role, but direct 
consumer-supplier distribution 
and interaction will become 
more important. Tom Mandel, founder of 
Caucus Systems and Mighty Acorn, Inc. , 
spoke of how community and conversation 
will change as more and more social 
interaction takes place through computers. 

Some speakers considered how new 
technologies challenge free-market policy
makers as well as government. Spread 
spectrum is a wireless communications 
service that can be used for telephony, 
Internet access, and other purposes. Spread 
spectrum devices do not need to have a 
particular channel assigned to them by the 
Federal Communications Commission-they 
automatically search for a path free of 

interference. 
Wireless pioneer Dave Hughes 

defended the feasibility of using spread 
spectrum broadly around the world, and 
Bill Frezza of Adams Capital Man
agement emphasized its limits. Economist 
Tom Hazlett of the American Enterprise 
Institute stressed that the FCC has never 
been consistent with the U.S. Consti
tution-and that certainly the FCC should 
not be in charge of resolving the technical 
debate about how spectrum, spread or 
otherwise, can be used. Property rights in 
spectrum would give technologists and 
entrepreneurs more flexibility than would 
top-down decisions from the federal 
government. But how do property rights 
mesh with a technology that does not 

recognize boundaries? 
Michael Gough of Cato, Scott Uknes of 

Paradigm Genetics, and Nina Fedoroff of 
Pennsylvania State University discussed 
genetically modified plants and argued that 
the burden of proof remains squarely with 
those who would restrict the progress of 
sc1ence. 

Stan Williams, principal laboratory 
scientist at Hewlett Packard, and James Von 
Her, CEO of Zyvex, described nanotech
nology, the science of the very small. 
Nanotechnology uses chemistry to position 
molecules to perform tasks such as computer 
switching or forming super-strong bonds. 

Internet pioneer William 
Schrader tells Cato's annual 
Conference on Technology and 
Society that the Internet will 
mean radical and irreversible 
changes for government and 
society. 

At a panel on education 
reform, venture capitalist Tim 
Draper discusses a school 
choice initiative that he wants 
to put on the California ballot. 

Smaller computer switches brought us the 
PC, which in turn empowered thousands of 
people around the world with a new tool to 
participate in markets and speak their mind 
on political issues. What kind of world will 
we live in when computer switches and many 
other devices take another evolutionary step? 
So far, the new technology holds the most 
promise for medicine and manufacturing. 

Mike Malone of Forbes ASAP, cosponsor 
of the conference, closed the conference with 
a resounding call to beware of fear of 
technology and change and to defend 
freedom . His talk is available on the 
December issue of CatoAudio. • 
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wasn't as thoroughly discredited as it is. They 
are leftists who are trying desperately to hide 
that fact from the voters. To a large degree 
they've succeeded. But such deceit won't be 
successful over the long haul as it becomes 
increasingly evident that, whatever they call 
themselves, they always end up promoting 
more state intrusion into civil society. The 
Third Way politicians are trying to sugarcoat 
statism in the rhetoric of free markets and 
reinventing government, but in the 
Information Age they are sooner or later
sooner, probably-going to be exposed for 
the statists that they are. 

Domestic Policy Refonn 

I mentioned the interest in China in 
setting up a private, individually capitalized 
pension system. There is, of course, 
tremendous interest in doing so in the United 
States as well, in large part because of the 
work of the Cato Institute, the Heritage 
Foundation, and the National Center for 
Pojjcy Analysis, each of which is indebted to 
the incredible work of the Johnny Appleseed 
of pension reform, Jose Pifiera. Even if we 
live in an era of Bill Clinton and George W. 
Bush, the fact is that, by any objective 
standard, classical liberal ideas are making 
remarkable progress in the national policy 
debate. Privatizing Social Security is 
supported by two-thirds of the population 
of the United States, and people under 50 
support it nearly unanimously. Men and 
women; Republicans, Democrats, and 
Independents; union workers; blacks, whites, 
Asians, and Hispanics all overwhelmingly 
favor replacing Social Security, the centerpiece 
of the New Deal. When asked whether 
government or individual workers should 
invest the funds in a privatized system, by a 
margin of nearly five to one Americans say 
individuals should be allowed to invest on 
their own. They also say the present 
government-run pay-as-you-go system is 
risk ier than the market. This is all from a 
Zogby International poll that Cato released 
in September 1999. 

In looking over those poll results, by the 
way, I was reminded of a 1998 poll from 
the Pew Research Center that asked 
government officia ls this question: "Do 
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Americans know enough about issues to 
form wise opinions about what should be 
done? " Here are the results: Thirty-one 
percent of members of Congress said yes, 
4 7 percent said no. Thirteen percent of 
presidential appointees said yes, and 77 
percent said no. Civil servants a lso are 
disdainful of the American people, with 14 
percent saying the public can form wise 
decisions and a whopping 81 percent saying 
no, they can't. The huge gulf between the 
political class and the people in the United 
States, it seems to me, is another advance 
indicator of political change. 

Getting back to Social Security, it's true 
that neither political party has yet had the 
courage to call for complete privatization, 
but that's what the people want and Social 
Security reform may well turn out to be a 
decisive issue in the presidential campaign. 
Pifiera, who is working with Cato in our 
efforts in that regard, has already succeeded 
in bringing some form of privatization to 
pension systems in no fewer than eight Latin 
American countries. To achieve such a thing 
in the United States would not only 
dramatically change our political dynamics 
in a very favorable direction; it would also 
put tremendous pressure on the European 
Union and Japan to follow suit. They cannot 
survive forever with public pension systems 
that feature unfunded liabilities of 200 or 
300 percent of gross domestic product. 

There are other significant policy gains 
evident in the United States today-which 
is not to say that we've attained all our goals, 
but progress is clearly being made. Today 
the education monopoly is under attack as 
never before. The teachers ' unions are in 
rapid retreat, throwing charter schools at the 
discontented masses in the hopes of placating 
them before they tear down the walls of the 
monopoly. Ten years ago the unions were 
impervious to criticism. 

In the area of hea lth care, there is a 
growing understanding that it 's the third
party-payer system, whether government or 
low-deductible insurance coverage, that's to 
blame for bureaucratized and expensive 
health care in America. Hillary Clin ton's 
effort to sell the Canadian system as the 
model for the Un ited States broke down 
when it became common knowledge that 
Canadians travel south when they have 

serious hea lth problems, despite the 
deficiencies of the U.S. system. There is a 
serious effort under way now to expand 
medical savings accounts and, indeed, to 
separate health insurance from employment 
through equal tax treatment, something a 
growing number of major corporations in 
the United States now favor. All of this 
undermines efforts to socialize medicine in 
the United States. 

On other policy fronts, the we lfare 
establishment has never really recovered from 
the assau lt on its hegemony by Charles 
Murray's Losing Ground and today lives 
with the reality that welfare is no longer a 
federal entitlement. People clearly understand 
the counterproductive nature of the dole and 
are determined to hold their fellow citizens 
responsible for their own actions, as they 
largely did before the advent of the 
paternalistic Great Society programs of the 
1960s. 

Taxes and Trade 

There is also a growing consensus that 
scrapping the 9,000-plus-page U.S. Internal 
Revenue Code would be a good thing to do. 
Tax simplification is something to which all 
politicians now must at least pay lip service. 
At Cato we frequently have forums on the 
flat tax or replacing the income tax altogether 
with a retail sales tax. It is virtually impossible 
to get politicians or even someone from the 
IRS to defend the current system at these 
events. Radical simplification of the tax code 
not only would be good economically; it 
would also end the patronizing policies of 
politicians who now use the tax code to 
socia ll y engmeer citizen behavior. 
Simplification would increase support for 
the movement to sharply reduce taxation in 
America. We are making progress in this 
area, including creating a consensus to 
abolish both the capital gains tax and the 
death tax. 

Finally, trade policy has clearly been on 
a positive trend in the United States for 
decades. Free traders have won the 
intellectual battle. The United States today 
has lower tariffs, as measured by the ratio 
of tariff income to the value of imports, than 
at any time in our history. In 1929 with the 
Smoot-Hawley tariff, that number stood at 
nearly 60 percent. Today it is less than 4 
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percent. Furthermore, trade and foreign 
investment income as a percentage of the 
GDP of the United States is at an all-time 
high of 30 percent, when as recently as 30 
years ago it was only 15 percent of GDP. 
Internationally, a large number of 
countries- ranging from Chile to Mexico, 
Argentina, Austra lia, New Zealand, the 
transition countries of Central and Eastern 
Europe, and even, to a certain degree, 
India-are following suit, as, indeed, they 
must if they're to prosper in the new global 
economy. 

One other positive development in the 
United States has been a series of court 
decisions that may portend the end of a very 
sorry history of jurisprudence dating back 
to 1937 when Franklin Roosevelt threatened 
to pack the Supreme Court unless it agreed 
to ignore its clear constitutional 
responsibilities and capitulate to his grand 
social schemes . In a sort of early Public 
Choice analysis, Thomas Jefferson once 
wrote, "The natural progress of things is for 
government to gain ground and for liberty 
to yield." Jefferson and most of the American 
Founders understood very well that there is 
an inherent tendency for the state to 
expand-the statist imperative, if you will. 
Without some kind of institutional 
constraints, in our case the Constitution, the 
majoritarian instinct in a democracy would 
naturally lead to the tendrils of the state 
reaching into every corner of civil society. 

As, indeed, they pretty much have since 
1937. But that all may be changing. The 
father of the Constitution, James Madison, 
said that the courts were to be the "bulwark 
of our liberties" against the inevitable 
majoritarian onslaught from the two political 
branches of the national government. In 
recent years the federal courts have once 
again started defending property rights; have 
been firm in support of free speech rights; 
have told Congress not to delegate its power 
to unelected bureaucrats; and have even 
resurrected the essence of the Constitution, 
the Doctrine of Enumerated Powers, 
according to which, if a power is not 
specifically delegated to the national 
government, it is reserved to the states or to 
the people. A renaissance of respect for the 
Constitution, which seems to be taking place, 

is imperative if the prospects for liberty are 
to be positive. 

The lnfonnation Age 

So, in conventional terms, the prospects 
for liberty are, if you stand back far enough, 
pretty bright. But there are at work other 
forces that augur even more brightly for a 
global future with far less political society 
and far more civil society. I speak, of course, 
of the Information Age and the two most 
dramatic things it brings to society: 
widespread, diversified, and instantaneous 
knowledge and, on the financial side of the 
ledger, what Richard McKenzie and Dwight 
Lee call "quicksilver capital"- the ability of 
capital to move anywhere in the world with 
the click of a mouse. 

At the Cato Institute we prefer to discuss · 
the political battle-that is, the individual's 
relationship to the state-in terms of civil 
society versus political society, rather than 
liberal versus conservative or even libertarian. 
In a civil society you make the choices about 
your life-how to spend your money, where 
to send your children to school, and so forth. 
In a political society, based as it is on 
coercion, somebody else-a politician or a 
bureaucrat-makes those decisions. The goal, 
it seems to us, should be to minimize the role 
of political society consistent with protection 
of our individual liberties. 

Well, it turns out that political society 
historically has derived its power from three 
main sources: geographic territory, which is 
to say land; control of the flow and nature 
of information because knowledge is power; 
and control over capital flows and the value 
of a nation's currency. The Information Age 
is eating away at those three sources of power 
just as surely as the sun rises in the east. 

Geographic territory and natural 
resources, as Hong Kong let anyone who 
was paying attention know decades ago, 
become increasingly irrelevant with the 
advent of the new global economy made 
possible by the information revolution in 
knowledge and finance. Indeed, the 
computer-challenged Soviet Union ended up 
finding geographic territory a liability in its 
contest with the information-rich West. A 
book called The Lexus and the Olive Tree 
by the chief foreign correspondent of the 

New York Times, Thomas Friedman, spent 
several months on the bestseller list in 1998. 
Friedman is something of an AI Gore 
Democrat, and his policy prescriptions range 
from more money for the International 
Monetary Fund to more environmental 
regulation. But the first half of the book is 
really terrific. He says countries today face 
the "Golden Straitjacket," by which he 
means that, in order to benefit from the new 
global economy, nations must play by certain 
rules. Here's what he writes: 

To fit into the Golden Straitjacket 
a country must either adopt, or be seen 
as moving toward, the following golden 
rules: making the private sector the 
primary engine of its economic growth, 
maintaining a low rate of inflation and 
price stability, shrinking the size of its 
state bureaucracy, maintaining as close 
to a balanced budget as possible, if not 
a surplus, eliminating or lowering tariffs 
on imported goods, removmg 
restrictions on foreign investment, 
getting rid of quotas and domestic 
monopolies, increasmg exports, 
privatizing state-owned industries and 
utilities, deregulating capital markets, 
making its currency convertible, opening 
its industries, stock, and bond markets 
to direct foreign ownership and 
investment, deregulating its economy to 
promote as much domestic competition 
as possible, eliminating government 
corruption, subsidies and kickbacks as 
much as possible, opening its banking 
and telecommunications systems to 
private ownership and competition, and 
allowing its citizens to choose from an 
array of competing pension options and 
foreign-run pension and mutual funds. 
... As your country puts on the Golden 
Straitjacket, two things tend to happen: 
your economy grows and your politics 
shrinks. 

Not bad for a li beral Democrat. 
Friedman's analysis of the nature of the new 
global economy is brilliant. So brilliant, in 
fact, that much of the analysis is reminiscent 
of Walter Wriston's wonderful 1991 book, 

Continued on page 12 
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_.Nations that wish to preserve their sovereignty will do so 
only in a superficial sense, and only by pursuing policies 

of very low taxation and free trade.~ 

LIBERTY Continued from page 11 

The Twilight of Sovereignty. That book, 
written in anticipation of the Internet, has 
to be one of the most thoughtful, prescient 
books of all time. Wriston simply saw things 
the rest of us couldn't. 

In it he writes: "Intellectual capital is 
becoming relatively more important than 
physical capital. Indeed, the new source of 
wea lth is not material, it is information, 
knowledge applied to work to create value. 
The pursuit of wealth is now largely the 
pursuit of information." And in competition 
with the private sector today, government 
can't possibly keep up in the pursuit of 
information. Individuals are being 
empowered irrespective of borders; 
irrespective of what politicians have done 
throughout the sorry history of government 
domination of society, which is happily 
coming to an end- hence Wriston's title. 

One of the great sources of power for the 
state has been its ability to control capital 
flows by regulating major financial 
institutions. But one of the great aspects of 
the information revolution has been 
disintermediation- the decreasing need for 
middlemen- and the increasing ability of 
people to deal with one another directly, 
anywhere on the globe. Consider, for 
instance, the fact that in 1997 the singer 
David Bowie raised $55 million in capital 
on the basis of his projected royalties. The 
ability of capital markets to securitize 
virtually any future income flow, combined 
with the ability of companies to set up 
operations virtually anywhere on the globe, 
means that developing nations are in for 
explosive growth in the next century and 
that the IMF and World Bank bureaucrats 
can start looking for honest work. 

Richard Rahn writes in his book The 
End of Money, "The world's people will be 
neither truly prosperous nor free unless 
governments retreat from their seemingly 
never-ending desire to control the production 
and use of money." He then goes on to 
persuasively demonstrate that governments 
have no choice but to give up that control. 
Private, digital, encrypted money is already 
a reality, and it will become the norm early 
in the 21st century. Nations that wish to 
preserve their sovereignty will do so only in 
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a superficial sense, and then only by pursuing 
policies of very low taxation and free and 
open trade. 

lnfonnation Age Politics 

We live in interesting times. When the 
Agricultural Age turned into the Industrial 
Age, virtually no one was aware of what was 
happening. But as the Industrial Age turns 
into the Information Age, by definition 
virtually everyone is aware of it. It was 
estimated that by the end of 1999 some 100 
million Americans would be plugged into 
the Internet. Wired magazine has dubbed 
"Netizens" those individuals who participate 
on the Net. In a classic 1997 article in Wired, 
Jon Katz wrote: 

The Digital Nation constitutes a 
new social class. Its citizens are young, 
educated, affluent. They inhabit wired 
institutions and industries-universities, 
computer and telecom companies, Wall 
Street and financial outfits, the media. 
... Some of their common values are 
clear: they tend to be libertarian, 
materialistic, tolerant, rational, 
technologically adept, disconnected from 
conventional political organizations
like the Republican or Democratic 
parties- and from narrow labels like 
liberal or conservative .... The digital 
young, from Silicon Valley entrepreneurs 
to college students, have a nearly 
universal contempt for government's 
ability to work; they think it's wasteful 
and clueless. On the Net, government 
is rarely seen as an instrument of positive 
change or social good. Politicians are 
assumed to be manipulative or ill
informed, unable to affect reform or find 
solutions, forced to lie to survive. 

Katz went on to suggest that the Netizen 
community will fuse technology with politics 
in such a manner as to advance civil society. 
I think he's right. The twilight of sovereignty 
means the dawning of a new age of liberty 
and the empowerment of the individual. The 
world is moving toward pluralism, 
capitalism, and civil society. That will take 
time, but it will happen. It will happen 
because as the world community grows, as 
we get to know one another and work with 

one another around the globe, independent 
of the political process, civil society wi ll 
flourish . Increasingly, citizens groups and 
policy institutes, not political parties, will 
lead the way. I'm reminded of that famous 
quote from the French politician Alexandre 
Ledru-Rollin, who said during the Paris revolt 
of 1848, "There go the people. I must follow 
them, for I am their leader." 

Politicians and political society are not 
the answer. The great American experiment 
in civil society, predicated on respect for the 
dignity of individual human beings, free from 
the grasping hands of politicians, is the 
answer. • 

News Notes 

Joseph Lehman 

Joseph G. Lehman 
has been named vice 
president for com
munications at the 
Cato Institute. He 
previously held the 
same position for 
five years at the 
Mackinac Center in 
Midland, Michigan, 
one of the most 
successful state-based 

think tanks. At Cato he will be responsible 
for media relations, the Web sites, 
CatoAudio, and other communications and 
marketing efforts. 

Darcy Olsen has 
been named director 
of education and 
child policy at Cato. 
For the past two and 
a half years she has 
been an entitlements 
policy analyst at 
Cato. She has pub
lished studies on 
child care, preschool Darcy Olsen 

programs, and Social 
Security. Olsen is a graduate of the New York 
University Graduate School of Education 
and spent three years as a transitional house 
manager and drug counselor for the D.C. 
Coalition for the Homeless. • 



Bretton Woods and japanese monetary policy debated 

Central Banks Becoming Obsolete, Jordan Says 

G
lobalization is making central banks 
obso lete, said Jerry L. Jordan of the 
Federal Reserve Bank of Cleveland at 
the Cato Institute's 17th Annual 

Monetary Conference, "The Search for 
Global Monetary Order," on October 21. 

"If monetary sovereignty or independence 
is not worth much in today's global capital 
markets, and if seignorage is quite small in 
a noninflationary world, then the costs and 
risks associated with a national central bank 

consumers, there will be a demand by 
consumers for "a form of global money that 
functions as a legitimate tool of private 
commerce, not a po licy lever for govern
ment." 

One of the issues at the forefront of 
monetary policy is whether Latin American 
nations should make the dollar their official 
currency. William A. Niskanen, chairman of 
the Cato Institute, argued that "our 
government should not promote a general 

" liquidity trap," so expans ive monetary 
policy would effectively devalue the yen 
against the do llar and restore Japan's 
competitiveness . McKinnon disagreed, 
arguing that expansive monetary policy 
would be a mistake and what Japan needs 
to do is to stabilize the long-run value of the 
dollar/yen exchange rate by entering into an 
agreement with the United States. Printing 
more yen now would only undermine the 
future value of the yen. Thus, "the fear of 

fut ure yen appreciation 
[against the dollar] could sti ll 
remain and even be strength
ened." 

and a national currency 
become harder to justify," 
Jordan said. He also opined 
that international organiza
tions such as the International 
Monetary Fund might have a 
useful role as " financial night 
watchmen" for the interna
tional economy, rather than 
as active players. "A common 
element of all financial crises 
of recent years was the 
existence of government 
guarantees- to pens ioners, 
producers, intermediaries
that were revea led to be 
unsustainable. The sooner the 

Ronald McKinnon of Stanford University and David Malpass of Bear Stearns were 
among the speakers at Cato's 17th Annual Monetary Conference, "The Search for 
Global Monetary Order," on October 21. 

Other speakers at the 
conference included Peter B. 
Kenen of Princeton University, 
Leland B. Yeager of Auburn 
University, Alan C. Stockman 
of the University of Rochester, 
Charles W. Calomiris of 
Columbia Business School, 
David Malpass of Bear Stearns, 
George Selgin of the University 
of Georgia, and Stanley Escher 
of the International Monetary 
Fund. 

revelation, the better countries were equipped 
to eliminate the distortions without a crisis, 
and to this end an international organization 
might truly add value." 

Do we need a new Bretton Woods, the 
system of fixed but adjustable exchange rates 
designed at the end of World War II? No, 
answered Anna Schwartz of the National 
Bureau of Economic Research. "A new 
Bretton Woods system is not needed so long 
as independent central banks worldwide set 
as their primary goal an inflation-free 
economy, as indeed is the case in the 
advanced industrialized countries." Judy 
Shelton of the DUXX Graduate School of 
Business Leadership in Monterrey, Mexico, 
said that a new Bretton Woods cou ld help 
solve international monetary disorder but 
that the new system shouldn't be designed 
by government. "The new Bretton Woods 
will be established as a result of private 
mltJative, inspired by technologica l 
innovation, and dedicated to the consumers 
and producers of the world." She pointed 
out that with a number of online companies 
already providing more choices for 

dollarization of Latin America. Our 
government should accommodate the 
dollarization of any specific Latin American 
country, if requested by its government for 
its own reasons." 

Economists Allan H. Meltzer and Ronald 
I. McKinnon continued their long-running 
dispute over monetary policy in Japan. 
Meltzer contended that Japan is not in a 

More than 200 people attended the 
conference, which was cosponsored by The 
Economist. The conference, broadcast live on 
the World Wide Web, is available for viewing 
online along with other Cato programs at 
www.cato.org/realaudio/audiopages.html. 
Excerpts of remarks from Shelton and 
Calomiris are available on the November 
edition of CatoAudio. • 
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Death tax immoral as well as inefficient 

As Workers Become Investors, Politics Shifts 

T
he nation's 76 million stockholders 
have " interna lized their new role as 
capital ists," causing public opinion to 
favor investor-friendly policies over 

government programs, says Richard Nadler 
in "The Rise of Worker Capitalism" (Policy 
Analysis no. 359). Forty-three percent of U.S. 
households own stocks or stock mutual 
funds, a 126 percent increase in shareholding 
over the last 15 years. The rate of increase 
was particularly steep among laborers and 
farmers (106 percent), householders 34 years 
old or younger (64 percent), and families 
with incomes under $25,000 (80.4 percent). 
As wage earners become owners of capital, 
Nadler finds, they increasingly favor policies 
that reduce taxes on savings and distrust 
government " investments" such as Social 
Security. "Congress should enact policies that 
expand worker ownership and financial self
sufficiency," Nadler concludes, pointing out 
the importance of spreading wealth to even 
larger segments of the population by 
expanding individual retirement accounts 
and 401(k) plans and instituting individually 
owned Social Security accounts. 

+Tennessee-Still the Volunteer State? 
In "The Case against a Tennessee Income 
Tax" (Cato Briefing Paper no. 53), Stephen 
Moore and Richard Vedder argue that insti
tuting an income tax in Tennessee would 
reduce growth and job creation and would 
be the most economically destructive way to 
close the state's budget shortfall. The study 
was released the day before the state 
legislature was to begin debating Gov. Don 
Sundqu ist's proposed 3.75 percent state 
income tax. Tennessee is currently one of 
only nine states without an income tax. 
Moore, director of fiscal policy studies at 
Cato, and Richard Vedder, an economics 
professor at Ohio University, contend that 
"Tennessee's structural deficit problems are 
a resu lt of a huge growth in state expendi
tures, not insufficient revenues." Of the 
options available for closing the state budget 
deficit, estimated to be between $300 million 
and $500 million, an income tax "wou ld 
li kely be the single most economically 
harmful. Tennessee derives large economic 
benefits from not having an income tax, and 
it should not forfeit those benefits," the 
authors conclude. 
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+An Agenda for the WTO 
Supporters of free trade should abandon the 
reciprocity model of negotiations and instead 
pursue a course of coordinated unilateralism, 
in which the benefits of open markets at 
home and abroad are clearly recognized, 
write the authors of "Seattle and Beyond: A 
WTO Agenda for the New Millennium " 
(Trade Policy Analysis no. 8). Brink Lindsey, 
director of Cato's Center for Trade Policy 
Studies; Daniel Griswold, associate director 
of the center; Mark Groombridge, research 

Brink Lindsey, director of Cato's Center for Trade 
Policy Studies 

fellow; and Aaron Lukas, trade policy 
ana lyst, argue that the new WTO round 
should be seen as a "'bottom-up' process in 
which countries liberalize, not merely to gain 
'concessions' from other countries , but 
primarily to reap the economic rewards of 
their own liberalization." Free traders, the 
authors maintain, "should focus on getting 
the available gains as quickly as possible and 
fend off efforts to clog and corrupt the 
agenda with illiberal initiatives." 

+Iraqi Threat Overblown 
The U.S. policy of attempting to remove 
Saddam Hussein from power will be difficult, 
could be counterproductive, and might throw 
Iraq into a civil war, argues defense analyst 
David Isenberg in "Imperial Overreach: 
Washington's Dubious Strategy to Overthrow 
Saddam Hussein" (Policy Analysis no. 360). 
The author contends that the Iraq Liberation 
Act of 1998, which states that the United 
States will aid efforts to overthrow Saddam 
and promote democracy, is flawed because 
it does not offer a realistic way of dealing 
with the Iraqi leader. Isenberg believes that 
the threat of Saddam is "overblown," 

pointing out that Saddam's army has ah-eady 
been decimated by war and sanctions . 
"Saddam may be odious, but his regime does 
not pose a major threat to America's 
security." Isenberg argues that a more realistic 
po licy would be to lift general economic 
sanctions in exchange for international 
weapons inspections and to continue a 
selective embargo on military weaponry. 

+Not-So-Smart Growth 
The campaign to eliminate urban "sprawl" 
and replace it with "smart growth" has been 
financed with federal tax dollars, note the 
authors of a new Cato study, "Smart Growth 
at the Federal Trough: EPA's Financing of 
the Anti-Sprawl Movement" (Policy Analysis 
no. 361). The federal government, via grants 
from the Environmental Protection Agency 
to nonprofit organizations, has been covertly 
supplying funds and technical support to 
anti-automobile, anti-suburb groups. Peter 
Samuel, editor of Toll Roads Newsletter and 
a consultant on EPA policies for the George 
C. Marshall Institute, and Randal O'Toole, 
executive director of the Thoreau Institute 
and an adjunct scholar at the Cato Institute, 
argue that "EPA's campaign fundamentally 
subverts not only the Tenth Amendment but 
the very concept of democracy itself." 

+Social Security Is Still a Bad Deal 
The current Social Security system would 
not pay higher rates of return and benefits 
than a privatized system of personal retire
ment accounts, writes Peter J. Ferrara in 
"Social Security Is Still a Hopelessly Bad Deal 
for Today's Workers" (Social Security Paper 
no. 18). The analysis refutes a recent study 
by John Mueller for the National Committee 
to Preserve Social Security and Medicare. 
Ferrara, chief economist and general counsel 
with Americans for Tax Reform and senior 
fellow at Cato, points out that Muel ler's 
findings are contradicted by a broad range 
of analysts, institutions, and leaders, including 
President Clinton, Harvard economics 
professor Martin Feldstein, the Heritage 
Foundation, the World Bank, and the 
1994-95 Social Security Advisory Council. 

+The Imperial Presidency 
Modern presidents have moved beyond their 
constitutional duty of seeing "that the Laws 



be faithfully executed" and have instead been 
usurping vast lawmaking powers reserved 
to Congress or the states, argue attorneys 
William J. Olson and Alan Woll in 
"Executive Orders and National 
Emergencies: How Presidents Have Come 
to 'Run the Country' by Usurping Legislative 
Power" (Policy Ana lysis no. 358). The 
authors note that, during the recent 
presidential scandals, many people called for 
the investigations to end "so that the 
president could get back to 'the business of 
running the country."' How did we get to a 
point, the authors ask, "where so many 
Americans think of government as embodied 
in the president and then liken him to a man 
running a business?" The answer rests, in 
part, "with the growth of presidential rule 
through executive order and national 
emergency," according to the authors . 
Congress has delegated more and more 
power to the executive branch, aiding and 
abetting the expansion of presidential power, 
the authors note. The courts have acted in 
just two cases- in 1952 and 1996-to 
restrain the executive branch. The good news, 
the authors point out, is that the nation's 
governors have just forced President Clinton 
to rewrite a federa lism executive order; and 
now there are two proposals in Congress 
that seek to limit presidential lawmaking. 

+Clinton's Pyrrhic Victory in Kosovo 
The Clinton administration's po licy m 
Kosovo has habitually fa iled to meet its 
objectives and will continue to entangle the 
United States in multi-billion-dollar, open
ended peacekeeping operations, writes 
Christopher Layne, a visiting scholar at the 
Center for International Studies at the 
University of Southern California. In "Faulty 
Justifications and Ominous Prospects: 
NATO's 'Victory' in Kosovo" (Policy 
Ana lysis no. 357), Layne writes that the 
admin istration "stumbled into war and 
blundered its way to 'victory."' Layne says 
that President Clinton's claim of victory 
"rings hollow": NATO's intervention not 
on ly killed many innocent civilians in 
Yugoslavia; it also caused serious economic 
and social disruptions throughout the 
BaLkans and greatly strengthened the position 
of the extremist Kosovo Liberation Army. 
Layne warns that the war continues to have 

negative policy repercussions. "The war with 
Yugoslavia has had important geopolitical 
effects that reverberate far beyond the 
Balkans. Clinton's Kosovo policy has had 
portentous consequences for America's 
relations with its great-power rivals, Russia 
and China, and its great-power all ies, the 
West European nations." 

+Cut Global Wanning Program 
Congress should eliminate funding for a $1.4 
billion global warming program, argues Jerry 
Taylor, Cato's director of natural resource 
studies, in "Energy Efficiency: No Silver 
Bullet for Global Warming" (Policy Analysis 
no. 356). The Climate Change Technology 
Initiative, being pushed by the Clinton 
administration as a way to combat global 
warming, is a "sham," and a "repackaging 
of failed programs" that do nothing to 
significantly reduce global temperatures, he 
writes . The program-an amalgam of tax 
credits, research and development, product 
labeling and awareness programs, 
demonstration projects, and subsidies and 
regulations to increase energy efficiency and 
the economic attractiveness of renewable 
energy- is "built on economic ignorance and 
political symbolism," Taylor writes . 

+Protocols on Biological Weapons 
Ineffective 
The protocols proposed for the Biological 
Toxins and Weapons Convention would do 
little to stop the spread of bioweapons and 
could compromise va lued U.S. secrets and 
critica l data used for defense against 
biological weapons, writes Eric R. Taylor of 
the University of Louisiana at Lafayette in 
"Strengthening the Biological Weapons 
Conventions: Illusory Benefits and Nasty 
Side Effects" (Policy Analysis no. 355). Taylor 
writes that proposed protocols render 
inspections "useless" in demonstrating either 
compliance with or vio lation of the 
convention. According to Taylor, U.S. 
pharmaceutical development, which relies 
heavily on the very technology that is also 
critical to bioweapons research and 
development, would be especially hurt by 
the new protocols. "The future of the people's 
right to be secure in their possessions and 
personal effects is placed in peril by the 
Biological Toxins and Weapons Convention 

protocols," he writes. "Although an attack 
with biological weapons on the United States 
wou ld be dangerous, an assault on U.S. 
constitutional rights in an effort to strengthen 
an international convention has little hope 
of stopping the spread of those weapons." 

+Repeal the Community Reinvestment Act 
The Community Reinvestment Act should 
be repealed, writes economist George J. 
Benston in "The Community Reinvestment 
Act: Looking for Discrimination That Isn't 
There" (Policy Analysis no. 354). Originally 
intended to deal with "redlining"-the 
alleged refusal of banks to lend to residents 
of poorer urban areas inhabited by racia l 
minorities-the two-decade-old CRA is an 
expensive way to deal with a problem that 
may not exist, the study finds. Benston 
reports that qualified appLicants, regardless 
of their address, do not suffer unwarranted 
discrimination in lending. "Researchers using 
the best ava ilable data find very little 
discernible home-mortgage lending 
discrimination based on area, race, sex, or 
ethnic origin," writes Benston, the John H. 
Harland Professor of Finance, Accounting, 
and Economics at Emory University. 

+Cradle-to-Grave Taxation 
The federal gift and estate tax, better known 
as the "death tax," is clearly a failure from 
an economic standpoint, but "the biggest 
problem with the death tax is a moral one," 
writes law professor Edward]. McCaffery 
in "Grave Robbers: The Moral Case against 
the Death Tax" (Policy Analysis no. 353). 
He notes that the tax's economic 
shortcomings are well-known . It "raises 
barely over 1 percent of total federa l tax 
revenues," and "for every dollar raised from 
the tax, roughly another dollar is lost because 
of avoidance, compliance, administrative, 
and enforcement costs." But it is the moral 
impact that is most objectionable, according 
to McCaffery. The tax "rewards a 'die-broke' 
ethic, whereby the wealthy spend down their 
wealth on lavish consumption, and 
discourages economically and socially 
beneficial intergenerational saving." 
McCaffery, a professor in the University of 
Southern California Law School, finds that 
the death tax rewards those who don't work, 
don't save, and spend all of their wea lth. • 
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+ What is the opposite of "law"? 
A group of plaintiffs' lawyers who 

earned millions suing the cigarette industry 
are readying a new onslaught of lawsuits 
against another unpopular target: health 
maintenance organizations. 

In the coming weeks, an Atlanta-based 
affiliation of lawyers from the tobacco wars 
will file class-action lawsuits based on a 
variety of innovative legal arguments. 

- Washington Post, Oct. 1,1999 

+God bless the U.S.A. 
Clover is OK, ditto for Buttercup. But 

Suzie or Elsie are definite no-nos. 
Daisy is borderline, and would probably 

require executive approval before it could 
be bestowed on a cow- at least at Canada's 
Central Experimental Farm, a federal 
agricultural museum and research center in 
Ottawa .... 

Bureaucrats have ordered the center to 
cease the custom of giving "human female 
names" to cows because such names might 
give offense to women. 

- Boston Globe, Oct. 13, 1999 

Government consumer-affairs officials 
[in Britain] have proposed making it illegal 
for a pub to pour a glass of beer with more 
than 5% froth. Pub owners would face fines 
of nearly $8,000, and those who repeatedly 
served too much froth could lose their 
licenses. 

- Wall Street journal, Oct. 13,1999 

+ Nationalize everything 
President Clinton and half the nation's 

governors gathered today for a third educa
tion summit with none of the eight educa
tion goals set in 1989 within reach . . .. 

CATO POLICY REPORT 
1000 Massachusetts Ave., N .W. 
Washington, D.C. 20001 

ADDRESS CORRECTION REQUESTED 

Clinton explained the failure to reach 
the goals in part by saying that progress 
has been slowed by a decentralized 
school system that divides responsibility 
among the federal, state and local 
governments. 

-Washington Post, Oct. 1, 1999 

+He also endorses campaign finance reform 
Top aides to Vice President Gore met 

with Cabinet officials this week to urge 
them to schedule "official" events next 
spring that will enable the Democratic 
presidential candidate to travel the country 
at government expense at a time when 
his campaign bank account will be 
depleted ... . 

His new plan, outlined in two meetings 
with Cabinet secretaries and their deputies, 
calls for Gore to fly coast-to-coast handing 
out federal grants, giving speeches and 
posing at photo opportunities- all paid for 
by the government. 

- Washington Post, Nov. 19, 1999 

+ Communism can work. Just make it 
capitalist 

Manfred and Brigitte Voigt ... had been 
drearily eking out a living at a communist 
retail cooperative in Plauen (East Ger
many] .. . . They were in charge of 
managing the administration and invento
ry for all the state-owned shops in town 
and- most trying of all- motivating a work 
force that had long abandoned enthusiasm 
for the proletarian revolution ... . 

[Given an opportunity to open the first 
East German McDonald's,] they poked 
around at a McDonald's in Nuremberg. 
One day, Mr. Voigt spent six hours frying 

french fries. "The team philosophy was very 
impressive," he said, still marveling at the 
revelation. "Everyone was friendly, every
thing worked. It was like a chain reaction." 
It was how they had always been exhorting 
their colleagues in the communist coop
erative to work, wasting their breath much 
of the time. 

- Wall Street Journal, 
Nov. 8,1999 

+Governor, Governor, make me a match 
Arkansas's governor has declared a 

marital emergency, calling for a 50 percent 
reduction in the divorce rate. Oklahoma is 
trying to reduce failed marriages by one
third . . .. 

Now, Wisconsin is taking an even more 
active role in the lives of couples. It has just 
created the nation's first government-funded 
marriage guru- a state employee who 
would work with clergy in interested 
communities, establishing requirements that 
couples would have to meet before being 
wed in a church. 

- Christian Science Monitor, 
Nov. 16, 1999 

+Coincidence? 
Vice President Gore and Democratic 

rival Bill Bradley have already made 
campaign promises that would spend every 
penny of the available federal budget 
surplus for the next 10 years, and possibly 
more, calculations show. 

- Washington Post, Oct. 9, 1999 

Vice President Gore collected the 
support of the nation's largest teachers 
union and a key federal union yesterday. 

- Washington Post, Oct. 9, 1999 
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