
September/October 1997 

Regulating the Telecosm 
by George Gilder 

T
he general theme of my argument is, 
Don't solve problems. When you solve 
problems, you end up subsidizing your 
weaknesses, starving your strengths, 

and achieving expensive mediocrity, and in 
a competitive global economy expensive 
mediocrity goes out of business. 

Washington has a compulsion to solve 
problems, and that is really the basic flaw of 
the Washington approach to problems-it 
tries to solve them. Washington's solutions 
have accumulated over the years and have 
formed a gigantic regulatory apparatus with 
all its associated beneficiaries, clients, con
stituents, and petitioners. Washington is full 
of people who pretty much understand how 
that works, but very few really comprehend 
the dimensions of the technological change 
that 's under way today. So I want to dis
cuss the technological revolution. 

Carver Mead, one of the key founders of 
the digital revolution, is my leading guide in 
this field. His theme is, "Listen to the tech
nology. Find out what it is telling you." Today 
technology is crying out in pain. The danger 
is that government will try to find a solution 
to that pain. 

Every era is marked by a key scarcity and 
a key abundance. What is scarce in the infor
mation era? Is it energy? No, energy is more 
abundant than ever. Is it food? Business Week 
recently had a cover story on impending food 
shortages, which is an unfailing signal that 
food is more abundant than ever, as indeed 
it is. Per capita food production has gone up 
40 percent over the past 30 years. 

Is it spectrum? Bureaucrats in Washing-
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ton think so. In Washington, electromagnetic 
spectrum is viewed as a scarce item that 
has to be husbanded and parceled out very 
carefully. And, of course, anything that the 
government regulates soon enough becomes 
rather scarce. But spectrum is essentially infi
nite and to make it scarce will take a lot of 
work, probably even more work than 
Stakhanovite bureaucrats could manage. 

The real scarce item is time. Time, I think, 
has two key limits: the physical limit, the 
speed of light, and the biological limit, the 
span of life. First let's examine the speed of 
light. It takes light 30 milliseconds to cross 
the continent and a quarter of a second to 
reach a geosynchronous satellite. The speed 
of light defines the limits of electronic and 
communications technology. It is the key con
straint on the evolution of all technologies. 

We can conclude from this focus on the 
speed of light that the most common PCs of 
the next era will be digital cellular phones. 

Continued on page 10 
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A Rush to Judgement 

Our political system is in serious 
danger of a rush to judgement on 
three important issues: the 
expansion of NATO, global 

warming, and the tobacco settlement. The 
Clinton administration and most of the 
media describe these issues as settled, as 
if to preempt any serious public or 
congressional debate. In such cases, the 
Cato Institute is often in a contrarian 
position, not because we prefer that role 
but because of our shared conviction that 
the awesome powers of government 

should not be exercised without broad understanding and 
consent. 

These three issues will be a special focus of Cato attention over 
the next six months, in part because they reflect a too common pat
tern. The outstanding proposals specific to each issue would sub
stantially increase the commitments and interventions of the feder
al government. Contrary to the party line of the political establish
ment, however, these pro-
posals are not yet a "done 

Second, Clinton has proposed a global warming treaty, initially 
including only the industrial countries, to reduce the emissions of 
greenhouse gases. The administration has yet to announce the details 
of its proposal, but the terms of this treaty are expected to be resolved 
by a December summit in Kyoto . This treaty would have to be 
approved by two-thirds of the Senate, which is already on record as 
opposing any such treaty that exempts the developing countries. 
In this case, the administration should be asked to explain the sci
entific evidence, whether some moderate warming would have net 
benefits or costs, whether emissions reduction is the most efficient 
way to reduce global warming, the relative effects of early versus 
deferred action, the level and distribution of the costs of emission 
reduction, and the effects of excluding the developing countries from 
the initial commitment to reduce emissions. 

More recently, the attorneys general of 39 states forced a settle
ment on the tobacco firms in what is best described as a shakedown 
deal. In exchange for a partial immunity from liability, the tobacco 
firms agreed to restrictions on advertising and marketing; disclosure 
of chemical adc)itives; regulation by the Food and Drug Adminis
tration; and a $368 billion fund to compensate public treasuries, 

individual smokers, and 
the trial lawyers who 

deal"; there is still time to 
stop or substantially amend 
them. And the case for 
each of the proposals is 
shockingly weak. 

President Clinton's tac
tic for gaining Senate 
approval for NATO 
expansion and a global 
warming treaty is remi
niscent of that used by pri
or presidents of both par-

._President Clinton and other senior 
administration officials have gone around 

the world making highly visible 
commitments to other governments 

without Senate approval.~ 

orchestrated this deal. This 
settlement, which violates 
numerous common law 
and constitutional princi
ples, requires federal statu
tory approval. For those 
with no special brief for 
the tobacco firms, this set
tlement represents a seri
ous threat to the rule of 
law. President Clinton has 

ties on foreign affairs issues. 
Clinton and other senior administration offic ials have gone 
around the world making highly visible commitments to other gov
ernments. We should soon expect Clinton to claim that Senate 
approval of those commitments is necessary for the United States to 
maintain world leadership and to reaffirm the authority of the pres
idency in foreign affairs. Those who were not born yesterday have 
probably heard that line before. 

Each of these issues is complex, but it is important to understand 
the main features of the outstanding proposals and the major 
questions that should be asked: 

First, Clinton has proposed expanding NATO to include the 
Czech Republic, Hungary, and Poland, with a promise to consider 
other countries later. The approval of each NATO government is 
required, including approval by two-thirds of the U.S. Senate. The 
administration should be asked to identify the threat this measure 
is to address, the probable reaction of the Russian government, how 
much this measure will cost, what criteria will be used in consider
ing other countries for NATO membership, and how this measure 
serves the vital national security interests of the United States. 
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given general endorsement 
to this settlement. So far, 

however, the only vocal critics of this settlement, other than Cato, 
are those who want stronger penalties on the tobacco firms. The 
major question that Congress should ask is what legal principle dis
tinguishes tobacco from many other products and activities that are 
both pleasurable and somewhat risky; in other words, what's next? 

For some time, with your support, Cato will be trying to pro
mote understanding and a responsible resolution of these issues. 
Watch this space. 



Market reforms proposed on eve of Hong Kong takeover 

Cato Holds Second Conference in Shanghai 

0 
n June 15-18 the Cato Institute 
cosponsored a conference in Shanghai 
with Fudan University, which had also 
hosted Cato's 1988 conference in 

Shanghai. Titled " China as a Global 
Economic Power: Market Reforms in the 
New Millennium," the conference brought 
together Chinese officials, scholars, and 
students to discuss how China can move 
more rapidly toward economic and political 
liberalization. 

In the first panel discussion, " China's 
Place in the Global Trading Ordet;'' William 
A. Niskanen and Ted Galen Carpenter of the 
Cato Institute maintained that the United 
States would benefit if China were admitted 
to the World Trade Organization and grant
ed unconditional most favored nation sta
tus. Carpenter also argued that it would be 
a mistake for the United States to adopt a 
policy of "containment" toward China and 
drew some criticism by chiding China for 
excessive sensitivity and bellicosity. 

Also of great concern were the state of 
China's economic reforms and its relation
ship with Hong Kong. James A. Dorn, vice 
president for academic affairs at the Cato 
Institute and conference organizer, argued 
against half-way reforms. "What China needs 
is not market socialism but market liberal
ism. In the long run, market socialism, like 
central planning, is bound to fail. " 

Yeung Wai Hong, publisher of Hong 
Kong's Next magazine, maintained that Chi
na would do well to follow Hong Kong's 
example and adopt unilateral free-trade poli-
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cies, and Joseph Y. W Pang, executive direc
tor of the Bank of East Asia, argued that a 
"one country, two systems" policy that would 
allow Hong Kong to maintain its current 
institutional framework must be adopted. 

Ed Crane kicked off day two of the con
ference with an address, "Civil Society ver
sus Political Society: China at a Crossroads." 
Crane told the crowd that there are only two 
ways to organize society: through the coer
cion of the state, which might be called "polit
ical society," or through the voluntary actions 
of individuals, businesses, and social orga
nizations, which might be called "civil 
society." Countries that have maximized the 
latter and minimized the former; Crane remind
ed conference participants, have flourished 
both economically and culturally; those that 

JanJes A. Dorn ......... .. ........ ..... .............. V. P., AcademicA.ffoirs 
Patrick S. Korten.... . .. ...... ... V. P., Communications 
Richard A. Long .. .. ... .. .. .. ...... ....... ............. V. P., Administration 

Doug Bandow ................ .. ............ .... ............ ...... .Senior Fellow 
Tom BeU ............ .... .... .Director, Telecommunications Studies 
Diana Brady ............................. .... .. .Director of Administration 
Julie Eagle Briggs ......................... ..... ........ . Conference Director 
Barbara Conry .. .. .. .... .. ......... ................... .Foreign Policy Ana~>st 
Peggy J. Ellis ..... .. .. .. .. .... ...... .. .. .. . .Director, GovermnentA.ffoirs 
Ivan Eland .................. ........... .Director, Defense Policy Studies 
Michael Gough ............... ... .Director, Science and Risk Studies 
Nicole Gray ...... .... ...................... .. .Director of Sponsor Services 
Dan Greenberg ... .... ..... ........ ...... .Director ofCommzmications 
Daniel Griswold ..... .Director, Trade and Immigration Studies 
Edward L. Hudgins .... .... .............. .Director, RegulatoiJ' Studies 
Elizabeth W. Kaplan .. . .... ... ............................. Copyeditor 
David Lampo .... .... .... .... ....... .. .... ............ . .Publications Director 
Robert A. Levy ............... .Senior Fellow, Constitutional Studies 
Aaron Lukas ..... .. .. .. .... ............. .Manager, Information Services 
Stephen Moore . ................... .... .Director, Fiscal Policy Studies 
Tom G. Palmer ........ .. .. .. .. .............. .Director ofSpecial Projects 

. have done the opposite have stagnated. Crane 
closed his talk by stating, "Your struggle in 
China is to create a constitution of liberty. 
The struggle of the United States is to redis
cover and enforce our own. Act for the peo
ple's benefit. Trust them. Leave them alone." 

Kate Xiao Zhou talked about "Market 
Development and Rural Women's Revolu
tion in Contemporary China." Zhou, a native 
of China who is currently teaching at the 
University of Hawaii at Manoa, argued that 
liberalization in China has greatly increased 
the economic bargaining power of women 
and has given them greater financial and 
social freedom. "Market development in the 
past several years has done more to reduce 
patriarchy in China than government action 
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Cato Events 

Fukuyama speaks on tt·ust, Lal on foreign aid 

Social Security, Free Trade Are Forum Topics 
+ June 9: Should regulators-public or 
private-stop individuals and companies 
from collecting information about you as 
you surf the Web, or would controlling the 
use of that information be imprudent? To 
address that question, the Cato Institute 
hosted a Policy Forum titled "Privacy on the 
Internet." Christine Varney of the Federal 
Trade Commission stated that trust is 
necessary to facilitate online commerce and 
that such information gathering could be a 
viewed as a violation of trust. As a result, she 
maintained that the federal government will 
need to consider regulation. Deirdre Mulligan 
of the Center for Democracy and Technology 
argued that private-sector information 
gathering is nearly as worrisome as public
sector information gathering, but she was 
skeptical of state action to correct that alleged 
problem. Solveig Bernstein, associate director 
of telecommunications and technology 
studies at the Cato Institute, maintained that 
most people who are collecting information 
on the Web are doing so for commercial 
purposes- building databases for catalog 
sales, for example- and that the public has 
little reason to be concerned. 

+June 10: At a Roundtable Luncheon Barry 
Klein, president of the Houston Property 
Rights Association, spoke about his efforts 
to oppose illiberal policy proposals in 
Houston. His organization, he reported, has 
helped to defeat a referendum to impose 
zoning and a proposal to construct a mass
transit rail system. He argued that market 
liberals can advance their cause by focusing 
their attention at all levels of government
local, state, and federal. 

+June 15-18: The Cato Institute and Fudan 
University cosponsored a three-day confer
ence, "China as a Global Economic Power: 
Market Reforms in the New Millennium," 
in Shanghai. Among the topics discussed were 
the future of China's market economy; Hong 
Kong, economic freedom, and lessons for 
China; and China's place in the global trading 
order. Among the Chinese speakers were 
Wang Daohan, former mayor of Shanghai, 
and Liu Ji, vice president of the Chinese 
Academy of Social Sciences, who told the 
crowd that "the only people in China who 
still believe in central planning are dogmatic, 
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Edward L. Hudgins (left), editor of Freedom to Trade, and Dan Griswold, Cato's director of trade and immi
gration studies, present a copy of Freedom to Trade to Rep. Philip M. Crane, chairman of the House Sub
committee on Trade, at a Cato Book Forum. 

fossi lized Marxists ." An Open Forum 
attended by more than 150 students was held 
at Fudan University on the first day of the 
conference. 

+June 19: David B. Kopel, associate policy 
analyst at the Cato Institute and research 
director at the Independence Institute, and 
Paul H. Blackman of the National Rifle 
Association talked about their new book No 
More Wacos: What's Wrong with Federal 
Law Enforcement and How to Fix It at a 
Book Forum. The authors argued that the 
deadly siege at Waco was the result of the 
unconstitutional federalization and milita
rization of law enforcement. 

+ June 25: Nearly 250 people attended a 
Cato conference on "NATO Enlargement: 
lllusions and Reality." Numerous speakers 
warned that the admission of East European 
countries may force Russia to seek an alliance 
with China. Ted Galen Carpenter, vice 
president for defense and foreign policy 
studies at the Cato Institute and conference 
organizer, questioned the Clinton admin
istration's vision for NATO. "What they see 
is a hybrid-part collective security arrange
ment, part traditional alliance," said 
Carpenter. "Those two things, by their very 
nature, are in conflict. A collective security 

arrangement is supposed to be as inclusive 
as possible, while a traditional alliance, by 
definition, must be limited and have an 
enemy." Sen. Kay Bailey Hutchison (R-Tex.) 
delivered the luncheon address, "NATO 
Enlargement: Asking the Hard Questions." 
She suggested that, in contrast to what many 
in the media have reported, NATO expan
sion will face opposition in Congress. 

+July 10: Francis Fukuyama, author of The 
End of History and the Last Man and Trust: 
The Social Virtues and the Creation of 
Prosperity, spoke at a Cato Institute Policy 
Forum on "Trust and Development." 
Fukuyama suggested that neoclassical 
economists have underestimated the impor
tance of trust to economic growth. He 
maintained that it is not coincidental that, on 
average, developed countries are charac
terized by a high degree of trust- for example, 
willingness to engage in business ventures 
with people outside one's immediate family
and developing countries are characterized 
by a high degree of skepticism and distrust. 
Stephen Knack of American University 
responded that the economics profession is 
not as blind to the issue of trust as Fukuyama 
claimed. Indeed, he maintained, four Nobel 
Prize winners-Becker, Solow, Buchanan, and 
Arrow-have all written about the subject. 



Sheila Suess Kennedy (left) signs a 
copy of her book, What's a Nice Repub

lican Girl Like Me Doing in the ACW?, 
for Roger Pilon after a Cato Book 

Forum. Linda Chavez of the Center for 
Equal Opportunity offered some critical 

comments about the ACLU. 

+July 16: Deepak La!, James S. Coleman 
Professor of International Development 
Studies at the University of California at Los 
Angeles and a member of the editorial board 
of the Cato journal, spoke at a Policy Forum 
titled "Foreign Aid: An Idea Whose Time 
Has Gone." La! reported that many countries 
currently experiencing rapid rates of growth 
have not been major recipients of foreign 
assistance, while those stagnating have often 
received considerable aid. He questioned the 
efficacy of efforts by the World Bank and 

Cato's vice president 
for external affairs, 
Leanne Abdnor, listens 
as Sen. Jim lnhofe IR· 
Okla.) makes a point at 
a breakfast Policy 
Briefing with Cato poli
cy directors. 

William Shipman, co
chair of Cato's Project 
on Social Security Pri
vatization, rebuts com
mon objections to pri
vatization at a Capitol 
Hill forum. Former rep
resentative Tim Penny 
(right) chaired the 
forum. 

the International Monetary Fund to resolve 
debt crises and promote market reforms in 
poverty-stricken areas . 

+July 17: Sheila Suess Kennedy, executive 
director of the Indiana Civil Liberties Union, 
discussed her new book What's a Nice 
Republican Girl Like Me Doing in the 
ACLU? Kennedy said that a consistent belief 
in limited government means a commitment 
to both civil liberties and economic liberties 
and that a "Goldwater Republican, " as she 

dubbed herself, should feel naturally at home 
in the ACLU. Linda Chavez of the Center 
for Equal Opportunity questioned whether 
the ACLU really is committed to civil liberties 
and limited government, particularly on such 
race-based issues as affirmative action. 

+July 22: At a Book Forum, Cato Institute 
adjunct scholar Robert Corn-Revere dis
cussed Rationales and Rationalizations, a 
new book that he edited. The contributors 
to the volume examine common justifications 
for regulation of broadcast media and find 
them wanting. Commenting were Commis
sioner James Quello of the Federal Commun
ications Commission and Donald West of 
Broadcasting and Cable, who remarked, 
"What the government describes as market 
failure is more often than not a failure of 
government officials to recognize and respect 
the choices of consumers m the 
marketplace." 

+July 22: William Shipman, co-chairman of 
the Cato Institute's Project on Social Security 

. Privatization, talked about his new Cato 
paper "Common Objections to a Market
Based Social Security System: A Response" 
at a Policy Forum held on Capitol Hill. Rep. 
Jim Bunning (R-Ky.) delivered the opening 
remarks, Don Ezra of the Frank Russell 
Company commented on Shipman's paper, 
and discussion was moderated by former 
representative Tim Penny, fellow in fiscal 
policy studies at the Cato Institute. 

+July 29: Rep. Philip Crane (R-ill.), chairman 
of the Subcommittee on Trade of the House 
Ways and Means Committee, delivered the 
opening remarks at a Book Forum for 
Freedom to Trade: Refuting the New 
Protectionism, a new Cato Institute book 
edited by Edward L. Hudgins, Cato's director 
of regulatory studies. Hudgins and Claude 
E. Barfield, who contributed an essay to the 
book, argued that the United States should 
focus on policies that will increase economic 
growth and prosperity-including the 
abolition of trade barriers-rather than 
policies that will eliminate trade deficits. In 
contrast, Kevin Kearns of the U.S. Business 
and Industrial Council maintained that open 
markets can kill American enterprises and 
that the trade deficit should be a ma jor 
concern of policymakers. 

+July 31: Sen. James Inhofe (R-Okla. ) came 
to the Cato Institute for a Policy Briefing. 
He discussed NATO expansion and other 
national security issues, clean air standards, 
and fiscal policy with Cato policy directors.• 
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Policy Forum 

Market Reforms for China 

0 
n June 15- 18, 1997, the Cato Institute 
held its second conference in Shanghai, 
China. The first was in September 
19 8 8. Conference panels dealt with 

economic development, the rule of law, 
international affairs, the environment, and 
the welfare state. Following are excerpts from 
the remarks of James A . Darn, Cato's vice 
president for economic affairs and conference 
organizer; Ted Galen Carpente1; vice 
president for defense and foreign policy 
studies; Jerry Taylor, director of natural 
resource studies; Yeung Wai Hong, publisher 
of Hong Kong's Next magazine; Fan Gang, 
director of the China Reform Foundation; 
and Kate Xiao Zhou, author of How the 
Farmers Changed China . 

James A. Darn: Although China has recog
nized the error of Soviet-style central plan
ning and has intwduced a market system, 
that system is still half-baked. The question 
is, Will China move all the way to a genuine 
free private market? 

In making that 
transition, China 
could learn from 
the West and also 
from its own 
ancient culture. The 
philosophy of Lao
tzu, fo und in the 
Tao Te Ching, writ
ten some 2,000 
years before Adam 
Smith's The Wealth 
of Nations, con
tains many para!- James A. Dom 
leis to Smith's work in its emphasis on non
intervention and the principle of spontaneous 
order. In 1776 Smith argued that if "all sys
tems either of preference or of restraint" were 
"completely taken away," a "simple sys
tem of natural liberty" would evolve "of its 
own accord." Each individual would then 
be "left perfectly free to pursue his own inter
est his own way, and to bring both his indus
try and capital into competition with those 
of any other man, or group of men," pro
vided "he does not violate the laws of jus
tice." 

The notion that a la issez-faire system will 
be harmonious if government safeguards per
sons and property is the foundation of the 
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West's vision of a market-liberal order, but, 
as I mentioned before, it is also inherent in 
the ancient Chinese Taoist vision of a self
regulating order- an order we might call 
"market Taoism." Just as the principle of 
spontaneous order is central to economic lib
eralism, the principle of wu-wei (nonaction) 
is fundamental to Taoism. 

"The philosophy of Lao-tzu," writes 
Wing-Tsit Chan, "is not for the hermit, but 
for the sage-ruler, who does not desert the 
world but rules it with noninterference." In 
the Tao Te Ching, it is written: "Take no 
action and the people of themselves are trans
formed ... . Engage in no activity and the 
people of themselves become prosperous." 
Moreove1; "when the government is nondis
crirninative and dull, tl1e people are contented 
and generous." On the other hand, "the more 
laws and orders are made prominent, the 
more thieves and robbers there will be." 

Like bamboo, the free market is resilient, 
and like water, the market will seek its nat
ural course-a course that will be smoother, 
the wider the path the market can take and 
the firmer the institutional banks that con
tain it. The challenge for China is to widen 
the free market and provide the institution
al infrastructure necessary to support private 
markets. 

It's time for China to reclaim her heritage 
and once again cultivate the idea of sponta
neous order. That order is market Taoism, 
not market socialism. 

Ted Galen Carpenter: There are few, if 
any, tasks facing Washington and Beijing that 
are more important than preserving a pro
ductive and peaceful long-term relationship. 
Success in that endeavor will provide enor
mous benefits to both societies and enhance 
the prospects for peace and stability through
out the Pacific Basin. Failure will damage 
both societies and create the risk of a cata
strophic military collision. 

U.S. policymakers need to understand 
that no country, even one as powerful as the 
United States, can dictate to other great pow
ers. Washington's policy toward China in 
recent years, however, seems to consist of a 
lengthy series of demands to which there is 
little reason to hope that Beijing will respond 
positively. 

Perhaps the least constructive aspect of 

the relationship has been the annua l con
troversy about whether the United States 
should extend China's most favored nation 
trade status for another year. 

The annua l spectacle does little except 
cause needless fr iction in U.S.-Chinese rela
tions. The temptation to link trade and human 
rights is understandable, since Beijing's intol
erance of political and religious dissidents 
troubles anyone who values individual free
dom. Such repression is all too common in 
the world, howev
el; and the United 
States cannot allow 
moral outrage to 
govern its trade 
relations with for
eign countries. 
America would 
have to sever com
mercial ties with 
numerous nations 
if it consistently 
heeded moral con- Ted Galen Carpenter 

siderations. How could we justify the pur
chase of oil from Saudi Arabia, for example? 
Moreover, the freedom to buy or sell prod
ucts and services without arbitrary govern
ment interference is itself an important human 
right-for Americans as well as Chinese. 

Washington should end the annual squab
bling by granting China unconditional and 
indefinite MFN status- which should be 
renamed "normal trade relations" to better 
reflect what MFN actually gives any nation 
with that designation. If the United States 
wants to address such issues as the treatment 
of political dissidents and the protection of 
intellectual property rights, those matters 
should be handled through diplomatic 
channels. 

More attention needs to be paid to secu
rity issues, since disagreements in that realm 
can jeopardize the U.S.-PRC relationship. It 
is encouraging that, in late 1996 and early 
1997, the Chinese government pursued ini
tiatives to improve relations with several adja
cent countries, including India, Russia, and 
Vietnam. One agreement, which outlined 
troop reductions along China's borders with 
Russia, Kyrgystan, Tajikistan, and Kazakh
stan, was hailed by President Jiang as "a mod
el of security differing from the Cold War 
mentality." Such actions lend credence to the 



Wfbe notion of laissez faire is inherent in the 
ancient Chinese Taoist vision of a seN-regulating order.~ 

-James A. Dom 

view that the PRC harbors no expansionist 
ambitions and is serious about playing a 
peaceful and constructive role in interna
tional affairs. 

The PRC can help allay remaining Amer
ican concerns by matching its conciliatory 
initiatives toward its major land neighbors 
with similar moves in the western Pacific. 
A proposal from Beijing to submit the vari
ous island disputes to international arbitra
tion would provide compelling evidence of 
China's peaceful intentions. A statement 
renouncing the use of force to resolve the dis
agreement over Taiwan-unless the Tai
wanese authorities issue a declaration of inde
pendence-would defuse that dangerous sit
uation and offer even stronger evidence that 
worries about possible aggressive behavior 
by the PRC in East Asia are misplaced. 

Jerry Taylor: The worst threat to the envi
ronment in China is not "unregulated" growth 
but the continuing existence of severe pover
ty. For example, deforestation is caused large
ly by landless peasants clearing land in fron
tier areas where 
property rights are 
still undefined. Also 
contributing is the 
fact that 70 percent 
of the energy con
sumed in rural 
areas comes from 
biomass, a low'{;OSt 
but horribly inef
ficient fuel that con
tributes not only 
to deforestation but Jeny Taylor 

to severe air pollution problems as well. Eco
nomic growth would replace that "poor 
man's" fuel with other more efficient and 
environmentally benign fuel stocks. 

Also, consider urban air quality, one of 
the most important environmental issues fac
ing China. The widespread introduction of 
the automobile is one of the main causes of 
poor air quality. Vehicular emissions from 
Chinese-made automobiles are about 15-20 
times greater than those of comparable for
eign vehicles. But the reason that Chinese 
vehicles are so dirty is not simple stupidity, 
corporate venality, or social myopia about 
environmental health. The reason is that only 
very low-priced transportation is affordable 

in a society with a $700 per capita annual 
income. Only with growth will Chinese con
sumers be able to afford less polluting vehi
cles . Simple regulatory edicts will only dis
comage new automobile sales and keep con
sumers in older, poorly maintained, and heav
ily polluting vehicles. 

Effective enviromnental protection requires 
large capital investments. In the United States, 
for example, the establishment of effective, 
state-of-the-art municipal sewage treatment 
facilities has required an investment of $150 
billion over the past 25 years. Only a wealthy 
society can afford such an undertaking. All 
the regulations in the world can't substitute 
for advanced technology capable of turn
ing human waste into drinkable water. 

So, for China to dramatically improve its 
environment, it must further free its econo
my and promote economic growth. It should 
also pursue the following reforms: 

• Disengage from the global "sustainable 
development" network. 

• Dismantle domestic agencies dedicated to 
promoting sustainable development. 

• Establish legally enforceable property rights 
to environmental property. 

• Eliminate government energy and water 
subsidies. 

• Replace command-and-control regula
tions with market-oriented regulatory 
policies. 

Yeung Wai Hong: Hong Kong is testimony 
to the efficacy of free trade. By keeping its 
door to trade wide open, Hong Kong has 
squeezed the last drop of value out of what
ever scarce resources it has. By largely resist
ing the temptation to intervene, the Hong 
Kong govenm1ent has allowed market forces 
at home and abroad to dictate the direction 
that the economy is to take. 

Some observers see that as economic Dar
winism raw and pure, while many others 
have attacked it as a policy of colonial neglect. 
I for one see it as a policy of tough love. I 
want to share with you some of the bene
fits of tough love as policy from the per
spective of someone who is at the point of 
the market stick. 

I am in the publishing business, a busi
ness that is as competitive as it gets in Hong 
Kong, where more than 40 daily newspapers 

and 600 magazines fight over a reading pop
ulation of just over 5 million. With compe
tition like that, the first order of survival is 
to keep costs down. Publishing, however, 
means much more than cost cutting. It is also 
an industry that tolerates no disruption in 
production. A magazine or newspaper has 
to come out as scheduled. 

When we went looking for printers, I was 
struck by the fact that one of them had only 
one press, albeit a gigantic conm1ercial web. 
I asked the printer 
what he had for a 
contingency plan 
should something 
go wrong with his 
only press. Instead 
of keeping an 
expensive web idle 
merely for backup, 
the printer told me 
that he relies on d1e 
Japanese manu
facturer of his Yeung Wai Hong 

machine to send a team of engineers to Hong 
Kong at a moment's notice should an emer
gency occur. Impressed by the confidence 
that he had in his Japanese manufacturer, we 
selected his company as one of our three 
printers . That was five years ago. 

I am happy to report that in those five 
years we have suffered no disruption in pub
lication, though the Japanese manufactur
er's rapid deployment capability has been 
tested on several occasions. The fact that 
international emergency service is literally 
only a phone call away speaks volumes about 
the benefits of Hong Kong's being a free port. 

If Hong Kong were just another inter
vention-bent country and not a free port, it 
would have erected various barriers to pro
tect those sectors that bureaucrats wanted 
to promote. And had that been the case, the 
Japanese engineers could not have come so 
readily to our aid . 

What can China learn from Hong Kong? 
A lot. If the Chinese government can trust 
the Chinese people's resourcefulness, as the 
Hong Kong government has trusted that of 
the people of Hong Kong, if Chinese bmeau
crats can resist the temptation to intervene, 
as Hong Kong bureaucrats have, then there 
is really no linut to how far the Chinese econ-

Continued on page 8 
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.-Patriarchy is extremely vulnerable to the control 
of money by women.~ 

MARKET REFORMS Continued from page 7 

amy can go. This is Hong Kong's lesson: open 
yourself to trade and let market forces loose. 

Fan Gang: The main achievement of 17 years 
of gradual economic reform in China has 
been, not the reform of the state sector, but 
the development of a dynamic nonstate 
sector. While state-owned enterprises (SOEs) 
are suffering growing financial losses, the 
nonstate sector is developing tremendously. 

Indeed, China's 
rapid economic 
growth has been 
due mainly to the 
dynamic expansion 
of the nonstate sec
tor, which consists 
of private and semi
private enterpris
es, community
owned rural indus
trial enterprises, 
share-holding cor- Fan Gang 

porations, and foreign joint venture compa
nies. It is that development that makes the 
Chinese economy now a "dual-track econ
omy. " 

Reform started in 1979 when the col
lective "commune" system was replaced by 
household farming. That single reform made 
agriculture, which accounted for over 30 per
cent of gross domestic product and 30 per
cent of the labor force, private. When farm
ers became able to decide not only what they 
wanted to do on their "contracted land" but 
also what to do with their surplus labor, small 
private businesses-in transportation, retail
ing, and crafts- started to develop. 

Another important factor underpinning 
the reforms is increasing capital inflow, par
ticularly investments made by overseas Chi
nese. Overseas Chinese investors have rela
tively open access to Chinese markets and 
invest mostly in the labor-intensive nonstate 
sectors. From 1979 to the end of 1995, there 
was $137 billion in foreign direct investment 
in more than 330,000 projects; $37.8 billion 
of that was invested in 1995 alone. Approx
imately 67 percent of foreign direct invest
ment comes from Hong Kong, Macao, and 
Taiwan. A considerable percentage also comes 
from the United States and Japan. 
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Not surprisingly, the nonstate sector has 
developed more dynamically in regions where 
reforms were introduced more rapidly. Four 
southern coastal cities, including Shenzhen 
and Xiamen, were chosen to be "special eco
nomic zones" in 1980, and Hainan province 
became the fifth in 1988. In addition, anoth
er 20 cities were approved as "economic and 
technological development areas." In most 
of those regions, the nonstate sector con
tributes more than 70 percent of GDP. 

Moreover, the growth of the nonstate sec
tor has fundamentally changed the face of 
the state sector, providing new and favor
able conditions for SOE reform. For 
example: 

• The growth of nonstate firms has provid
ed the means for the capital restructur
ing of SOEs. In the 1990s private indi
viduals have become financially and polit
ically capable of purchasing state assets 
and state enterprises (at least small ones). 
Indeed, in some counties of Shandong 
province, for example, up to 70 percent 
of small SOEs have been privatized. 

• The development of the nonstate sector 
has provided new job opportunities for 
state employees. That factor has been par
ticularly significant in reducing resistance 
to reform. 

• The growing nonstate sector has forced 
SOEs to face market competition. With 
the increase of market competition, the 
institutional weaknesses of the SOEs have 
been increasingly revealed. 

• The dynamic growth of the nonstate 
sector has provided a "domestic institu
tional example" for the reform of the state 
sector. 

The progress of "bottom-up" small SOE 
reform in the past three years indicates that 
China will be ready for similar reform of 
medium and large SOEs in the next decade. 

Kate Xiao Zhou: Most studies of women 
and market development stress the nega
tive impact of markets on the lives of women. 
Market development in China has had a dif
ferent outcome. The baochan daohu (turn
ing over production to the household) farm
ers' econom ic movement (markets, rural 
industrialization, and migration) is the pri-

mary cause of the changing position of rur
al women-80 percent of Chinese women, 

Before Mao initiated socialist revolution, 
rural women's lives were largely confined to 
the family context. The ideal woman had 
sancong side (three dependencies and four 
viltues). Sancong means that a woman depends 
on her father as a child, on her husband as 
a married woman, and on her son as a wid
ow. Side requires a woman to be virtuous in 
morality, mannerly in both speech and appear
ance, and good at women's work (cooking 
and sewing). The division of labor was nan 
gengnu zhi (men farm and women weave). 

One of Mao's goals was to eradicate 
the oppression of women. The state tried 
to use political means (laws and propagan
da) to bring about sexual equality, and the 
government expanded the education of many 
rural women. Government policy also encour
aged rural women's economic participation 
in agricultural production. 

But the state's anti-market policies also 
frustrated the desires and aspirations of rur
al women. Starting in 1952-53 socialist poli
cies curbed markets and exploited the rural 
people for urban 
industrialization 
and to support a 
rapidly growing 
bureaucracy. The 
banning of markers 
enabled the state 
to secure a monop
oly on grain and 
cotton at imposed 
low prices. As a 
result, every pound 

Kate Xiao Zhou of grain the rural 
people sold to the state represented an eco
nomic loss, while the state sold goods to farm
ers at high prices. To make sure that rural 
people did not escape from their agricultur
al slavery, the government imposed the huk
ou system, under which one's grain ration 
was tied to one's place of residence. 

The change from commune to baochan 
daohu in the late 1970s and early 1980s was 
the mechanism for the transformation of 
occupational and job activities for most rur
al people, women in particular. Under the 
baochan daohu system families began to pro
duce for markets, and the rura l population 
became predominantly, if not totally, man-

.. 



Senator Hutchison: It)s not a done deal 

NATO Enlargement Risks Explored at Seminar 

0 
n June 25th the Cato Institute hosted 
a conference to discuss what is perhaps 
the most significant foreign policy issue 
of the post- Cold War era : NATO 

expansion. Titled "NATO Enlargement: 
Illusions and Reality," the event attracted an 
overflow crowd of nearly 250 people to the 
Institute's F. A. Hayek Auditorium. 

Delivering the luncheon address at the 
day-long conference was Sen. Kay Bailey 
Hutchison (R-Tex.) . She suggested that, in 
contrast to what many in the media have 
reported, NATO expansion will face oppo
sition in Congress. 

Currently, 12 countries are being con
sidered for inclusion in the alliance- 3 in the 
"first round" of expansion and 9 in the "sec
ond round." The first-round countries are 
Poland, the Czech Republic, and Hungary; 
the second-round countries are Albania, Bul
garia, Estonia, Latvia, Lithuania, Macedo
nia, Romania, Slovakia, and Slovenia. Jonathan 
Dean, adviser on international security issues 
for the Union of Concerned Scientists, argued 
that the second round of expansion poses 
the most serious problems because Estonia, 
Latvia, and Lithuania all border Russia. If 
those countries are admitted, Russia may feel 
threatened. And if that happens, Russia may 
look to the East for an alliance with China, 
warned Stanley Kobei; research fellow in for
eign policy studies at the Cato Institute. Kober 
urged the crowd to fundamentally reconsider 
the continued existence of NATO. He argued 
that the alliance was never intended to be 
permanent; it was formed to meet a goal that 

ey oriented. Generally speaking, under the 
new incentive system women's participation 
in economic activity increased rapidly. 

Throughout the 1980s migration destroyed 
the social immobility imposed on the rural 
population by the collective system. Most 
female migrants depend on individual action 
and are, in fact, more resolute than men. Giv
en the structural discrimination {the persis
tence of the hukou system), many rural male 
migrants expressed the desire to go back to 
villages if things did not work out. Few 
rural female migrants expressed that desire. 
Such determined female migrants moved 
from one place to the next looking for work 

has already been achieved: protecting mem
ber countries from the Soviet Union. 

Fred Ikle of the Center for Strategic and 
International Studies echoed Kober's con-

Sen. Kay Bailey Hutchison (R-Tex.) tells an overflow 
crowd at Cato's conference on NATO enlargement 
that the issue is not yet settled, despite President 
Clinton's triumphal tour of Central Europe. 

cerns about how expansion will affect Rus
sia. "If Russia feels threatened from the West, 
then it may enter into a 21st-century version 

and business opportunities. Thus rural women 
contributed to the rise of free labor mar
kets in China. 

Migration and relatively free labor mar
kets in turn brought direct benefits to rural 
women. One such benefit is an increase in 
women's autonomy. Working in factories 
enabled many rural women to be economi
cally and physically independent of their male 
family members . Migrants have to depend 
on themselves to develop new social relations 
while sustaining old ties. As one Shanghai 
migrant told me in 1995, she was learning 
in shehui daixueu (society university). 

The simple fact is that there is no femi-

of the Stalin-Hitler pact- namely, a Russian
Chinese pact." 

Ted Galen Carpenter, Cato's vice presi
dent for defense and foreign policy studies, 
questioned the Clinton adminisu·ation's vision 
for NATO. "What the administration sees 
is a hybrid- part collective security arrange
ment, part traditional alliance. Those two 
things, by their very nature, are in conflict. 
A collective security arrangement is supposed 
to be as inclusive as possible, while a tradi
tional alliance, by definition, must be limit
ed and have an enemy." William Hyland, 
former editor of Foreign Affairs, argued that 
NATO expansion would be a frivolous 
gesture because, if admitted, the new mem
bers could not be credibly defended. "If the 
defense of its new members is to be serious
ly contemplated," argued Hyland, "expan
sion of NATO will require the creation of a 
massive reserve force. Currently, however, 
the military establishments of the United 
States, Britain, France, and Germany are 
shrinking, a trend not likely to be reversed." 

Alan Tonelson, senior fellow at the U.S. 
Business and Industrial Council Education
al Foundation, stated that "NATO expan
sion rests on the notion that Eastern and Cen
tral Europe are of great significance to the 
security of the United States. In fact, that is 
not the case. Central and Eastern Europe 
have always played a secondary role in Amer
ican foreign policy, and with good reason." 

The papers presented at the conference 
will be published as a book early next 
year. • 

nism in countries where markets do not play 
an important role in people's lives. Even in 
the West, the rise of feminism was linked to 
the industrial revolution and the develop
ment of capitalism. The Chinese farmers' 
spontaneous apolitical movement has, quite 
unintentionally, done more to dilute China's 
age-old patriarchal patterns than has the 
political leadership of the PRC in more than 
four decades. 

Economic independence increases women's 
self-confidence and gives them whatever 
increases in power go along with the control 
of money. Patriarchy is extremely vu lnera
ble to the control of money by women. • 
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--Governments are always propping up the past 
in the name of progress.~ 

TELECOSM Continued from page 1 

They'll be as portable as your watch and as 
personal as your wallet. They'll recognize 
speech, navigate streets, plug into your car. 
They may not do windows, but they'll do 
doors-they' ll open your garage door, your 
front door, your car door, the door to your 
safe. They'll collect your mail, and read it to 
you if you want. They'll connect to a vari
ety of displays of all kinds with irLfrared con
nectors or possibly radio frequen
cy connectors. They won't be lim
ited to any particular form of dis
play. l11ey'll all have Internet address
es and they'll have Java runtime 
engines. And they will be low-pow
er devices. They have to be low 
power because one of the scarci
ties of tllis era, surprisingly enough, 
will be power. Mobile technology 
faces real power constraints. Bat
tery technology does not advance 
as fast as other technologies. 

The model for the new uses 
of spectrwn will be the cell phones 
and door openers mat share a tiny 
span of frequencies today without 
significant conflict. So it's really a 
cellular network, and the speed of 

the worst technology-windmills, catalytic 
converters, high-definition television-in the 
name of progress. To circw1went that prob
lem-to effectively enhance the span of life 
by increasing technological efficiency-is the 
key role of business. 

So time is what's scarce. What's abun
dant? What's the defining abundance of 
the era? l11e defining abundance of any indus
trial era is easy to recognize. It is marked 
by the plummeting price of a key factor of 

light is a constraint that dictates George Gilder 
the dominance of cellular mesh net-
works. The speed of light will dictate tl1e evo
lution of technology. 

The Span of Life 

The other key scarcity is the span of life, 
which I can swn up as the customer's time, 
the creator's time, the citizen's time, or the 
constituent's time. In an era of material scarci
ty, the customer's time was always an exter
nality. By all means waste the customers' 
time! Line them up in a queue! Have them 
spend days and nights filling out forms! Keep 
them on a couch watching endless hours of 
television programs so that they can catch a 
few irrelevant advertisements! And by all 
means waste the creator's time! Make him 
come to Washington; make him line up out
side lawyers', politicians', and regulators ' 
offices; make him spend 16 years to get 
approval for cellular telephony; and then, in 
the end, approve the worst technologies. 
Government has a history of propping up 
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production. In the industrial era it was of 
course horsepower that plunm1eted in price. 
The price of physical force measured in kilo
watt-hours ultimately dropped from thou
sands of dollars to seven cents. We've just 
gone through the microprocessor era, when 
the price of a transistor dropped from about 
seven dollars in the early 1960s to a few mil
lionths of a cent today. Those were the key 
teclmologies of the previous eras. And they 
prospered to the degree that they were not 
heavily regulated. Activity and creativ ity 
almost always flow to the least regulated 
arena. 

There's been a flaw in the technology of 
microprocessors, the technology of sand. To 
get an idea of its abundance, it's worth remem
bering that a si licon clup is made up of the 
three most common substances in the crust 
of the earth-silicon, oxygen, and alunlinwn. 
But there is a flaw and I like to sum it up 
by telling the story of the car in the jungle. 

If you encountered an automobile in the mid
dle of the jungle, you might regard it as quite 
an impressive teclmology, particularly if you'd 
never seen an automobile before. It has heat, 
light, air conditioning, radio communica
tions, a big back seat, and even a loud horn 
to frighten off fierce animals. You might nev
er imagine in contemplating this car in the 
jungle, howevet; that the real magic of auto
mobiles comes in conjunction with roads. 
For the last 30 years or so, we've mostly used 

our computers like cars in the jLm
gle. We've been using desktop
oriented applications, without 
ever realizing that the real magic 
of computers comes in conjunc
tion with networks. Of course, 
we've had local area networks
LANs-but at LAN's end is a com
mwlications cliff and a bandwidth 
scandal, and you're back to the 
heavily regulated 4-kilohertz jun
gle of the telephone wires. The 43 
million tons of copper that the 
regional Bell operating compa
Ilies command is, I believe, essen
tially a copper cage. It prevents 
us from effectively developing the 
new technologies that really will 
define the new cellular device-
the CDMA spread-spectrwn per
sonal computer. 

It is providential again that, like a giant 
river approaching a waterfall, a new key fac
tor of production is nearing its historic cliff 
of cost. And that new factor of production 
is bandwidth, communications power. Its 
in1porrance is really rising at a stunning pace, 
far beyond what most people comprehend. 
For example, we are developing technology 
that essentially allows you to send many sep
arate bit streams down a single fiber thread 
as thin as a human hair. (There are some 25 
million miles of fiber thread in the United 
States today, and it's being laid at a rate of 
about 4,000 miles a day.) 

Recently, it's become possible to escape 
the necessity for opto-electronic repeaters. 
That means that we are now able to send 
messages from origin to destination entire
ly on wings of light. And over the last two 
years laboratories from NTC Yokosuka Labs 
to Lucent Bell Labs to NEC have all demon
strated terabit per second u·ansnlissions down 



Wfbe myth that spectrum is a natural resource has to be overcome to 
prevent government from reducing it to a truly scarce resource.~ 

a single thread. To understand what a ter
abit per second is, it's worth knowing that 
in 1994 the worldwide telephone system
all over the entire world-transmitted about 
a terabit per second. It's now possible to put 
a terabit per second down a single fiber thread. 
Actually, NEC just announced that it has 
developed three terabit per second technol
ogy. This is a contentious issue because a lot 
of people don't think the technology is com
ing, but I guarantee you that it is. 

A few weeks ago, by the way, I predict
ed that the initial public offering of an obscure 
company called Ciena Corporation would 
be bigger than Netscape's IPO. Everybody 
thought that was ridiculous. But Ciena went 
public and it was bigger than Netscape. It 
was valued at $3.4 billion. It commands the 
wavelength division multiplexing technolo
gy of many bitstreams down a single fiber 
thread, and it has allowed Sprint to deploy 
a 40 gigabit per second backbone for its long
distance capacity. MCI also has developed 
such a backbone. What that has produced 
is an explosion of Internet traffic. 

In April 1996 I had lunch with Bob Met-

calfe, founder of 3Com Corporation. At that 
time, he was predicting a crash of the Inter
net, because he believed it simply couldn't 
handle much more traffic . So I started fol
lowing Internet traffic figures very closely. It 
turns out that Internet traffic in the United 
States has risen 10-fold in the year since I 
talked to Bob. And since the effective priva
tization of the Internet in April1994, traffic 
has risen from 15 terabytes a month to about 
2.1 petabytes a month-a petabyte is 10 to 
the 15th power-in the United States. That 
figure doesn't really include global Internet 
traffic. Despite the rapid growth of Inter
net traffic- the 140-fold increase since April 
1994-there still is pain. For example, Andy 
Grove, the head of Intel, declares that band
width increases 100 times more slowly than 
our ability to use it. 

Morons' Law 

What's the problem here? We have an explo
sive tide of new bandwidth, yet we some
how still have Andy Grove struggling to use 
mips and bits to compensate for the inade
quate bandwidth of the regulated jungle. The 

Cato Calendar 

essential conflict is between the inescapable 
laws that govern teclmology and government 
regulation, what could be called Morons' 
law. Morons' law is inexorably hostile to the 
flood of creativity we have witnessed. I like 
to sum up the conflict with a story of the 
inventor of chess and the emperor of China. 
Some of you may know this story, but it 's 
sti ll a joy to tell it. 

The emperor of China was so excited 
about the invention of chess that he offered 
the inventor anything he wanted in the king
dom. The inventor thought for a moment 
and said, "One grain of rice, Your Majesty." 
" One grain of rice ?" the puzzled emperor 
asked . "Yes, one grain of rice on the fi rst 
square, two grains of rice on the second 
square, four grains of rice on the third square, 
and so on through the 64 squares on the 
chessboard." The emperor readily granted 
that seemingly modest request. Of course, 
there are two possible outcomes to this sto
ry. One is that the emperor goes bankrupt 
because 2 to the 64th power grains of rice 
equals 18 million trillion grains of rice, which 

Continued on page 12 
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._Don't solve problems. When you solve problems, you end up 
subsidizing your weaknesses.~ 

TELECOSM Continued from page 11 

would cover the entire surface of the earth 
with rice fields two times over. So the emper
or has a problem. But emperors don't like 
having problems and so the inventor loses 
his head. The emperor decapitates the tech
nology. There's one obvious rule that the sto
ry conveys and that is, Always keep an eye 
on the emperor! 

It's worth noticing that for the first 32 
squares of the chessboard, the emperor could 
easily produce the 4 billion grains of rice 
required. Things really didn't start happen
ing until the second half of the chessboard 
was reached. By 1994 there had been exact
ly 32 doublings in computer power since the 
invention of the NEAC digital electronic com
puter after World War II. So there have now 
been two years on the second half of the 
chessboard and things are really popping. A 
140-fold rise in Internet traffic for example 
is the kind of awesome development that has 
occurred. 

The other thing that's happened is that 
e-mail has overwhelmed postal mail in the 
delivery of messages in America. All those 
changes produce a process often called "dis
intermediation," which originated in the 
banking industry. Disintermediation is a big 
and confusing word, so I prefer the simpler 
and commoner phrase, "dis. " And what the 
explosion in e-mail use has done is "dis" the 

CHINA Continued from page 3 

did in the previous four decades." 
Michael Tanner, director of health and 

welfare studies at the Cato Institute, urged 
China to adopt a privately run defined
contribution retirement system sinlliar to the 
one in Chile. The man who developed that 
system, Jose Piiiera, co-chairman of the Cato 
Project on Social Security Privatization, told 
the crowd that since Chile privatized its pen
sion system in the early 1980s, it has expe
rienced an average annual growth rate of 7 
percent. After the conference, Piiiera met 
with the official in charge of developing Chi
na's pension system, who expressed great 
interest in Chile's successful move toward 
privatization, and gave six reasons why a pri-
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Postal Service. 
Another amazing thing that happened 

recently was that for the first time data bits 
outnumbered voice bits in the telephone net
works . In addition, in 1996 more personal 
computers were sold than televisions. Because 
of those trends, I believe that TV and tele
phony are dying-but the television and tele
phone industries are not going to let them 
die without a struggle. They will come to 
Washington and ask regulators to save them 
from competition. So, the real issue will be 
whether they will be able to get Washington 
to decapitate the inventors of the new tech
nology. If they are successful, other places all 
around the world will, of course, be happy 
to carry the ball. 

Propping Up the Past 

As I said before, governments are always 
propping up the past in the name of the 
progress, and you will see a frenzy of effort 
to prop up the broadcasters. Washington will 
work to keep that totally obsolete, useless 
source of industrial pollution-whenever you 
see a broadcast tower, just think of a smoke
stack with no filters-on its feet. In return, 
what the broadcasters will promise is to apply 
filters. They will offer children's program
ming, news programming, free political ads, 
anything Washington wants. Eventually tele
vision will be nationalized by default. But 
because activity flows to the least regulated 

vate system for China would be preferable 
to a pay-as-you-go state-run system. 

Jerry Taylor, director of natural resource 
studies at the Cato Institute, advised China 
to abandon its obsession with the fashion
able Western notion of sustainable develop
. ment. In the long run, "economic growth, 
not sustainable development, is the only pol
icy that can produce a clean and healthy envi
ronment for China." 

Closing the conference was Liu Ji, vice 
president of the Chinese Academy of Social 
Sciences. He discussed "Prospects of Reform 
in China's Economic System." Although he 
is not a believer in laissez-faire capitalism, 
he maintained that the only people in 
China who still cling to the idea of 
central planning are "fossilized, dogmatic 

arena, I think the computer networking busi
ness can prevail. 

That brings me to what I think should 
be the two key regulatory principles. First, 
you can never have a level playing field. When 
someone talks about a level playing field, 
laugh him out of the room. You can't have 
a level playing field with capitalism. Only 
with socialism can you have a level playing 
field- a playing field where everybody is 
equally poor and a few bureaucrats are in 
charge. Competition means somebody wins, 
and somebody makes money. What compe
tition means in Washington, of course, is 
essentially the allocation of markets by reg
ulators. Whenever a politician says he's pro
moting competition, that's what he's doing
he's giving more power to regulators to allo
cate markets. He is attempting to deny the 
fact that you can never have a level playing 
field. 

Second, spectrum is not beachfront prop
erty. It is not precious real estate; it has noth
ing to do with nature. Instead it is created 
through scientific dynamism. The myth that 
spectrum is a natural resource has to be over
come in order to prevent government from 
treating it like, and reducing it to, a truly 
scarce resource. That would be a crippling 
limitation on the evolution of powerful 
and important technology-and a classic 
example of government's clumsy problem 
solving. • 

Marxists." 
In addition to the formal presentations, 

Fudan University hosted an Open Forum 
for students and conference participants. 
David Boaz of the Cato Institute, Roberto 
Salinas-Leon of the Center for Free Enter
prise Research in Mexico City, Richard Y . 
C. Wong of the Hong Kong Centre for Eco
nomic Research, Zhang Shuguang of the 
Unirule Institute of Economics in China, and 
Jose Piiiera of the International Center for 
Pension Reform discussed the roles their orga
nizations play and entertained questions from 
the crowd. More than 150 students from 
Fudan University attended the event. 

The papers presented at the conference 
will be published as a book ea rly nex t 
year. • 
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A coverfor intervention? 

Book Reexamines Role of United Nations 

''I
t is not isolationism, much less 
know-nothingism, to insist that the 
role of the United Nations- and 
America's relationship to the world 

body-be carefully examined and that the 
UN's performance be subject to a rigorous 
cost-benefit analysis," writes Ted Galen 
Carpenter, vice president for defense and 
foreign policy studies at the Cato Institute, 
in the introduction to Delusions of Grandeur: 
The United Nations and Global Intervention. 
The book, edited by Carpenter, includes 18 
essays, all of which were presented at an 
October 1996 Cato Institute conference. 

The contributors examine a number of 
issues, including the United Nations as peace
maker and peacekeeper, the UN's social and 
environmental agenda, and the UN's role 
in economic development. 

congressional approval. "Since 1994," Tonel
son writes, "[President Clinton] has cited the 
need to assist UN missions or enforce UN 
resolutions in Bosnia, and more recently Iraq, 
to justify use of military force." Such presi
dential actions, Tonelson concludes, are not 
only imprudent but also unconstitutional. 

Ian Vasquez, director of the Cato Insti
tute's Project on Global Economic Liberty, 
assesses the development record of the World 
Bank and the International Monetary Fund. 
Vasquez claims that much of the aid that 
those groups distribute winds up in the hands 
of corrupt regimes that have imposed anti
growth policies on their citizens. As a result, 
any chance for serious institutional reform 
that would lift those countries out of pover
ty is lost. In conclusion, Vasquez writes, "The 

. world would be better off without the IMF 
and the World Bank." In his essay "UN Military Missions as a 

Snare for America," Doug Band ow, senior 
fellow at the Cato Institute, argues that the 
United States has intervened in numerous 
UN operations around the world at a time, 
the post-Cold War era, when it should be 
rethinking its military commitments. "Col
lective security was not desirable or practi
cal even during Woodrow Wilson's era," 
writes Bandow. "It has even less appeal as 
a strategy today. " Bimdow calls for the pres-

ident, and Congress if the president refuses 
to act, to bar American military participa
tion in UN missions. 

Other contributors to the volume include 
former State Department official Stefan Halper; 
Robert B. Oakley, former U.S. special envoy 
to Somalia for presidents Bush and Clinton; 
and Richard Wagner, Holbert L. Harris Pro
fessor of Economics at George Mason Uni
versity. 

Similarly, Alan Tonelson of the U.S. Busi
ness & Industrial Council Educational Foun
dation argues that recent presidents have 
found the UN a useful means for getting the 
United States into military conflicts without 

Copies of Delusions of Grandeur can be 
purchased for $19.95 (cloth) or $10.95 {paper) 
by calling 1-800-767-1241. • 

Economic Freedom 
of the World 

T
he Cato Institute, in cooperation 
with the Fraser Institute of Cana
da and dozens of other free-mar
ket think tanks, has published Eco

nomic Freedom of the World 1997 
by James Gwartney of Florida State 
University and Robert Lawson of Cap
ital University. The book is an updat
ed and expanded version of Economic 
Freedom of the World: 1975-1995. 
It gives updated figures for each 
country and adds 23 new countries. 
Finishing at the top of the list is 

Hong Kong with a cumulative score of 9.3. The 
United States finishes fourth with a score of 7.9. 
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New book answers the latest critics of free trade 

Protectionism Is Still a Bad Idea 

D
ebates over free trade have been heated 
recently. Opponents of u·ade, especially 
conser-vative and Republican critics, 
have been voicing their opinions with 

an intensity that would have been unheard 
of just a decade ago. But do their concerns 
have merit, and should they influence 
public policy? The new Cato publication 
Fteedom to Trade: Refuting the New 
Protectionism grapples with those 
questions. 

ally have produced prosperity and abundance 
whereas protectionism has resulted in eco

nomic and cultural stagnation. 

ernie affairs at the Cato Institute, explains 
that trade sanctions against countries with 
oppressive regimes are wrongheaded. Instead 
of bringing about positive changes in those 
countries, they actually rob citizens of yet 
another freedom and stifle the market process 

Edited by Edward L. Hudgins, direc
tor of regulatory studies at the Cato Insti
tute, this study contains nine essays, includ
ing an introductory essay by the editor. 
In it Hudgins sets the tone for the pub
lication. "The case for the right of citi
zens of all countries to trade freely with 
one another has never been stronger. 
The theoretical insights of Adam Smith, 
David Ricardo, and Frederic Bastiat 
go back over two centuries. And the 
record of economic successes resulting from 
trade liberalization is unambiguous." 

His analysis extends 

that in the end will bring about funda
mental reform. 
American politicians are fond of saying 

that tl1e anti-trade policies they promulgate 
are only reactions to unfair practices by oth

er governments . Stuart Anderson, former 
director of trade and immigration studies at 
the Cato Institute, examines that claim in his 
essay, "Unclean Hands: America's Protec
tionist Polices." He argues that barriers such 
as anti-dumping laws and "voltmtary" trade 
restrictions make the United States at least 
as protectionist as many other countries. 

In his chapter, "The Truth about Trade 
in History," Bruce Bartlett, senior fellow at 
the National Center for Policy Analysis, 
demonstrates that free-trade policies gener-

from the 12th century to 

Other essays show that free trade is a 
boon to America's cities; dispel the myth that 
managed trade is a desirable compromise; 
and argue that free trade does not, as some 
critics say, result in a loss of national sover
eignty. 

the present day and covers Great Britain, 
Germany, Japan, and the United States. 

Freedom to Trade: Refuting the New Pro
tectionism can be purchased for $10 by call
ing 1-800-767-1241. • James A. Dorn, vice president for acad-

Cato Steps Up Campus Outreach 

I
n an effort to influence tomorrow's opinion shapers, the Cato 
Institute has stepped up its campus outreach program. The Institute 
has recently published Liberty, an eight-page tabloid newspaper 
that will be distributed at 44 colleges and universities this fa ll. 
Liberty is intended as an introduction to classical liberalism. It 

contains articles on how everybody, but especially young people, 
would benefit from Social Security privatization; how the free 
market can protect the environment better than government regu
lation; why government schools have failed and why choice is the 
answer; where to go on the Web to find out more about classical 
liberalism; how to apply for summer seminars and internships spon
sored by classical-liberal organizations; and reviews of Libertari
anism: A Primer, The Libertarian Reader, Economics in One Les
son, and Hidden Order: The Economics of Everyday Life. 

Liberty will be inserted into the first fall issue of the schools' dai-
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ly newspapers. Total distri
bution will be approxi
mately 460,000. 

In addition, Cato has 
begun offering CatoAu
dio, the Institute's month
ly audio magazine, free 
of charge to college radio 
stations. Currently, about a dozen sta-
tions play CatoAudio regularly, and that num
ber will undoubtedly grow during the coming academic year. 

The Institute continues to send its periodicals and books to 
university libraries. Cato publications are received by more than 900 
university libraries, including 360 that subscribe to the Cato Jour
~ . 
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Campaign finance studies defend free speech 

Privatization: Answering the Critics 

W
ith Social Security privatization 
becoming an increasingly popular 
idea, critics of privatization have 
stepped up their efforts to convince 

the public that it is better served by the 
current government system. In the new Cato 
paper "Common Objections to a Market
Based Social Security System: A Response" 
(Social Security Paper no. 10), Melissa Heiger 
and William Shipman of State Street Global 
Advisors rebut eight of the most common 
criticisms of privatization. Among them is 
the concern that, while the stock market rises 
over the long term, it could collapse at the 
end of an individual's working career, leaving 
little or nothing for retirement. To test that 
hypothesis, Heiger and Shipman examined 
the stock market's 10 worst days, months, 
and quarters in history and found that even 
if the market were to fall as sharply as it did 
in those cases, " the market-based system, in 
every case but one, provides workers of all 
income levels and dates of birth substantially 
greater retirement benefits than Social 
Security." 

+ The Tobacco Shakedown 
In the new Cato Institute paper "Tobacco 
Medicaid Litigation: Snuffing Out the Rule 
of Law" (Policy Analysis no. 275), Robert 
A. Levy, senior fellow in constitutional studies 
at the Cato Institute, argues that the recent 
settlement between the tobacco industry and 
39 state attorneys general is "destructive to 
the health of a free nation. " First, as a result 
of the bargain, future would-be litigants will 
be obstructed in gaining access to the courts 
and then denied due process. Second, if 
Congress enacts legislation codifying the 
settlement, it will be interceding in product 
liability cases that have long been the 
prerogative of state and local jurisdictions, 
thus placing undue power at the federal level. 
Third, states that have manipulated the law 
in an effort to fund their Medicaid programs 
will be rewarded for their actions. In short, 
"The state needs money; the industry has 
money; so the industry shall give and the 
state shall take. " 

+ Campaign Finance Refonn v. 
The First Amendment 
The McCain-Feingold Senate campa1gn 
finance bill would, among other things, 

curtail the right of corporations (including 
issue-oriented advocacy organizations) and 
labor unions to communicate with the public 
about those who hold or seek office. In the 
new Cato paper '"Campaign Reform': Let's 
Not Give Politicians the Power to Decide 
What We Can Say about Them" (Cato 
Briefing Paper no. 31), Douglas Jolmson and 
Mike Beard argue that such restrictions are 
patently unconstitutional. Johnson and 
Beard, legislative director for the National 
Right to Life Committee and president of 
tl1e Free Speech Coalition, respectively, write, 
"The really important question for 
congressional supporters of the various 
proposals is this: where in the world do you 
think you get the authority to regulate the 
political speech of American citizens? The 
right to attempt to persuade our fellow 
citizens of the issues they should weigh in 
casting their votes is as fundamental as the 
right to vote. " 

+ Campaign Finance: Myths 
and Misperceptions 
Members of Congress frequently complain 
that campaigns cost too much and fundraising 
takes roo much time. In the new Cato paper 
"Money, Politics, and the First Amendment" 
(Cato Briefing Paper no. 30), Major Garrett, 
former deputy national editor of the 
Washington Times, argues that the former 
simply isn't true-the cost of elections, in fact, 
has remained relatively stable since 1980-
and that one way to deal with the latter is to 
eliminate contribution limits. Moreover, if 
contribution limits were lifted, Garrett argues, 
more challengers would be able to mount 
viable campaigns-not just those people with 
personal fortunes, such as Ross Perot. 

+ Federal Lands: Make Them Private 
Congressional Republicans often speak of 
tl1e benefits of tuming control of federal lands 
over to the states . But would that be an 
improvement? In the new Cato study "Should 
Congress Transfer Federal Lands to the 
States? " (Policy Analysis no. 276), Randal 
O 'Toole, executive director of the Thoreau 
Institute, presents evidence that it would not. 
"Examination of state land management 
policies indicates that state governments are 
no better managers than federal bureaucrats," 
writes O'Toole. "The fundamental problem 

is, not federal incompetence, but the political 
allocation of natural resources to favored 
constituencies, which subsidizes some at the 
expense of others and inflicts harm on both 
the ecological system and the economy as a 
whole." What is needed is not devolution 
but privatization, the removal of all politics
federal, state, and local-from land 
management. Short of that, Congress should 
consider creating public land trusts. If 
properly designed, trusts could prove resistant 
to political interference. 

+ AHernative Radio and the State 
Congress created the Corporation for Public 
Broadcasting to help fund alternatives to 
commercial television and radio, including 
"community radio" stations. Such stations 

. devote their programming to local issues and 
are usually located in the noncommercial 
band. Relying on CPB funds, instead of 
listener subscriptions, has changed the way 
many of those stations operate, writes Jesse 
Walker, a Seattle-based journalist, in the new 
Cato study "With Friends Like These: Why 
Community Radio Does Not Need the 
Corporation for Public Broadcasting" (Policy 
Analysis no. 277). CPB rules pressure 
community radio stations to replace 
volunteers with paid staff and to abandon 
unconventional programming. If CPB 
funding were eliminated and barriers to 
entry- such as the Federal Communications 
Commission's refusal to license stations 
operating at less than 100 watts-were lifted, 
alternative radio would again attract funding 
from its traditional bases of support and 
would thrive. • 

Policy Analysis Studies 

282. Campaign Finance "Refonn" Propos
als: A First Amendment Analysis by 
Lillian R. BeVier (September 4, 
1997) 

281. How the Budget Revolution Was Lost 
by Stephen Moore (September 2, 
1997) 

280. Renewable Energy: Not Cheap, Not 
"Green" by Robert L. Bradley Jr. 
(August 27, 1997) 

Policy Analysis studies available for $6 
each • Call toll-free: 1-800-767-1241 
(Monday-Friday, noon to 9 p.m., eastern time) 
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+The administration thinks of us as 
grandchildren 

[Vice President] Gore rejected the notion 
of a heavy-handed federal government that 
dictates to communities and individuals. 
He said the Clinton-Gore administration 
has expressly sought to portray a more 
benevolent image ... . 

"The federal government should nev
er be the baby sitter, the parents," he said, 
but should be "more like grandparents in 
the sense that grandparents perform a nur
turing role and are aware of what parent
ing was like but no longer exercise that kind 
of authority." 

- Associated Press, June 12, 1997 

+Campaign finance regulation at work 
The Federal Election Commission 

yesterday levied fines of $15,000 against 
President Clinton's first presidential 
campaign ... among 19 recently closed 
cases, dating back as far as the 1990 
congressional election, announced by the 
FEC yesterday. 

~Washington Post, May 30, 1997 

+H has occurred to us as well 
Some of the federa l government's 

spectacular recent fail ures seem to have 
Americans wondering whether it is the best 
mechanism for solving society's more
complex problems. 

-Wall Street Journal, June 4,"1997 

+Another way to look at it is that they will 
save taxpayers $2 billion 

Democrats cited Congressional Budget 
Office estimates that [medical savings 
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accounts] will cost taxpayers $2 billion over 
five years. 

- Washington Post, June 11, 1997 

+Communitarianism goes international 
[Hong Kong] Secretary for Home 

Affairs Michael Suen assured the 
[Provisional Legislative] council yesterday 
that the [new laws] did not aim to curb 
people's civil liberties. 

"We aim to seek a balance between civil 
liberties and order in society," he said. 

- Hong Kong Standard, June 15, 1997 

+An honest political scientist 
"For many years, the PRI was the only 

road in [Mexican] politics," said Luis 
Fernando Nunez, a political scientist a t 
Ibero-American University. " ow many 
other roads will be open, and we will see 
politicians changing roads as they perceive 
where the strongest smell of power is 
coming from." 

- Washington Post, July 9, 1997 

+H's the public sector, stupid 
Why hasn't the steel-bending, number

crunching competence of the nerds at 
Boeing and Microsoft rubbed off on those 
who build [Washington] state's bridges, 
ferries, and nuclear reactors? Why is this 
whiz kid's paradise also the world capital 
of boondoggles? 

- Slate, July 19, 1997 

+Privatization, the best kind of "socialism" 
A survey of workers where [China's] 

first experiments in privatisation are being 
carried out has found strong opposition to 

state ownership- because it encourages 
cnme. 

China Youth Daily said 300 young 
workers in Zhucheng, Shandong province, 
who replied to a questionnaire before their 
factories were turned into stock holding 
firms, had no scruples about stealing from 
the workplace .... 

When Zhucheng's state-owned enter
prises became joint stock companies, work
ers began to see stealing factory assets meant 
stealing the property of fellow workers. 

-South China Morning Post, 
July 12, 1997 

+Calling Patriarch Ira Magaziner 
President Boris Yeltsin . . . is looking for 

a formula satisfactory . . . to the [Russian] 
Orthodox leadership, which says Russia's 
religious marketplace needs order. 

- Washington Post, Aug. 12, 1997 

+Magazine malpractice 
Three of the best sources for general 

information on retirement planning are the 
Web sites of Vanguard, the American 
Association of Retired Persons, and the 
Social Security Administration. 

- Business Week, July 21, 1997 

+Keep China poor and pure 
Billy Graham is praying for Hong Kong 

and China, but not in the way you might 
expect. 

"It is my prayer that in the coming days 
Hong Kong's materialism will not prevail 
in China," prayed Mr. Graham . 

- Washington Times, Aug. 5, 1997 
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