
Risk, Regulation, and the Innovation Slowdown
onventional wisdom
seems to hold that the
world is moving faster and
faster—that the pace of
innovation is accelerating.

And why not? The digital surge since 2007,
when the first iPhone was released, has had
a visible impact on the way we live our lives.
New scientific discoveries leave us in awe.
Driverless cars are arriving on our roads,
drones delivering goods will soon fly over
our heads. Advanced surgery can be done
by robots, monitored by remote surgeons,
and the revolution in robotics has just begun
to reshape how the service sector is organized. 

And then there is modern medicine. Bio-
medical innovation has turned diabetes,
heart disease, and HIV into chronic diseases
rather than a death sentence. There are close
to 1,000 new cancer drugs using frontline
genomics in clinical development, many of
which will be far more powerful fighting
tumors and metastases than existing drugs
and chemotherapy. By 2030, say some geneti-
cists, the world will have cured cancer.

Yet for all the impressive results of science,
why are we still talking about curing cancer
in the future? Why aren’t we curing it now?
Why did we not cure it 30 years ago? Cancer

has been a known cause of death for several
hundred years. Its genetic source was dis-
covered more than a century ago. The “war
on cancer” did not begin with President
Nixon’s famous National Cancer Act in 1971,
but with the creation of the American Cancer
Society in 1913. True, cancer is a very complex
cellular disease, and several recent reports
suggest that scientists have made critical

breakthroughs to find better ways to treat
it. But it is impossible to be impressed by
the speed of cancer treatment when we are
burying more people than ever because of
the disease. 

Frustration with the slow progress of
innovation shouldn’t stop with medical
science. The slowdown of innovation is a
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West Point history professor and Cato adjunct scholar ROBMCDONALD, author of Con-
founding Father: Thomas Jefferson’s Image in His Own Time, spoke at Cato University on his
favorite topic. See page 14 for more from Cato University.
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CHA IRMAN ’S  MESS A GE

BY ROBERT A. LEVY

“The Second
Amendment

doesn’t bar sen-
sible regulations,
but it demands
rigor from our

lawmakers.

T
hree constitutional principles underlie
gun control:
 1.The Supreme Court has held that indi-
viduals have a right to bear arms in com-

mon use for lawful purposes.
     2. Second Amendment rights are not absolute.
Everyone understands that children can’t carry auto-
matic weapons to school. Some people, some weapons,
and some circumstances are subject to regulation.
3. The right to bear arms is “fundamental,” which

means that government bears a heavy burden to justify
its regulation. Government must show (a) public safety
requires the proposed restrictions, (b) they will work,
and (c) they are no more extensive than necessary.

Here are the major areas of contention and possible 
compromises:
1.Assault rifles. Millions of so-called assault weapons

are now used for hunting, self-defense, target shooting,
and even Olympic competition. Any attempt to buy
them back would almost certainly backfire: Less afflu-
ent persons, who need money and are disproportion-
ately victimized by criminals, would surrender their
weapons. Lawbreakers, who rely on their weapons,
would retain them, as would mentally deranged per-
sons who aren’t motivated by financial incentives.
Around 400 Americans are killed annually by rifles of

all types.  Americans own 3 to 5 million “assault rifles.”
Even if a different rifle were used in each killing, a ban
would be more than 99.99 percent over-inclusive.
That said, some weapons can be banned.  For exam-

ple, automatic weapons have, for all practical purposes,
been banned since 1934. But banning popular semi-au-
tomatic rifles, merely because they have a military-type
attachment that doesn’t affect their lethality, makes no
sense.  The task, therefore, is to identify semi-automatic
weapons that are not commonly used and not needed
for lawful purposes. The 1994 Assault Weapons Ban
went too far, but a more limited version might be viable.
2.High-capacity magazines. There are hundreds of mil-

lions of magazines in circulation with a capacity of 10
rounds or more. Realistically, they cannot be confis-
cated.  Homemade magazines are easy to assemble. Ex-
perienced users can replace an empty magazine in a
couple of seconds.  Moreover, semi-automatic rifles are
configured for up to 30 rounds; handguns are routinely
configured for 11–17 rounds. That’s why 10-round limits
encounter great resistance. Still, the FBI reports that
magazines exceeding 10 rounds were used in 34 mass
shootings between 1984 and 2015.  To my knowledge,

no actual or potential (civilian) victim has fired dozens
of rounds in self-defense. Perhaps that suggests a ban
on magazines with more than, say, 20 rounds.
3.Universal background checks. Surveys indicate that

less than 2 percent of guns used by criminals are bought
at gun shows—and that includes sales through licensed
dealers who are already subject to background checks.
Meanwhile, violence-prone buyers who fail those
checks can purchase weapons illegally, or steal them.
In a recent year, the National Instant Criminal Back-

ground Check System denied 76,000 would-be buyers.
Of those, 44 were prosecuted and 13 were convicted.
That’s a conviction rate of two one-hundredths of 1 per-
cent. Either the remaining denials were legitimate 
purchases that were unjustly blocked, or, if the denials
were proper, then 99.98 percent of the 76,000 rejected
applicants escaped punishment. Neither conclusion
offers much hope for an expanded system of checks.
Despite those doubts, even staunch Second Amend-

ment proponents might be receptive to background
checks for private (non-dealer) sales at gun shows, over
the Internet, and through published ads. The key is 
quid pro quo—concessions to gun rights advocates in
return for closing the “gun show loophole.”  That was
essentially the deal offered by the 2013 Manchin-
Toomey bill, which garnered 54 Senate votes, but not
enough to meet the 60-vote threshold. 
It may be time to revisit and, if necessary, fine-tune

Manchin-Toomey. Buyers with recently issued con-
cealed carry permits would be exempted from back-
ground checks, as would transfers by gift or bequest,
in-person sales outside gun shows, and buyers respond-
ing to unpublished (e.g., bulletin-board) notices. More
importantly, interstate handgun purchases from dealers
would be legalized, added safeguards would be imple-
mented against a federal registry, the time required to
complete a background check would be significantly
reduced, and interstate transport rules would be liber-
alized. Those are consequential benefits.

It’s doubtful that new gun controls—imposed mostly
on persons who are not part of the problem—will be ef-
fective. Accordingly, they should expire automatically
after a reasonable test period. If they work, they can be
reenacted.  The Second Amendment doesn’t bar sensi-
ble regulations, but it demands rigor from our lawmak-
ers and the courts in legislating and reviewing gun
control measures.

”

Gun Control: Grounds for Compromise?
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I
n American politics, particularly during an election year,
you’re likely to hear a lot about political “divisiveness.” Yet
on one topic, the two parties have historically had very little
meaningful disagreement—foreign policy. While Republi-

cans and Democrats might quibble over the details of how we ought
to conduct our interventions or manage our allies, the essential
premise upon which America’s current foreign policy rests—that
America must maintain primacy, supposedly preserving peace for
all nations and allies by asserting its dominance throughout the
globe—is never questioned.

Our Foreign Policy Choices, a new guide to
foreign policy edited by Cato’s Christopher
Preble, Emma Ashford, and Travis Evans,
challenges this bipartisan consensus and
offers an alternative policy of restraint—one
that emphasizes that America’s global influ-
ence is strongest when spread by peaceful
rather than military means. 

Our Foreign Policy Choices features numer-
ous Cato scholars and other experts tack-
ling the top foreign policy concerns of
today—from military budgets to NATO

policy to strategies for handling ISIS, Iran, Russia, China, and more.
It provides a valuable resource for journalists, hill staff, and politi-
cians—Libertarian presidential candidate Gary Johnson recently
cited the guide’s section on North Korea, which urges greater diplo-
macy with China in lieu of foolhardy interventionism, during his
editorial board meeting with the Washington Post.

      

Ashford, Preble, and Evans traveled to the Republican and Dem-
ocratic National Conventions in July, hoping to engage both of the
major parties in a substantive debate over these issues. They distrib-
uted copies of the foreign policy guide and spoke privately with sev-
eral media personalities, including Jake Tapper and Joe Scarbor-
ough, as well as many representatives and senators. Ashford was fea-
tured on a Washington Post Live panel at the Republican National
Convention, where they discussed the state of the GOP’s foreign
policy platform. “It’s an interesting year for many Republican law-
makers, who now see their party’s candidate differ substantially
from them on foreign policy issues,” said Ashford. “But the new
debates in foreign policy that are appearing this year also really
highlight the fact that many Americans want a broader debate on
foreign policy, instead of just politics as usual.”n

OUR FOREIGN POLICY CHOICES IS AVAILABLE ONLINE AT CATO.ORG/PUBLICATIONS.

TOM PALMER ON SELF-CONTROL

A life of freedom entails a life of self-control—a life
where you are responsible for your choices, rather

than being controlled by government dictates. Self-Control
or State Control? You Decide, a new book from the Atlas
Network edited by Cato senior fellow Tom G. Palmer, ex-
plains how embracing personal responsibility can allow us
to regain control over our own lives. “Achieving greater
self-control yields benefits not only in terms of better lives,
but also in greater ability to struggle for our freedom as
legal equals in free societies,” writes Palmer. “Greater self-
control is something we can acquire, something we can in-
tegrate into our lives, something we can learn.” The book
features essays on the relationship between freedom and
responsibility, their philosophical and scientific underpin-
nings, and practical advice on self-control from numerous
prominent thinkers, including New York Times journalist
John Tierney, Harvard economist and Cato’s director of
economic studies Jeffrey Miron, and many more. Nobel
laureate Vernon Smith praised it as an “important book. . . in
the tradition of Adam Smith’s Theory of Moral Sentiments,”
while Deirdre McCloskey called it an “amazing guide” to
gaining liberty.  

LUKEWARMING PRINT EDITION 

W hen it comes to global war-
ming, there aren’t just two

choices—“alarmist” or “denier.”
As Cato scholars Pat Michaels
and Paul C. Knappenberger have
argued, there’s a third choice: luke-
warming. “Lukewarmers” believe
that the evidence for man-made
climate change is compelling but
is exaggerated by faulty climate
models and perverse incentives
in climate science. Lukewarmers

are also optimists, confident that human ingenuity and eco-
nomic development can conquer environmental challenges.
Their book Lukewarming: The New Climate Science That
Changes Everything—previously only available as an ebook—
is now available for the first time in print at Cato.org/store,
Amazon.com, and bookstores, starting in mid-September.
The print edition has also been updated to reflect the re-
sults of the Paris Accord and more recent science, includ-
ing the effects of El Niño and other new data.
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C A T O E V E N T S

The Cato Institute has been studying postal privatization since the 1980s. Most
recently, at a Capitol Hill Briefing, KEVIN KOSAR of the R Street Institute dis-

cussed the need to reform the U.S. Postal Service, which has lost over $50 billion
since 2007. “We really need to think about what a 21st-century post office would
look like—or even, do we need one?” he said.

LOUISEMELLING, the American
Civil Liberties Union’s deputy legal

director, debated anti-discrimination
laws at Cato’s Protecting Religious Lib-
erty conference in June.

A t a Cato Policy Forum, BURCU KILIC of the Public
Citizen Global Access to Medicine Program argued

that the Trans-Pacific Partnership’s pharmaceutical patent
protections are too restrictive and would make medicine a
“luxury” for consumers. 

C ato trade policy analyst K. WILLIAMWATSON presented
the results of an in-depth review of the Trans-Pacific

Partnership at Cato’s trade conference in June. “This is cer-
tainly not immediate free trade . . . but it is certainly better
than agreements that other countries are negotiating,” he said.
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A t a Cato Book Forum, ROBIN HANSON, author of The
Age of Em: Work , Love, and Life when Robots Rule the

Earth, predicted a coming world of “ems”— brain emula-
tions, copied from actual human brains, enabling robots to
displace human workers.

A t a Cato Policy Forum, Cato research fellow
SWAMINATHAN AIYAR lauded India’s remarkable pro-

gress over the last 25 years. After beginning to embrace eco-
nomic liberalization and globalization, he said, the country has
transformed from a “bottomless pit for foreign aid” into a net
aid giver.

ato senior fellow Steve Hanke, an ar-
chitect of Ecuador’s adoption of the
dollar as its currency in the 1990s, drew
the wrath of Ecuadorian President

Rafael Correa after he criticized Correa’s creation of
a new government-backed currency. 

Correa embarked on a Twitter tirade against the
“gringo” Hanke, writing, “Young people: avoid medi-
ocrity like the plague. They bring us Steve Hanke to
insult our intelligence.” Correa concluded his rant
with “Hasta la victoria siempre,” an expression gen-
erally associated with Che Guevara. As Hanke noted
himself on Twitter, “Correa has been able to stay in
office since ’07 thanks to #dollarization and the sta-
bility that comes with it.”

Hanke 
vs.Correa

C
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much broader problem—and a growing one.
It has nothing to do with limits to human
ingenuity but rather reflects the flaws in the
type of capitalism that has evolved in the
West over the past 40 years. The great value
of innovation is not merely in invention but
rather diffusion and adaptation. And real
innovation requires an economy that runs
on the culture of experimentation and is open
to innovators and entrepreneurs contesting
markets—challenging incumbents to such a
degree that it redefines the market (like Apple’s
iPhone did with the handset market in 2007).
In the past decades, however, these forces of
diffusion and adaptation simply have not
been powerful enough; in fact, legislators
have acted to shield incumbent businesses
from them. Now the existential challenge
that capitalism faces is the growing resistance
to innovation.

That was not what Joseph Schumpeter, a
great theorist of innovation, sketched in his
1942 book Capitalism, Socialism and Democracy.
Like Karl Marx, Schumpeter had a firm belief
in the innovative capacity of capitalism. The
capitalist system, wrote Schumpeter, was a
“perennial gale of creative destruction.” In
the end, however, it would become a casualty
of its own success: capitalism would innovate
itself to death. “Capitalism,” Schumpeter
argued, “is being killed by its achievements.”

Schumpeter came to regret his apocalyptic
view of the economic and social fabric of inno-
vative capitalism, yet now his dystopian vision
has been given new life with warnings that
innovative capitalism will put millions of
workers in the developed world out of work. 

It has long been known that robots can
replace muscle and manual labor.  But now,
we are told, they are “coming to an office near
you,” as the cover of The Economistmagazine
recently put it. Smarter, stronger, and more
adaptive than white-collar graduates, the
robots will put office workers out to pasture.
Those of us with a college education are now
at risk of losing our jobs because of artificial
intelligence, supercomputers, and other 

innovations that will steal our jobs. It is not
surprising, therefore, that studies have shown
Americans fearing robots more than death.

The prophecy is wrong, however—and
that’s not good news. It would be great if
the West were on the threshold of a new
age of fast-and-furious innovation, because
that would boost the economy and give
everyone new economic opportunities. Our
economy, however, does not encourage
innovation, experimentation, and compe-
tition as much as it should, and could. If
you consider what political and corporate
leaders are up to, the Western economy is
not preparing for an innovation feast but
an innovation famine. Companies doubt
there is a payoff from investment in radical
innovation—and political leaders refuse to
recognize that more and faster innovation
requires radical changes in regulation and
government behavior.

THE GREAT SLOWDOWN

For too long, Western economies looked
like high-growth societies because they made
use of more and more labor and capital at
home and abroad. In the last 40 years, net
labor inputs grew as a result of an increasing
working-age population and higher rates of
female labor-market participation. The boost
from labor was so strong that economists in
the Obama White House have called its initial
phase “the age of expanded participation.”
Net capital inputs also expanded remarkably
fast, first through an emerging and, later, an
accelerating “debt supercycle”—the extraor-
dinary expansion of public, corporate, and
private debt that in large part made the econ-
omy grow because debt allowed states, firms,

and households to borrow and spend more
money. Backed by governments that protected
banks and financial firms from bankruptcy,
the financial sector became the new master
of the universe; there seemed no end to its
ability to engineer new sources of capital.
While savings increased in a few countries,
such as Germany, they dropped in the 
majority of Western economies. In the 
United States, for instance, gross national
savings fell from about 22 percent of GDP
in 1970 to approximately 14 percent in 2010.
Nonfinancial corporate debt-to-equity ratios
have surged since 1970. 

The richest economies—those at the frontier
of innovation and productivity—found growth
opportunities in emerging markets. Spurred
by reforms at home that freed up trade and
competition, companies managed to source
inputs and goods from more efficient pro-
ducers. The entry of a billion or more people,
many of them Chinese or Indian, into global
consumer and labor markets during the 
period of globalization was what economists
call a big “supply shock.” In that way, Western
economies could import sources of growth—
they could improve their economies by
trading more intensively—and for Europe,
with declining domestic factors of growth,
that help from the emerging markets was
especially important. It accelerated a positive
transition in the economy from lower-pro-
ductivity to higher-productivity sectors.

But then the music stopped. It is almost
a decade now since the West’s financial sector
began to crumble. Yet America and Europe
still show a stubborn resistance to recovery.
Productivity growth has been very poor.
While some economies like the United States
have returned to the levels of output they
had before the crash, others have been unable
to rise above those levels. None of the Western
economies have returned to the pre-crisis
trend of GDP growth. 

The stagnation, as Hemingway said of
bankruptcy, came in two ways: gradually and
then suddenly. The gradual stagnation is
shown in two figures below, indicating the

The existential 
challenge that 

capitalism faces 
is the growing 
resistance to 
innovation.

”

Continued from page 1 “
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rate of economic growth and the rate of pro-
ductivity growth over the past decades. Delin-
eating the trend through moving averages,
the charts show that the rate of value creation
in the economy has declined over a longer
period of time and that innovation is not
powering the economies at previous rates.

SOURCES OF DECLINE

In our view, the gradual decline is a direct
consequence of capitalism getting increas-
ingly constrained. Several factors have conspired
to weaken the spirit of enterprise and creative

destruction in the Western economy, and—
perhaps paradoxically—not all of them have
been undesirable. However, they make America
and Europe less capable of supporting a new
innovation boom. Let’s discuss two of the
most pernicious factors—gray capitalism and
excessive regulation.

Gray Capitalism

In the past 40 years, capitalism has lost
its leading actor—the capitalist. Ownership
of public companies has become obscured
by the rapid growth of investment institutions

managing other people’s money—predom-
inantly savings for retirement. These institutions
are today the main owners of Western public
companies, and their role as the controlling
owners has grown fast. Norway’s sovereign
wealth fund, for instance, owns over 1 percent
of all global equity. Private investment insti-
tutions are behaving much like public invest-
ment institutions. Corporate bureaucrats
run them both.

Chicago economist Frank Knight made
an important distinction between risk and
uncertainty, and it is critical for understanding
how capitalism has changed with the growing
influence of third-party money managers.
Most of the time, investment institutions and
asset managers perform a valuable service for
savers, but they are allergic to uncertainty and
manage their ownership in accordance with
the finance theory formula of risk.

Writing in the 1920s, Knight sketched the
two different worldviews of risk and uncertainty.
The first worldview is mechanical and sees
human behavior as predictable. The second
worldview, which Knight called organic cog-
nition, however, is subject to change and new
iterations for development. It is the mechanistic
approach to the economy that dominates
corporate thinking about risk. Uncertainty,
however, is different in the sense that it cannot
be contracted out: neither internally within
a firm nor to the market. It is inherent in the
partial and incomplete knowledge of an indi-
vidual and an organization, making it impossible
to reduce it to probabilities that can provide
guidance. In the end, the only way to deal
with uncertainty is through individual judgment,
and in a firm that judgment cannot be diffused
between different functions or management
roles; it can only rest with the entrepreneurial
owner. Responsibility for and control of firms
are inseparable, and the greater the distance
between a firm and its owners, the more its
capacity to deal with uncertainty shrinks.

Innovation and long-term investments
are intimately linked to uncertainty, and the
capacity of a firm to work with uncertainty.
Savers and investment institutions that prefer

Source: OECD’s Database, Author’s calculations.

Source: Angus Maddison, Statistics on World Population, GDP and Per-Capita GDP, 1-2008 (2010),
www.ggdc.net/MADDISON/oriindex.htm.
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predictability are reluctant to invest much in
enterprises with innovative ambitions, even
if they are not particularly bold. Under current
macroeconomic conditions of low interest
rates they even have problems investing in
companies with modest innovation ambitions.
They prefer cash-strong companies that can
compensate for falling profits by using the
liquidity for dividends and share buybacks.
In recent years, many companies have been
aging their assets base by investing too little
and returning capital to shareholders. Unfor-
tunately the trend is not new. The ratio of
business investments to cash to shareholders
(dividends and share buybacks) has fallen in
the United States and elsewhere for several
decades—and that trend is partly linked to
the growing role of investment institutions
in corporate ownership. Capitalism without
capitalists behaves differently from capitalism
with capitalists.

Regulation

It is a myth that Western economies have
been on a multi-decade journey of market
and business liberalization. The United States
experienced a wave of deregulation in the late
1970s and early 1980s. Europe turned to freeing
up markets about a decade later. However,
for the past 15 years, governments have increas-
ingly intervened in the economy. Regulatory
interference in trade, for instance, has increased
continuously. Labor markets have become
increasingly protected as well, not necessarily
through classic hiring-and-firing legislation
but the rapid rise of professions covered by 
occupational licenses. 

Economic regulation reduces the scope
for innovators and entrepreneurs to experi-

ment and contest markets. Yet perhaps even
more detrimental to innovation has been
the rise of social regulations (e.g. environment, 
consumer, and health protection) and how
they increasingly interfere with potential
innovation. Product regulations in areas like
medicine and medical devices have not just
raised the cost of innovation, but created
uncertainty about the chances of new inno-
vations to be approved by authorities. Such
uncertainty is toxic for company managers—
and especially managers with owners who
demand a high degree of predictability. 

Consider the use of the “precautionary
principle” in European legislation. It is used
for many different purposes, but no one
knows what it really entails for regulation.
A classic example is how it has destroyed
the ambitions of biotechnological firms to
innovate in the field of genetically modified
organisms: both approvals and rejections
of a genetically modified crop cite the pre-
cautionary principle. Another example is
how chemical firms have reduced their inno-
vation investments because they have spent
a decade conforming to a 2006 regulation—
based on the precautionary principle—on
the evaluation and authorization of chemicals
that have been on (and approved for) the
market for decades.

Western regulations are getting ever more
complex—and with the accumulation of reg-
ulations, the regulatory landscape facing inno-
vators is ever more opaque. Such regulations
hurt innovators and entrepreneurs that aspire
to contest markets. Start-ups find it ever more
challenging to manage political risks and
investors shy away from new innovations that
face an unclear legal territory. Take drones as
an example. The technological challenges
facing drone manufacturers and users are
less daunting to many investors than unclear
legal circumstances. Large firms have 
problems too, but their understanding of
regulation—and their capacity to use it for
competitive purposes—has become a new
incumbency advantage, protecting firms
against competition.

CONCLUSION

There are other forces and events shaping
capitalism—and making it increasingly con-
strained. Sometimes these were desirable,
or even innocent, but as they progressed
and were enforced by each other, capitalism
changed its character and is now different
from its textbook version. These factors
now need urgent attention and capitalism
in the West needs to be reconstructed to
generate more innovation and new economic
opportunities. In the current debate, new
technology is often blamed for squeezing
the middle class. It is often argued that recent
innovation has caused incomes to stagnate
and employment opportunities to be reduced.
In our view, that analysis is completely wrong.
The West’s economic illness is due to too
little innovation and creative destruction—
not too much.n

The West’s 
economic illness 

is due to too 
little innovation 

and creative 
destruction—not 

too much.

”

“

THE CATO INSTITUTE’S CENTER FOR MONETARY AND FINANCIAL ALTERNATIVES
INVITES YOU TO THE 34TH ANNUAL MONETARY CONFERENCE

Central Banks and Financial Turmoil
THURSDAY,  NOVEMBER 17   l WASHINGTON, D.C .

TO REGISTER AND FOR FURTHER INFORMATION, VISIT WWW.CATO.ORG/MONETARY.
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ILYA SOMIN:First things first, why should we
even care about the problem of political ig-
norance? Some people say that even if the
voters choose out of ignorance, that’s all
right—they’re just exercising their individual
freedom. John Stuart Mill effectively re-
futed this sort of argument 150 years ago
when he pointed out that voting is not just
an individual’s choice. Rather, as he put it, it
is “the exercise of power over others.” When
we vote for people who will occupy posi-
tions of political power, they do not just rule
over those who voted for them, they rule
over the entire society. And when we exer-
cise power over other people in that way, we
have a responsibility to be at least reason-
ably informed in the way that we do so. So
we do have good reason to be concerned
about political ignorance.

And the evidence is overwhelming that
the amount of political ignorance out there
is pretty severe. For example, in our last election
in 2014, the main issue at stake was which
party would control Congress. Yet in surveys
taken not long before the election, only 38
percent of the public even knew which party
controlled the House and which party con-
trolled the Senate. Similarly, in most recent
elections, one of the big issues is the future
of the federal budget, yet surveys consistently
show that most of the public has little to no
idea how our federal government spends its

money. They massively underestimate the
percentage of the federal budget that goes to
major entitlement programs like Medicare
and Social Security, even though these are
among the largest items in the budget. On
the other hand they massively overestimate
the percentage that goes to foreign aid (which

is only about 1 percent of the budget). 
The ignorance that we observe is not just

limited to particular issues—it also goes to
the very basic structure of government. A
recent survey found that only 34 percent of
the public even knows the three branches of
the federal government: the executive, the
legislative, and the judicial. 

As I discuss in the book, the problem of
political ignorance is not new. Nonetheless
the present election does underscore its sig-
nificance, and nowhere more obviously than
in the success of Donald Trump, who says, “I
love the poorly educated.” And well he should,
because political ignorance is at least a large
part of his success. If you look at the major
issues that he has stressed in his campaign,
virtually all of them involve significant exploita-
tion of political ignorance. 

Trump’s campaign first came to prominence
when he made that famous, or in many ways
notorious, speech about how Mexico is sending
us criminals, murderers, and rapists, and thus
increasing the crime rate. In reality, social
science research consistently shows that immi-
grants, including Mexican immigrants, have
lower crime rates, especially a lower violent
crime rate, than native-born Americans do.
Far from increasing the crime rate, they are
actually lowering it. But polls show that 50
percent of the public believe that immigration
is increasing crime, including over 70 percent
of Republicans. 

The other big issue that Trump has con-
sistently stressed is trade. He talks about how
our trade deficits with nations like Japan,
Mexico, and others, are a sign of economic
failure—of them “beating” us and turning us
into “losers.” In reality, as economists across
the political spectrum will tell you, a bilateral
trade deficit with a foreign nation is no more
an indication of economic failure than my
trade deficit with my local supermarket is.
Sadly they buy many fewer of my products

P O L I C Y  F O R U M

T
he 2016 election has left many stunned, as the two major 

parties advanced widely disliked candidates who both favor 

policies that gravely endanger liberty and the free market. What

does the rise of these candidates tell us about the shortcomings 

of democracy? Ilya Somin, who recently released a second edition of his 

highly regarded book, Democracy and Political Ignorance: Why Smaller Government

Is Smarter, came to Cato in June to discuss these questions with Cato vice presi-

dent John Samples. 

Solving the Problem of 
Political Ignorance 

     

ILYA SOMIN

“The problem of 
political ignorance is 
not new. Nonetheless
the present election
does underscore its 

significance.

”
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P O L I C Y  F O R U M

than I buy of theirs, yet that is in no way an
economic problem. Surveys reveal that trade
is one of the issues with the biggest gap between
poorly informed public opinion and relatively
well-informed voters and experts. 

I should emphasize that Trump is far from
the only candidate, either in this election cycle
or in others, who has exploited political igno-
rance. And as I also discuss in the book, today’s
levels of political ignorance are actually not
unusual. They are roughly similar to what we
have had for almost the entire period that we
have had modern public opinion polling to
measure these things. But in some ways, the
problem is more severe than before. Govern-
ment today is much larger and more complex
than it used to be, which makes it even more
challenging for relatively ignorant voters to
figure out what is going on.

When people hear the data on political
ignorance, there is a tendency to think that
it must be because the voters are stupid—or
alternatively, maybe that the information just
isn’t available to them. In reality neither of
these two common explanations is likely to
be true. The evidence strongly suggests that
aggregate IQ scores have actually gone up in
the last 40 or 50 years. Similarly, it is not
plausible to argue that the information is not
available to people. With the internet and
other modern technology, it is more easily
available than ever before in human history.
The problem is not that the voters are stupid
or that the information is unavailable. It is
that they’re not using their intelligence to
learn the information that is out there. 

And as it turns out, this is perfectly rational
behavior for most voters. If your only reason
to become informed about politics is to cast
a “better” or more informed vote in an election,
that’s not much of an incentive at all, because
the chance that your vote will make a difference
to the outcome is infinitesimally small: only
about one in 60 million in a presidential
election, for example.

Some people, of course, do learn about
things even though they can’t affect outcomes.
Take for example sports fans—they know a

lot about sports even though they can’t affect
the outcome of games. They just find sports
interesting and they love cheering on their
favorite teams. 

Similarly there are people who in the book
I refer to as “political fans”: people who love
learning about politics, love cheering on their
preferred candidate or ideology or party and
so forth. Such people know more about politics
than the average voter. But there’s a problem.
When you acquire information for the purpose
of enhancing your fan experience, you tend
to do so in a highly biased way. 

Think about how sports fans react to new
information about their favorite team: if 
it reflects well on the team, they love it. If 
it reflects badly on it, often they tend to down-
play or deny it. This is exactly the same way
that political fans, those most interested in
politics, tend to react to new political infor-
mation. They overvalue anything that supports
their pre-existing views, and undervalue or
ignore anything that cuts against them. They
also tend to seek out political information
only from sources that have the same views
that they do. 

This is totally illogical behavior if your
goal is to get at the truth. On the other hand,
it is completely rational if your goal is not
primarily to get at the truth but rather to
enhance your fan experience. Economist
Bryan Caplan calls such behavior “rational
irrationality.” It is rational to be highly biased
in your evaluation of information when your
goal in seeking it out is something other than
getting at the truth.

In the book I discuss at some length why
it’s unlikely that we can greatly increase 
levels of political knowledge. But for now I’ll
press on to something that I believe actually
can reduce the problem of political igno-
rance—making more of our decisions by 
voting with our feet, and fewer at the ballot
box. We can vote with our feet in a federal
system by choosing which state or local 
government to live under. We can also do so
in the private sector by choosing what products
to buy or what civil society or religious 

organizations to join.
Why would foot voting be any better than

ballot box voting from the standpoint of
political ignorance? After all, we do need to
acquire information in both cases. The big
difference is one of incentives. 

Think about this: if you’re like most people,
you probably spent more time acquiring infor-
mation the last time you bought a car or a TV
set than the last time you decided who to sup-
port for president or any other political office.
Is this because your TV is more important
than who runs the government, or deals with
more complicated issues? Probably not. It’s
because you knew that the decision on the
TV set would actually make a difference. On
the other hand, with the presidency, there is
only a tiny chance that your vote will actually
change the result, so you take that decision
less seriously. The same goes for decisions
about what jurisdiction to live in, in a federal
system. This applies not just to your incentive
to seek out information, but also your incentive
to analyze it in an unbiased way. 

What are the implications of this? One is
that we should favor greater political decen-
tralization. When more powers devolve to
the state and local levels, more decisions can
be made by voting with your feet and therefore
in a framework where people have more incen-
tive to be well-informed. Similarly in many
cases, we may want to devolve more issues
out of the government entirely into the private
sector, where you can vote with your feet even
more easily than in a federal system.

I do not contend that any of this proves
that we should have the maximum possible
decentralization or the maximum possible
limitation of government power. Political
ignorance is not the only issue that we should
take into account in thinking about the role
of government in society. If you read the book,
as I hope you will, and agree with all my argu-
ments, as I also hope you will, you may not
favor the decentralization and limitation of
government power as much as I do. However,
you will favor both to a greater degree than
you yourself would if you thought you lived
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in a world where political ignorance is not a
serious problem.

JOHN SAMPLES:This book raises the ques-
tion: why do we have elections? Is it just be-
cause we’ve always had them and people
would want them? Are they desirable given
the degree of voter ignorance? And after all,
foot voting itself does not require elections. 

SOMIN: That’s a good question and it raises
an issue people often bring up when I speak
on this issue: “Doesn’t your argument imply
that we should do away with democracy en-
tirely?” If you go back to the ancient world,
this was exactly Plato’s answer. 

Plato argued that voters don’t know what
they’re doing, so we should replace democracy
with rule by some sort of informed elite. You
see some scholars today arguing for a less radical
version of the same approach, for instance,
giving more power to well-informed bureaucrats
and the like.

I think that democracy still does have one
important virtue, which is that, while the voters
are generally ignorant, there are some forms
of government failure that are so blatant and
so obvious that even ignorant voters will tend
to notice them and therefore punish the incum-
bents at the polls. In the book I discuss the
striking fact that in no modern democracy has
there ever been a mass famine—even though
mass famines, including ones deliberately
created by the government, are actually quite
common in authoritarian regimes. 

The reasons for this are fairly obvious: when
a mass famine is going on even ignorant voters
will tend to notice it and punish the incumbents.
So democracy still has important advantages
over dictatorship. But democracy with an
extremely large government that is hard for
the voters to keep track of, and that leaves a
lot of room for political ignorance to cause
harm, is not nearly as good as more constrained,
more limited and decentralized democracy,
where there is a greater role for foot-voting. It
is not my view that democracy will always and
everywhere be the best possible system. But

I do believe that, for the foreseeable future,
our best option is probably to limit and decen-
tralize democracy rather than to try to do away 
with it entirely.

SAMPLES: I want to pose to you a certain
kind of libertarian argument that I think you 

will recognize: over a long period of time
we’ve had what we call “big government,” and
it’s been pretty stable. And so often libertar-
ians will say well, the people don’t want that—
the elites are corrupt. The problem, really, is
to move aside the elites, and then more lib-
ertarian, freedom-loving policies will hap-
pen. What do you say to libertarians like that,
of a more populist bent?

SOMIN:Proponents of every ideology, not just
libertarians but also conservatives and many
on the left, have this notion that “the people
are really on our side.” If it doesn’t look like it,
it’s only because some evil elites have manip-

ulated things, whether it be government bu-
reaucrats and technocrats, or in Bernie
Sanders’s version the 1 percent and the corpo-
ratists, or in the right-wing populist version,
the liberal elites in the universities and the
media and so forth. 

Actually looking at public opinion data, as
I have done, is a good cure for those kinds of
notions. It reveals that the public does not fully
support libertarianism or anything even close
to it. It doesn’t fully support traditional con-
servatism or leftism either, and it also reveals
that the government, while not completely
responsive to public opinion by any means, is
at least significantly influenced by it. 

It is in fact the case that most voters favor
having much more government than most lib-
ertarians would want, and this is not simply the
product of manipulation by a small elite. That
raises the question of what prospect there is
for limiting government or decentralizing it as
I would like to do? After all, if most voters are
ignorant and don’t pay attention to facts and
counterarguments, why would they pay attention
to arguments that I make in this book, or to
any arguments for limited government?

In the last chapter of the book, I do discuss
some reasons for hope. One is that although
voters do favor much more government than
I think is desirable, and they have contradictory
desires, they do have a deep suspicion of gov-
ernment and politicians. And a lot of survey
data shows growing distrust of government in
both the U.S. and many other countries. 

Sadly, often this is channeled into thinking,
“Well, if only we elect the right person and give
them power they will fix things; they will bring
change we can believe in,” as Obama said, or
they will appoint the best people and solve all
of our problems, as Donald Trump says. But
it may be possible to channel some of this into
minimizing the power of the institution of
government itself. 

Historically there are some things that for
decades and centuries most people thought
government should be doing, which today
there is a broad consensus they should not be. 

ILYA SOMIN

Continued on page 19
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is desirable, they do have
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(Clockwise from top) U.S. Trade Representative MICHAELFROMAN;
Judge WILLIAM H. PRYOR; ROBERT P. GEORGE of Princeton
University and JOHNM. BARRY, author of Roger Williams and 
the Creation of the American Soul; and DOUGLAS LAYCOCK of
the University of Virginia.

Protecting Religious liberty

M
any Americans believe their religious liberty is
under attack, from efforts to censor religious
speech in schools to attempts to force Christian
vendors to serve at gay weddings. At a Cato con-

ference, experts gathered to discuss how to deal with these questions
of church versus state. The first panel of the day debated the relation-
ship between religion and education in public schools, with Charles
Glenn of Boston University arguing that the best way to protect par-
ents’ religious rights is to allow them more choice in education. Dou-
glas Laycock of the University of Virginia delivered the lunch address,
saying, “For many years, I’ve been urging the two sides in America’s
culture wars to respect the liberty of the other side—to concentrate
on protecting their own liberty, and to spend much less time, indeed
to mostly give up, on regulating the liberty of their opponents.” Judge
William H. Pryor of the Eleventh Circuit Court of Appeals reviewed
the legal history of religious liberty and how its decline would 
impact religious judges. “If we cast aside the right of religious people
to be let alone and replace that right with a new conception of ‘free-
dom,’ then we will do more than create problems for religious private
citizens—we will also create unprecedented problems for religious
judges,” he said. 

Is the TPP Free Trade?

T
he Trans-Pacific Partnership (TPP) is a not-yet rati-
fied trade agreement reached last year between the
United States and 11 other nations. Like all large trade
agreements, the deal inevitably creates and prolongs

some forms of protectionism, even while reducing some trade bar-
riers. Given this fact, is the deal ultimately good or bad for free
trade? At a Cato conference, “Should Free Traders Support the
Trans-Pacific Partnership?” top experts in trade debated that very
question. U.S. Trade Representative Michael Froman delivered the
opening keynote, arguing, “If you’re interested in reducing taxes,
promoting market-based rather than subsidy-based competition,
internet freedom and entrepreneurialism, there’s a lot to like in this
agreement.” Cato scholars K. William Watson and Simon Lester
presented the results of their in-depth review of the TPP, soon to
be published in full, which scores each aspect of the deal on a scale
from protectionist to liberalizing, and finds that on net the TPP is
market liberalizing. Former U.S. Trade Representative Clayton
Yeutter also backed the deal, saying, “Better moving forward than
standing still, better moving forward than moving backwards. And
TPP moves market liberalization forward.”

C A T O E V E N T S



OMRI BEN-SHAHAR, author of More Than You Wanted to Know:
The Failure of Mandated Disclosure (below) unfurled the printed
version of iTunes’ 10,000-word Terms & Conditions, which
stretched across the room. 

The Future of Finance

C
ato’s Center for Monetary and Financial Alternatives
is always seeking out new ways to think about financial
and monetary policy, challenging the regulatory status
quo. In that spirit, the Center hosted “Futures Un-

bound: The Cato Summit on Financial Regulation” on June 6 in
Chicago. There, scholars offered what Cato’s Mark Calabria de-
scribed as a “financial regulatory policy tasting menu”—a broad
overview of Cato’s work on regulatory policy, with the goal of creating
a structure that allows market participants to freely conduct their
business without the intrusion of government bureaucrats. Rep.
Blaine Luetkemeyer (R-MO), the chairman of the House Subcom-
mittee on Housing and Insurance, gave the keynote speech, in which
he denounced the rise of Operation Chokepoint, which allows the
government to limit businesses’ access to banks. “The federal gov-
ernment can intimidate banks into dropping entire sectors of the
economy as customers, not based on risk or evidence of wrongdoing,
but purely on personal or political motivations,” he said. Other speak-
ers included Thomas Sullivan, a member of the Board of Governors
of the Federal Reserve System, Cato’s George Selgin and Thaya Brook
Knight, and Omri Ben-Shahar of the University of Chicago.

The Case for Restraint

F
or decades American politicians have overwhelmingly
backed a policy of primacy—adopting a grand strategy
wherein the United States must secure peace and 
liberty for the entire world through alliances and 

military aid. But after years of failed interventions, experts are 
losing faith in this strategy. At a Cato conference, “The Case 
for Restraint in U.S. Foreign Policy,” experts on international 
security gathered to discuss a new way forward in foreign affairs.
Barry Posen of the Massachusetts Institute of Technology 
argued that the so-called “unipolar moment”—the belief that the
United States is the center of the world, its “unchallenged 
superpower,” as Charles Krauthammer put it in 1990, is over. 
Instead, he argued that “liberal hegemony is an unnecessary, 
costly, and quixotic grand strategy in its own terms.” A later 
panel sought for an alternative to the status quo in history—
finding it in the writings of the Founding Fathers. “A restrained 
approach, rather than being something foreign or idealistic 
or untested, is in fact a very American approach to foreign policy,
and one that has deep, deep roots in American ideals and history,”
said William Ruger of the Charles Koch Institute.

BARRY POSEN of the Massachusetts Institute of Technology 
critiqued America’s “unnecessary, costly, and quixotic” foreign
policy strategy. 

VIDEO OR AUDIO FROM ALL OF THESE CONFERENCES IS AVAILABLE AT CATO.ORG.
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M
ore than 200 Cato Sponsors, students, scholars, and activists from around the world attended Cato University
2016 on July 24–29. Cato University director TOM PALMER (top left) kicked off the week with an address on
the history and principles of liberty. Rep. JUSTIN AMASH (R-MI) (bottom left) joined attendees for dinner
on Capitol Hill in the Cannon Caucus Room, where the House Un-American Activities Committee (HUAC)

once held its hearings. AMASH, whose speech will be published in the Fall edition of Cato’s Letter, drew parallels between
HUAC and today’s war on terror, and discussed his efforts to “convince my colleagues that our rights must always be secured
if we are to avoid repeating the kind of history that happened in this room.” SUSANHERMAN, president of the American Civil
Liberties Union (bottom right), spoke about the importance of defending our right to free speech, lest it die “the death of a
thousand cuts.” 

C A T O E V E N T S



JUNE 1:Don’t Worry, Be Happy: The
Cato Institute’s HumanProgress Project

JUNE 6: Futures Unbound: The Cato
Summit on Financial Regulation

JUNE 7: The Age of Em: Work, Love, and
Life when Robots Rule the Earth

JUNE 8:Democracy and Political Ignorance:
Why Smaller Government Is Smarter

JUNE 9: Policy Perspectives of the Presi-
dential Candidates: Foreign Policy

JUNE 14: Protecting Religious Liberty

JUNE 15:The Case for Restraint in U.S.
Foreign Policy

JUNE 16: The TPP and Pharmaceutical
Protections: Too Strong, Too Weak, or
Just Right?

JUNE 22: Twenty-Five Years of Indian
Economic Reform: India’s Record 
and Prospects of Becoming a Major
World Power

JUNE 29:Reforming the U.S. 
Postal Service

JUNE 29: #CatoDigital — Digital Speech
under Attack: How Regulators Are Trying
to Shut Down Dissent Online

JUNE 30: Should Free Traders Support
the Trans-Pacific Partnership?

JUNE 30: #CatoConnects: Brexit Hap-
pened. Now What? 

JULY 11: Why Six Presidents Opposed
State-Sponsored Science—And Why
You Should Too

JULY 14: The Syndrome

JULY 15: Policy Perspectives of the
Presidential Candidates: Trade

JULY 24–29: Cato University 2016

AUDIO AND VIDEO FOR ALL CATO EVENTS DATING BACK TO

1999, AND MANY EVENTS BEFORE THAT, CAN BE FOUND ON

THE CATO INSTITUTE WEBSITE AT WWW.CATO.ORG/EVENTS.

YOU CAN ALSO FIND WRITE-UPS OF CATO EVENTS IN PETER

GOETTLER’S BIMONTHLY MEMO FOR CATO SPONSORS.

CONSTITUTION DAY CONFERENCE
WASHINGTON l CATO INSTITUTE
SEPTEMBER 15, 2016
Speakers include Clint Bolick, Amy Wax, and 
Glenn Harlan Reynolds.

CATO INSTITUTE POLICY 
PERSPECTIVES 2016
SAN FRANCISCO l ST. REGIS
SEPTEMBER 23, 2016
Speakers include David Friedman.

CATO CLUB 200 RETREAT
PARK CITY, UT l MONTAGE DEER VALLEY
OCTOBER 13–16, 2016
Speakers include Sen. Mike Lee, Mustafa Akyol, 
and Daniel Hannan.

CATO INSTITUTE POLICY 
PERSPECTIVES 2016
NEW YORK l WALDORF-ASTORIA
NOVEMBER 3, 2016
Speakers include Richard Epstein.

CENTRAL BANKS AND FINANCIAL TURMOIL
34TH ANNUAL MONETARY CONFERENCE
WASHINGTON l CATO INSTITUTE
NOVEMBER 17, 2016
Speakers include Thomas J. Sargent, Thomas Hoenig, 
James Grant, Steve H. Hanke, and Phil Gramm.

CATO INSTITUTE POLICY PERSPECTIVES 2016
CHICAGO l THE DRAKE 
NOVEMBER 30, 2016

CATO INSTITUTE POLICY 
PERSPECTIVES 2017 
NAPLES, FL l RITZ-CARLTON
FEBRUARY 1, 2017

29TH ANNUAL BENEFACTOR SUMMIT
NAPLES, FL l RITZ-CARLTON GOLF RESORT
MARCH 2–5, 2017
Speakers include Angus Deaton. 

CATO CLUB 200 RETREAT 
LAGUNA BEACH, CA l MONTAGE LAGUNA BEACH
OCTOBER 5–8, 2017

30TH ANNUAL BENEFACTOR SUMMIT
RANCHO MIRAGE, CA l RITZ-CARLTON
FEBRUARY 22–25, 2018
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New from Libertarianism.org
A concise reexamination of economics, which shows how the economy is not one big machine, but rather
an evolutionary system, with constantly changing patterns of specialization and trade.

EBOOK AVAILABLE AT CATO.ORG AND OTHER DIGITAL RETAILERS. 
PAPERBACK AVAILABLE EXCLUSIVELY AT AMAZON.

A PROJECT OF THE CATO INSTITUTE.
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Cato in the News

C
ato scholars and their analyses were featured on more than 1700 radio and television programs in 2015, where they
provided a much-needed voice for liberty, peace, and limited government. So far this year they’re keeping up the
pace.  (Left to right, from top) Former president JOHN ALLISON on CNBC’S Squawk Box; Research Fellow 
EMMA ASHFORD discusses foreign policy on Washington Post Live at the Republican National Convention; Senior

Fellow TED CARPENTER on China’s CCTV+; director of financial regulation studies MARK CALABRIA participates in a panel on
home lending on Politico; director of Cato’s Herbert A. Stiefel Center for Trade Policy Studies DAN IKENSON defends trade 
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liberalization on CNBC’s Power Lunch; Senior Fellow STEVEHANKE reports on war-torn currencies for Bloomberg TV; Executive
Vice President DAVID BOAZ discusses Donald Trump on the NBC Nightly News; Research Fellow EMILY EKINS analyzes Liber-
tarian Party candidate Gary Johnson on Fox News; Senior Fellow DANIELMITCHELL critiques Hillary Clinton’s economic policies
on Fox Business Network’s Stossel; associate director of financial regulation studies THAYA BROOK KNIGHT debates new rules
curbing Wall Street pay on CNBC’s Power Lunch; senior fellow in constitutional studies ILYASHAPIROdiscusses Fisher v. University
of Texas at Austin on the CBS Evening News; and Policy Analyst JUANCARLOSHIDALGO appears on CNN en Español.
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C A T O  S T U D I E S

P
lenty of people want to “end the
Fed”—but who started it? In
“New York’s Bank: The Na-
tional Monetary Commis-

sion and the Founding of the Fed” (Policy
Analysis no. 793), George Selgin, the director
of Cato’s Center for Monetary and Financial
Alternatives, explains the little-known 
origins of the Fed and reveals how the real
story differs from the more conventional
and laudatory accounts you might find 
elsewhere. Selgin details how the National
Monetary Commission, convened over 
a century ago, was heavily influenced by
New York bankers whose primary interest
was preserving their own power. Many of
their crony schemes eventually made it into
the later Federal Reserve Act. “Not surpris-
ingly, that Act proved more effective in pre-

serving New York’s financial hegemony than
in securing financial stability,” Selgin writes. 

A FUTILE NEW WAR STRATEGY
As the wars in Iraq and Afghanistan have
become deeply unpopular, President Oba-
ma has been careful not to involve himself in
another conventional ground war. Instead,
he has adopted a “light footprint” approach:
employing standoff strike capabilities and
special operations forces, often in support of
local ground forces, rather than major con-
tingents of U.S. ground troops. In “The
Problem with the Light Footprint: Shift-
ing Tactics in Lieu of Strategy” (Policy
Analysis no. 792), Cato visiting research fel-
low Brad Stapleton argues that this is little
more than a futile tactical shift—the United
States is no more likely to defeat terrorism 

or establish democracy with a “light” 
footprint than it was with a heavy one. These
new strategies may succeed in overthrowing
regimes temporarily, but as he writes, “They
are of little use, however, in promoting the
development of stable democracies or the
eradication of the root causes of terrorism.” 

THE BENEFITS OF CREDIT CHECKS

Employers often use credit checks as a
means of screening potential hires, but
politicians and activists claim that this 
practice disproportionately disadvantages
minorities. Ten state governments have
banned the practice, while 31 other states
have considered similar laws. In “‘No More
Credit Score’: Employer Credit Check
Bans and Signal Substitution” (Research
Briefs in Economic Policy no. 54), Robert

The Real History of the Fed
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Clifford of the Federal Reserve Bank of
Boston and Daniel Shoag of Harvard 
University find that, rather than helping
minorities, these bans are actually asso-
ciated with a 1 percentage point increase in 
the likelihood of being unemployed for
African Americans aged 25–65. This may 
be because employers replace the credit
check with more stringent requirements,
like college degrees or prior work experi-
ence—which harms minority applicants
even more.

THE PRIVATIZATION WAVE
Since the 1980s governments in more than
100 countries have transferred thousands of
state-owned businesses to the private sector,
from railroads and airports to energy com-
panies and postal services. In “Options for
Federal Privatization and Reform Les-
sons from Abroad” (Policy Analysis no.
794), Cato’s director of tax policy studies
Chris Edwards argues that it’s high time
America followed suit in this worldwide
move toward privatization. “The United
States has a government postal system, but
European countries are privatizing their sys-
tems and opening them to competition,” he
writes. “The United States has a government
air traffic control system, but Canada and
the United Kingdom have privatized their
systems.” Among other things Edwards 
recommends privatizing: Amtrak, the 
Tennessee Valley Authority, federal lands,

buildings, and more.  

WHAT ADAM SMITH GOT WRONG
For over a century (1716–1845) Scottish
banks were largely unregulated. They had no
central bank or lender of last resort, no limits
on bank size, and no public or private
monopoly on the issue of currency. Overall,
those 130 years were a time of rapid econom-
ic growth and financial stability—except for
1772, when Scotland experienced a dire
financial crisis. This crisis inspired Adam
Smith to critique unregulated banking, and
to advocate certain regulations. But in “Leg-
islating Instability” (Research Briefs in
Economic Policy no. 55), Tyler Goodspeed
of the University of Oxford argues that, in
fact, those very regulations, implemented a
few years before the crisis, had “critically
undermined the flexibility and resilience
previously exhibited by Scottish finance.” 

LESSONS FROM THE FALL 
OF COMMUNISM

It’s been over 25 years since the fall of the
Berlin Wall—25 years since ex-communist
countries began transitioning to market
economies. Scholars once debated how best
to govern those transitions—would it be
more prudent to take a gradual approach, or
to reform the entire system rapidly? In “25
Years of Reforms in Ex-Communist
Countries: Fast and Extensive Reforms
Led to Higher Growth and More Politi-

cal Freedom” (Policy Analysis no. 795)
Cato’s Marian Tupy, along with Oleh
Havrylyshyn and Xiaofen Meng of George
Washington University, demonstrate that
the countries that implemented early and
rapid reforms gained the most freedom and
prosperity. In contrast, they write, “post-
ponement of reform proved to be an open-
ing for rent-seeking and the rise of oli-
garchs.”

PROPERTY RIGHTS IN ASIA 

Many have researched the question of why
developed nations become rich—but in 
this body of research, the continent of Asia 
is often neglected. In “Property Rights and
Financial Development: The Legacy of
Japanese Colonial Institutions” (Re-
search Briefs in Economic Policy no. 56),
Dongwoo Yoo of West Virginia University
and Richard H. Steckel of Ohio State Uni-
versity examine the contrasting systems 
of property rights that existed in Asian 
countries throughout the 20th century. In
Palau, for example—an island country in
Micronesia—Japan began to establish pri-
vate property ownership just before the out-
break of World War II. The war prevented
Japan from continuing this process through-
out Micronesia—meaning the rest of the
countries remained largely controlled by
clan systems rather than individuals. By
2007, Palau was three times richer than oth-
er Micronesian countries. n
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State promotion of religion used to be thought
of as one of the main functions of government.
What could be more important than that?
Over time, at least in the Western world, we’ve
realized not that religion isn’t important but
that governments tend to make bad decisions
about it. The same thing might happen on
some other issues.

Secondly some advanced modern democ-
racies have actually succeeded in greatly

reducing or decentralizing their government:
recent examples include places like Canada,
Ireland, New Zealand, and a couple of others
mentioned in the last chapter of the book. I
don’t think there can be a libertarian revolution
any time soon. Indeed most revolutions of any
kind tend to cause more harm than good, in
part because of political ignorance. But it 
might be possible to have an evolution, if not
toward libertarianism as such, then toward
greater decentralization and limitation of

government power. I would point to recent
survey data, including some collected in a Cato
paper you co-authored, which shows that, on
average, Americans have more confidence in
state and local government than in the federal
government. This suggests that there might
be at least some prospect of a constituency for
decentralizing government power on some
important issues. n
ALL THE PRESENTATIONS FROM THIS EVENT
CAN BE VIEWED IN FULL AT WWW.CATO.ORG. 
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DON’T TELL THE PEOPLE
       When a Spanish firm submitted a bid
last year to help build the California bullet
train, it cautioned that taxpayer money
probably would be needed to keep the sys-
tem operating.

Having reviewed data on 111 high-speed
train lines around the world, construction
giant Ferrovial said, it found that all but
three could not make ends meet.

“More than likely, the California high
speed rail will require large government sub-
sidies for years to come,” the proposal said. 

That warning, however, was expunged
from the version of Ferrovial’s proposal
posted on the state’s website.
—LOS ANGELES TIMES, 06/20/2016

TRADE AND WAR, APPLES AND
ORANGES

The problem with Mr. Trump’s cam-
paign lies in the solutions he proposes—a
lurch toward the isolationism, protection-
ism and nativism that President George W.
Bush worried about when he faced difficulty
mustering support for trade pacts, immigra-
tion reform and war in the Middle East.
—NICOLLE WALLACE IN THE NEW YORK TIMES,
06/30/2016

RULE OF LAW IN MODERN AMERICA
       Experts say keeping the powerful role of
[Virginia] attorney general in Democratic
hands is key to the party’s agenda.
—WASHINGTON POST, 07/18/2016

LOBBYISTS ALWAYS WIN
       In his unlikely rise to the Republican
nomination Donald J. Trump attacked lob-
byists, disparaged big donors and railed
against the party’s establishment. . . .

[O]n Tuesday night, as Republican del-
egates formally made Mr. Trump their
presidential nominee, a few dozen lobby-
ists and their clients instead sipped gin
and munched on Brie puffs in an oak-pan-
eled room at the Union Club. They had
come to witness a more urgent presenta-
tion: Newt Gingrich, a top Trump adviser
and Beltway fixture, painting an upbeat
picture of the deals they could help sculpt
on infrastructure projects and military
spending in the first hundred days of a
Trump administration. 
—NEW YORK TIMES, 07/21/2016

OTHER THAN THAT SHE’S FULLY
QUALIFIED
      A non-Spanish-speaking teacher is
suing her employer for rejecting her from a
job that required her to teach the language. 

Tracy Rosner, a third-grade teacher at
Coral Reef Elementary in Palmetto Bay,
Florida, applied to teach an extended for-
eign language track, which required teach-
ing one hour of a foreign language daily, the
Miami New Times reported.

But the district required that those
[who] taught Spanish in the extended for-
eign language track speak Spanish as well,
and Rosner didn’t. She was turned down
for the job.

In response, Rosner filed a federal law-
suit last week in the Southern District of
Florida, alleging that the district’s policy of
only hiring Spanish speakers was discrim-
inatory against non-Spanish speakers in
Florida’s Miami-Dade County, the New
Times reported.

The lawsuit also alleged that Rosner,
aside from her lack of facility with the
Spanish language, was “fully qualified” for

the job and could have fulfilled its require-
ments so long as the school assigned a
Spanish-speaking instructor to the foreign
language portion of the teaching position.
—MIAMI HERALD, 07/25/2016

HANG ON FAMILIES, GOOD
SCHOOLS ARE COMING. MAYBE.

Kaya Henderson, who has served as
chancellor of D.C. Public Schools since
late 2010, announced Wednesday that she
is leaving the school system’s top job. . . . 

As she has in the past, Henderson 
cautions that improving schools that 
had long struggled does not happen
quickly. And even with the school reform
efforts over the past decade, it may still 
be another decade—or more—before any-
one can declare something approach- 
ing victory.

“There will be a day when every school
in the city is doing amazing work and you
won’t have to enter a lottery, you literally
could drop your kid off at any school 
and have them an amazing experience. I
believe we’re within reach of that, proba-
bly sometime in the next 10 or 20 years,”
she says.
—WAMU, 06/29/2016

WHY CAN’T SOCIALIST COUNTRIES
PRODUCE TOILET PAPER?
      The “House of Lies” finale is called “No
Es Facil”—Spanish for “it’s not easy” and a
fitting description for filming in Cuba. . . . 

Camera equipment was shipped from
Germany because it couldn’t be sent di-
rectly from the U.S. Even basic supplies—
“there’s not hammers and toilet paper, and
things that people need.”
—MARKETPLACE, 06/10/2016
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