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Julian Simon Remembered: 
It's a Wonderful Life 

by Stephen Moore 

Julian L. Simon, professor of business admin
istration at the University of Maryland and 
distinguished senior fellow at the Cato Insti
tute, died February 8 at the age of 65. Stephen 
Moore, his former research assistant, is direc
tor of fiscal policy studies at the Cato Insti
tute. 

I 
first met "doom-slayer" Julian L. Simon 
at the University of Illinois in the spring 
of 1980- at just the time when the 
environmental doomsday industry had 

reached the height of its influence and 
everyone knew the earth was headed to hell 
in a hand basket. We could see the signs right 
before our very eyes. We had just lived 
through a decade of gasoline lines, Arab oi l 
embargoes, severe food shortages in the Third 
World, nuclear accidents, and raging global 
inflation. Almost dail y the media were 
reporting some new imminent eco
catastrophe: nuclear wintet; ozone depletion, 
acid rain, species extinction, and the death 
of the forests and oceans. 

The Club of Rome had just released its 
primal scream, Limits to Growth, which 
reported that the earth was rapidly running 
out of everything. The most famous declin-

ist of the era, biologist Paul Ehrlich, had 
appeared on the Tonight Show with Johnny 
Carson to fill Americans with fear of impend
ing world famine and make gloomy prog
nostications, such as, " If I were a gambler, 
I would bet even money that England will 
not exist in the year 2000. " 

The Carter administration published in 
1980 its multiagency assessment of the earth's 
future, titled Global2000. Its famous doom
and-gloom forecast that "the world in 2000 
will be more crowded, more polluted, less 
stable ecologically .... and the world's peo
ple will be poorer in many ways than they 
are today" received headlines across the 
nation. Malthusianism was now the offi
cial position of the U.S. government. 

It was all so damned depressing. And, 
thanks to iconoclast Julian Simon, we now 
know that it was all so wrong. 

It was back in the midst of that aura of 
gloom that by chance I enrolled in Simon's 
undergraduate economics course at the Uni
versity of Illinois. After the first week of the 
course, I was convinced that his multitude 
of critics were right. He must be a madman. 
How could anyone believe the outlandish 
claims he was making? That popu lation 
growth was not a problem; that natura l 
resources were becoming more abundant; 
that the condition of the environment was 
improving. That the incomes of the world's 
population were ris ing. Simon made all of 
those bold proclamations and more in his 
masterpiece The Ultimate Resource, pub
lished in 1980. I read the book over and 
over- tlu·ee times, in fact- and I came to the 
humbling realization that everything I had 
been taught since the first grade about pop
ulation and environmenta l issues had been 
dead wrong. 

The weight of the facts that Simon brought 
to bear against the doomsayers was simply 

so overpoweringly compelling that I, like so 
many others, became a Julian Simon fanat-

. ic. Julian was the person who brought me to 
Washington in 1982 to work as his research 
assistant as he finished his next great book 
(coedited with the late futurist Herman Kahn 
of the Hudson Institute) titled The Resource
ful Earth: A Response to Global2000. 

So for more than 15 years I was privi
leged to occupy a front-row seat from which 
I watched as Simon thoroughly and often 
single-handedly capsized the prevailing Malthu
sian orthodoxy. He routed nearly every promi
nent environmental scaremonger of our time: 
from the Club of Rome, to Paul Ehrlich, to 
Lester Brown, to AI Gore. (After reading 
Earth in the Balance, Julian was convinced 
that Gore was one of the most dangerous 
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Chairman's Message 

Save Social Security First! 

P
resident Clinton, for all his personal 
foibles, deserves credit for taking the 
lead on Socia l Security. In his recent 
state of the union address, Clinton 

announced a three-part near-term agenda 
to address Social Security: 

ret irement accounts. Yes, Virgi ni a, this will reduce the opportunity 
for your favorite little tax cut. But it wi ll also reduce the opportu
nity for the new spending favored by others. Moreover, Congress 
does not yet seem ready to add ress a major tax reform. And the nec
essary reform of Social Security, I suggest, should have priority over 
the most desirable tax reform . 

• He proposed that all of the now-pro
jected surplus in the unified budget be 
committed to sav ing Socia l Security. 

For the moment, a series of fo ur nonpartisan forums is sched
uled, to be privately financed and jointly organized by the Concord 
Coalition and the American Association of Retired People. Our con-

• H e end orsed a seri es of nonparti sa n 
forums this yea r to address alternative 
approaches to reso lving the problems 
of Socia l Security. 

• He promised to submit proposed legislation next year to address 
those problems. 

That is a politica lly wise near-term strategy. Clinton made no 
commitment to a specific approach to Social Secmity, but he endorsed 
a process that will give Cato and others a broader opportunity to 
make the case for a gradua l transition from the present unfunded 
Social Security program to a system of prefunded individual retire
ment accounts. And his commitment to submit proposed legislation 
next year will accelerate congressional attention to this issue. 

Wfhe prospect of Social Security 
legislation next year, like the 

prospect of execution in the morn
ing, should focus our minds.~ 

tacts in those organizations assure us that we or others will have 
amp le opportunity to m ake our case a t the forums. A White 
H ouse conference on Social Security is scheduled for December, after 
completion of the forums. 

Although C linton did no t desc ribe how a budget s urp lus 
wou ld help save Social Security, his proposal should help deter the 
kind of mishmash of new special-interest spending and junk tax cuts 
that characterized the 1997 budget deal. Interpreted litera ll y, his 
proposa l wou ld maintain the now-projected budget surplus until 
Congress approves new Social Security legislation. That would reduce 
the explicit federal debt but, by itself, wou ld not address the specific 
problems of Social Security. More important, if Congress does not 
commit the projected surplus this year, the surplus could later finance 
a substan tial part of the cost of transition to a system of individual 

Finally, the prospect of Social Security legislati on next year, like 
the prospect of execution in the morning, should focus our minds. 
Cato has now been studying and promoting the privatization of 
Social Secmity for over 20 years . The opportunity to realize this goal 
may now be near. Seize the day! 
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Cato Conference 

"Solving the Global Public Pensions Crisis" 

Cato, Economist Sponsor London Conference 

P
articipants from 38 countries met at 
the Queen Elizabeth II Conference 
Centre in London on December 8-9 
for a conference on "Solving the Global 

Public Pensions Crisis: Opportunities for 
Priva tiza tion. " The event was cosponsored 
by the Cato Institute and The Economist. 

Among the speakers were Nobel laure
ate Gary Becker; Frank Field, Great Britain 's 
minister of sta te for soc ia l sec urity and 
welfare reform; Jose Piiiera, co-chairman of 
the Ca to Proj ect on 
Social Security Priva
tiza tion; and Marek 
Belka, former finance 
minister of Poland . 

Representa ri ves 
from four Latin Amer
ican countri es th a t 
have privatized their 
public p ension sys
tems-in full or in 
part-reported that 
pri va ti za tion has 
proven extremely pop
ular and that, despite 
numerous warnmgs 
to the contrary, most 
workers do possess 
enough inves tment 
savvy to participate 

full y in the new systems. They also suggest
ed ways that the Un ited States and other 
countries interested in reform could handle 
the transition from state-run programs to 
privatized systems, as well as considered how 
w id esp rea d popu lar sup port for fu nd a-

menta l reform might be generated. 
Eamonn Butler of the Adam Smith Insti

tute and Peter Lilley, Great Britain's shadow 
chance llor of the exchequer, discussed the 
United Kingdom 's recent m ove toward 
partial priva tization. They argued that oth-

Naoki Tanaka of Tokyo's 
21st Century Public Policy Institute 

discusses the aging of Japan's population 
at the Cato-Economist conference in London. 

Clive Crook of The Economist, 
Great Britain's social security minis
ter Frank Field, Chilean privatizer 
Jose Piiiera, Nobel laureate Gary 
Becker, and Cato's Michael Tanner 
discuss pension reform at the clos
ing panel. 

Former Italian foreign minister 
Antonio Martino and French scholar 
Pascal Salin talk with Gary Becker 
at conference break. 

er West European countries should consid
er following Great Br ita in's lead and pre
dicted that mounting unfunded li abilities 
might force them to do so. 

Peter Ferrara of the Cato Institute pre
sented a model p ri va ti za ti on plan for the 

United States. Former congressman Tim Pen
ny discussed the political economy of pen
sion reform. And William Shipman, co-chair
man of the Cato Project on Social Security 
Privatization, rebutted many co1ru110n objec
tions to priva tization-objections that will 
undoubtedl y be ra ised in the next several 
years as Congress debates Social Secur ity 
reform. 

Clive Crook, deputy editor of The Econ
omist, urged participants to remember that 
the principal reason classical liberals should 
favor privatization is philosophical. Privati
zation would indeed increase pension ben
efits and nationa l savings, but, more impor
tant, it would also increase personal freedom 
and return re ti rement decisions to individ
uals. 

Selected speeches from the conference are 
ava ilable in Rea lAudio on the Web site of 
the Cato Project on Social Security Priva ti
za ti on at vvww.socialsecurity.org. • 
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Cato Events 

Should money laundering be a crime? 

Cato Shows Oscar-Nominated Film 
+December 5: Three panelists considered the 
question, "Should Money Laundering Be a 
Crime?" at a Policy Forum. Richard Rahn, 
president of the Novecon Corporation and 
an ad junct scholar at the Cato Institute, 
mainta ined that laws against money 
laundering are not only imprudent, they also 
violate the Fourth and Fifth Amendments to 
the Constitution. He argued that, given 
powerful encryption and other technological 
breakthroughs, money-laundering laws will 
soon become unenforceable. Lawrence 
Lindsey, resident scholar at the American 
Enterprise Institute and former governor of 
the Federal Reserve Board, maintained that 
current money-laLmdering statutes are overly 
broad and haphazardly enforced, but they 
should not be eliminated entirely. In addition, 
he contended that money-laundering laws 
disproportionately affect poor citizens, who 
frequently do not have bank accounts and 
must use cash and wire services . Stephen 
Kroll, chief counsel at the Financial Crimes 
Enforcement Network of the Department of 
the Treasury, argued that money-laundering 
laws should be vigorously enforced. 

+December 8-9: The Cato Institute and The 
Economist hosted a conference, "Solving the 
Global Public Pensions Crisis: Opportunities 
for Privatization," in London. More than 30 
international experts spoke at the event, which 
was attended by 200 people from 38 nations. 
Among the participants were Jose Piiiera, co
chairman of the Cato Project on Social 
Security Privatization and the man responsible 
for privatizing Chile's system; Frank Field, 
Great Britain's minister of state for social 
security and welfare reform; Peter Lilley, Great 
Britain's shadow chancellor of the exchequer; 
Nobel laureate Gary Becker; and Eamonn 
Butler of the Adam Smith Institute. 

+ December 9: Hannes H. Gissurarson, 
professor of politics at the University of 
Iceland and author of the forthcoming book, 
The North-Atlantic Fisheries: Lessons from 
Iceland, discussed why overfishing is a resu lt 
not of free-market capitalism but of govern
ment regulation at a Roundtable Luncheon. 
Gissurarson reported that, less than a decade 
ago, many of Iceland 's fish stocks were on 
the verge of collapse because of overex
ploitation. However, since Iceland privatized 
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its fisheries in 1990- assigning exclusive, 
individual, transferable rights to fish stocks
such exploitation has ended and fishing has 
once again become a thriving industry. 

+ December 11: At a Policy Forum on 
"Immigration, Openness, and the Dynamic 
Society," Heng-Chee Chan, Singapore's 
ambassador to the United States, reported 
that her country is liberalizing its immigration 
policies in an attempt to attract talented and 
productive workers . She also discussed 

Singapore's commitment to free and open 
trade. Doug Bandow, senior fellow at the 
Cato Institute, applauded Singapore for its 
trade and immigration policies but argued 
that its record on civil liberties needs 
improvement. For example, Singapore needs 
to safeguard the free-speech rights of all 
citizens, including political dissenters. 

+January 7: Many trials and lawsuits rest on 
questions of science. But who should decide 
what is good science? Who should have the 
power to determine the validity of scientific 
claims? In two recent decisions, the Supreme 
Court has ruled that such authority lies with 
judges. At a Book Forum Peter W Huber and 
Kenneth R. Foster, authors of Judging 
Science, argued that the Supreme Court is 
correct and that, as a matter of prudence and 
legal doctrine, decisions about the soundness 
of scientific evidence should be left to judges. 
Patrick A. Malone of Stein, Mitchell & 
Mezines maintained that such questions ought 
to be answered by juries, not judges. 

+January 12: Charles E. Rounds Jr., professor 
of law at Suffolk University, and Alan B. 
Morrison, cofounder of the Public Citizen 

Cato's Darcy Olsen debates government provision 
of child care at a Cato Policy Forum on Jan. 22. 

Peter Huber, coauthor of Judging Science, 
discusses junk science in the courtroom at a Cato 
Book Forum. 

Litigation Group, debated the question, "Are 
IOLTA Programs Constitutional?" at a Policy 
Forum. Rounds, author of a recent Cato 
Institute Policy Analysis on the subject, 
argued that IOLTA programs violate the Fifth 
Amendment because, under such programs, 
the interest that is pooled and distributed to 
public interest lega l firms belongs to the 
clients, not to the state. He maintained that 
IOLTA programs also violate the First 
Amendment. Morrison defended IOLTA 
programs, arguing that, if you didn't pool 
the money of numerous clients, bank fees 
and other transaction costs would dwarf the 
interest earned, thus producing a net loss. 
Pooling funds, howevet; makes it possible to 
substantia lly increase the principal and 
produce a net gain. 

+January 13: Is the Asian financial crisis a 
signal of things to come in the United States? 
At a Roundtable LLmcheon, Barrie Wigmore, 
a limited partner at Goldman Sachs & 
Company and author of The Crash and Its 
Aftermath, argued that the American 
economy remains sound. While there are 
some problems-such as overvaluation of 
stocks and undul y high levels of spec-



Dan Gifford, executive producer of the Oscar-nomi
nated documentary Waco: The Rules of Engage

ment, discusses the film after a showing sponsored 
by Cato and the Reason Foundation in the F. A. 

Hayek Auditorium. 

Former presidential candidate Lamar Alexander 
displays a copy of Common Sense at a forum titled 
"Did Tom Paine File with the FEC?" 

Heng-Chee Chan, Singapore's ambassador to the 
United States, argues that openness in trade and 
immigration is crucial to Singapore's economic 
success. 

ulation-the United States has wisely 
refrained from restricting merger activities, 
and interest rates remain stable. International 
problems, he predicted, will remain limited 
to a handful of Asian countries. 

+January 15: The Caro Institute and the 
Reason Foundation cosponsored a screening 
of the film Waco: The Rules of Engagement 
in Cato's F. A. Hayek Auditorium. The film, 
nominated for the " Best Documentary" 
Oscar, presents evidence that the Federa l 
Bureau of Investigation and the Bureau of 
Alcohol, Tobacco and Firearms needlessly 
and illegally used letha l force in their raid 
on the Branch Davidian compo und near 
Waco, Texas. The film also chronicles the 
ensuing coverup by government officials. 
Waco's executive producer, Dan Gifford, 
answered questions during a reception. 

+ January 20: Should the United States 
increase spending on theater missile defense 
systems? That question, among others, was 
debated at a Policy Forum on "The National 

Security Implications of Theater Missile 
Defense Systems." Charles Peii.a , an 
independ ent consultant, argued that the 
United States should purchase only systems 
that protect very limited targets, such as ships 
that are being deployed. Otherwise, there 
could be a free-rider problem, with countries 
relying on U.S. missile systems for their own 
protection. Sven F. Kraemet; former director 
of arms contro l at the Natura l Security 
Council, maintained that the United States 
should spend much more on theater missile 
defense systems and begin to develop 
national missile defense systems to protect 
the country from rogue states that could 
potentially deliver biological and nuclear 
weapons from sea . David Mosher, defense 
analyst at the Congressional Budget Office, 
reported that the Clinton administration 
plans to spend $15 billion on theater missile 
defense over the next five years. He predicted 
that the real costs, however, will be much 
greater than that estimate. 

+ January 21: Lamar Alexander, former 
secretary of the U.S. Department of Educa
tion, spoke at a Policy Forum titled "Did 
Tom Paine File with the FEC? The Loss of 
Common Sense in Campaign Finance 
Reform." He argued that the popular discus
sion of campaign finance is fundamenta lly 
flawed. Instead of greater regulation, what 
is needed is deregulation. Contribution and 
spending limits should be eliminated, no 
public funds should be spent on presidential 
campaigns, and the forcible collection of 
union dues for political advocacy should be 
prohibited. 

+January 22: Three panelists considered the 
wisdom of the Clinton administration's 
proposal to create a new $22 billion child 
care program at a Policy Forum on "Child 
Care: Facts, Rhetoric, and Real Solutions." 
Darcy Olsen, entitlements policy analyst at 
the Cato Institute, argued that a vast majority 
of parents are happy with their current child 
care arrangements and that additional federa l 
intervention is wmecessary. William Gormley, 
author of Everybody's Children: Child Care 
as a Public Problem, maintained that there 
is not an adequate supply of quality child 
care centers. He advocated expanding child 
care subsidies and tightening loca l regulation 
of chi ld care prov iders . Charmaine Yoest, 
coauthor of Mother in the Middle, main
tained that the federa l government shou ld 
not subsidize the provision of child care 
because most nonparental care is necessarily 
substandard and damaging to the educational 
and emotional development of children. • 
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Private Education Emerges in China 
by Ma Lei 

I
n the mid-1 980s, Wenzhou, a coasta l 
commu nity of nearly 7 million people, 
was one of the first regions in China to 
experiment with market reforms. Since 

that time, priva te enterprise-and the region 
as a whole-has flourished. 

In 1993 the gross industri a l output of 
Wenzhou was approximately 34 billion RMB, 
making it one of the wealthiest regions in 
China . State-owned enterprises acco unted 
for only 3 billion of that total outpm, or less 
than 10 percent. In contrast, private enter
prises-of which there are more than 10,000-
were responsible for approximately 18 bil
li on, more than ha lf the total. Businesses 
owned jointly by the private and the public 
sectors accounted for the rest. 

The development of the private sector 
has fundamentally changed the way residents 
ofWenzhou look at the world. Traditional
ly, Chinese peasa ms lived by the motto, "fac
ing the earth with the back toward the sky." 
They were tied to their land. Where they were 
born was, almost always, where they would 
work and where they vvould die. Their options 
were limited in the extreme. In comparison, 
a chi ld born in \Xfenzhou now has an end
less number of choices. H e can decide to 
work the land or work for an industrial firm 

Ma Lei teaches at the Cente1' for American 
Studies at Fudan University in Shanghai 
and participated in the Cato Institute's June 
1997 conference, "China as a Global 
Economic Power: Market Reforms in the 
New Millennium," in Shanghai. 

or even start his own business . lVIarket forces 
have broadened the horizons of Wenzhou 
residents and educated them to the ways of 
the world. They have learned that in a mar
ket economy entrepreneurs freque ntly fa il. 
But they have also learned that risk taking, 
when combined with foresight and hard 
work, can produce significant rewards-a 
fact that many business owners in Wenzhou 
appreciate. 

Most important, the people ofWenzhou 
rea lize that on the market all is harmonious
that one earns hi s li ving not through coer
cion or brute force but by serving others. That 
realiza tion has produced a climate in which 
private industry and priva te organizations
including private schools--can thri ve. 

From Mao's earliest days in power to less 
than a decade ago, education in China was 
controlled entirely by the state. All children 
were educated in government schools; pri
vate schools were prohibited by law. How
eveJ; education is now just one of many goods 
offered privately-and there are plenty of 
buyers. 

In Wenzhou, more than half of the 600 
million RMB spent on education comes from 
the private sector. That's a claim that few, if 
any, communities in the United States can 
make. Private schools-like Yu Ying Mid
dle School, which has an annual operating 
budget of approximately 5 million RMB
frequently enjoy grea ter financial support 
than their public counterparts and often offer 
a wider range of classes and substantially 
better teaching. An increasing number of par
ents ha ve recognized the superior quality 

Cato Calendar 

of private institutions and have opted for pri
vate schools for their children. There are 
more than 2,300 privately run kindergarten 
classes in Wenzhou, in which more than 90 
percent of all children of kinderga rten age 
are enroll ed. Tn add ition, there are 21 pri
vate high schools, which educa te about a 
quarter of the tota l high school student pop
ulation. And half of all vocational students 
attend one of Wenzhou's 36 private voca
tional institutions. 

While many of the private schools in V:len
zhou are nonprofit-with thei r operating 
deficits covered by donations from individ
uals and organizations that realize the impor
tance of independent education-there are 
a growing number of for-profit schools, as 
well. Soon, business will be the main investor 
in education in \XIenzhou . 

umerous regions in China are follow
ing Wenzhou's lead. For example, in Shang
hai more than 100 private schools are in 
operation, educating approximately 60,000 
students. And as the market economy con
tinues to develop-and as Beijing realizes 
that priva te schools can help ease the gov
ernment's financial burdens-one can expect 
that number to grow. 

China, once a stagnant and inward-look
ing country, is becoming increasingly cos
mopolitan-thanks in no sma ll part to the 
introduction of market forces. The people of 
Wenzhou ha ve fmmd that, if left to their own 
devices, human beings will provide whatev
er is desired by their fellows-including edu
cation-and that the world can be much larg
er than the farm on which you were born.• 
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Policy Forum 

Perspectives franz fow- continents 

Solving the Global Public Pensions Crisis 

0 
n D ecember 8- 9 th e Cato Institute 
and The Economist cosponsored a 
conference on the g lobal public 
pensions crisis at the Queen Elizabeth 

II Conference Centre in London. Among the 
speakers were Michael Tmme1; director of 
the Cato Project on Social Security 
Privatization; Clive Crook, deputy editor of 
The Economist; Cm.fos BoloFza, former 
finance minister of Peru; Mukul Asher of the 
University of Singapore; and Peter Ferrara, 
chief economist at Americans for Tax Reform 
and an associate policy analyst at the Cato 
Institute. Excerpts from their remarks follow. 

Michael Tanner: Around the world, pension 
systems are in crisis-not because of down
ward trends in the economy or individual 
circumstances of any individua l nation but 
beca use pay-as-yo u-go systems a re funda
mentally flawed in their structure. 

Pay-as-you-go systems do not produce 
or create any rea l investment, any rea l wealth. 
They are simply transfer systems-they trans
fer wealth from today's workers to toda y's 
retirees . And when today's workers retire, 
they have to hope that there wi ll be anoth
er generation of workers behind them that 
will, in turn, transfer their wea lth . That 
system, that chain letter, if you will , is sup
posed to continue indefinitely. 

Unfortunately, there are two major prob
lems with that chain letter. The first is demo
graph ic. Quite simply, we have an aging 
world. The proportion of the population of 
the world over the age of 65 will double by 
the yea r 2030, from about 8 percent to more 
than 16 percent. And that phenomenon is 
even more acute in countries that are mem
bers of the Organization for Economic Coop
eration and Development-essentia ll y the 
United States, Western Europe, and Japan . 
In those countries, the percentage of the pop
ulation over the age of 65 will go from approx
imately 18 percent to an astounding 32 per
cent. 

At d1e same time d1at we are living longer
which, in my opinion, is a wonderful thing
we are also experiencing a decline in fertili
ty rates around the world. In 1970 the fer
tility rate was approximately 3.3. Toda y it 
is down to 2.96, and by 2020 we can expect 
it to be as low as 2.5. In fact, in every coun
try of Western Europe-with the exception 

Michael Tanner discusses Social Security at the 
Cato-Economist conference, "Solving the Global 
Public Pensions Crisis." 

of Ireland-the birth rate is now below the 
replacement rate. So West European popu
lations will actua ll y shrink. 

The result of such changing demographics 
is that the worker/retiree ratio is shrinking 
rapidly. The number of workers paying into 
the system and transferring their wealth to 
retirees is getting smaller and smaLler. In many 
nations-for example, Austria and Belgium
that ratio is already below two to one. And 
by 2030 it wi ll likely be below one to one. 
Clearly, yo u cannot have a sys tem under 
which each worker has to support a retiree. 

The second problem is perhaps more fun
damental. Pay-as-you-go systems break the 
link berween contributions and benefits-at~ 
as Jose Pii'iera likes to say, the link between 
effort and reward. And whenever you break 
that link-that is, whenever the benefits you 
receive are not directly tied to the contribu
tions you make-the door is open to politi
cal mischief. Politicians are likely to succumb 
to the elderl y lobby and attempt to increase 
pa yments w hen such a move is not eco
nomically feasible. 

In November 1997 a participant at a con
ference in Yugoslavia told me how that phe
nomenon is wreaking havoc with Yugoslavia's 
pension sys tem . Ret irees in Yugoslavia 
now receive more in retirement benefi ts than 
they did in wages when they were working. 
And the reason given fo r that anomal y was 
simple: "We ha ve a lot of elections and every 
time there's an electi on, the elder ly lobby, 

which is about 33 percent of the electorate, 
demands higher pensions. And natura ll y, 
politicians who wish to win office, give them 
higher pensions-even th ough such poli
cies are unstable in the long run." 

Pay-as-you-go systems around the world 
are co ll aps ing und er th eir own weight. 
Payroll taxes are already over 25 percent in 
man y countries of Western Europe, and in 
many countri es in Eastern Europe payroll 
taxes are approximate ly 50 percent. Such 
burdens are simply crushing those countries' 
economies. The only solution for them, and 
for the United States, is to fundamentally 
change the structure of their systems-that 
is, to privatize their systems. 

Clive Crook: In this company of speakers, I 
am very much an amateur, so I'm going to 
confine myself to a brief plea: that we keep 
in mind the importance of individual liber
ty as we discuss potential reforms. It seems 
to me that should be our guiding principle. 

When you discuss pension reform, you 
repeatedly come across two arguments: that 
privatization is inev itable beca use of the 
changing demographics of countries and that 
privatization would 
inc rease na tio na l 
sav ings and eco
nomic growth. 
There is m erit to 
both of those argu
ments. Indeed , on 
d1e latter score, Mar
tin Feldstein of Har
vard has estimated 
that if the United 
States privatized its 
pension system, the Clive Crook 
nation's capital stock 
would rise by about 12 percent after 25 years 
and by about 34 percent over an extended 
period. But whi le changing demographics 
and increased economic acti vity bolster the 
case for privatization, they are ultimately not 
reliable counterarguments to those who favor 
the existing system. 

It is true that the current systems a re not 
susta inable as they are now structured . But 
they can always be altered slightly-by either 
decreasing benefits or increasing taxes-and 
made susta inable for an indefinite period 

Co11tinued on page 8 
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-rile principal reason we should privatize our government pension 
systems is that doing so would increase individual liberty.~ 

PENSIONS Coutiuued (rom page 7 

of time. And that is all proponents of the sta
tus quo need to do to meet their goa ls. 

Well, you might think, that might be true, 
but how can one reject the arguments that 
Feldstein makes? The answet; I think, lies in 
hi s ass umpti ons. H e assu mes that capital 
accumulation and econom.ic grov.rth are worth
while goals-assumptions that I think most 
people would agree with . But if such things 
are undeniably good-and if it is the prop
er role of government to promote them dn·ough 
compulsory savings programs- why not say 
that everyone has to save 30 or 40 percent 
of his income instead of just 12.4 percent? 
That wo uld increase capital accumulation 
even more. Feldstein dodges that question. 

In fact, the only way to deal effectively 
with that question is to argue that it is sim
ply none of the government's business how 
much we save. There shou ld be no govern
ment target for growth and no government 
target for capital accumulation. Such deci
sions should be left to individuals. 

And that brings me back to my central 
point: the principal reason we should priva
tize our government pension sys tems is 
that doing so would increase individual lib
erty. Indeed, privatizing those systems is 
the biggest opportunity we have to adva nce 
the cause of self-determ in ation in today's 
advanced economies . 

In An1erica, one of the richest countries 
in the world, half of all workers retire with 
savings equiva lent to less than six months of 
earnings. That, in my view, is largely because 
Social Security leads them to believe that they 
don't need to save. If we pr iva ti zed Social 
Security-or, better yet, if we made all retire
ment savings voluntary-people would not 
feel that they could rely on the state in their 
o ld age and would begin to take responsi
bility for their retirement earl y in life. Such 
a change would produce marked increases 
in both individual liberty and self-determi
nation and a marked decrease in dependence 
on the state. 

When we di scuss pension reform, we 
must not forget that big government is a bad 
th.ing in its own right. It would be a bad thing 
even if it didn 't keep screwing up public 
finances. And it would be a bad dung even 
if it promoted rapid growth and capital accu-
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mulation. Big govenm1ent makes people think 
that it is the government's responsibility to 
take care of them- or, at the very least, to 
mandate how they should take care of them
selves. We should oppose such paternalism 
and replace it with self-determination. 

Carlos Boloiia: In 1991, when I was m.in.ister 
of finance, Peru was the second country in 
the world to privatize its pension system. The 
reason we did so was simple: the system was 
bankrupt and becoming an unsustainable 
burden. In short, when yo u're in hell , you 
need to make 
changes. And it helps 
to make changes as 
rapidly as possible. 

Since Jose Pii'iera 
is on the panel here 
today, please allow 
me one digress ion 
before I make a few 
observations about 
how best to imple
ment a privatized 
system. At the time Carlos Boloiia 
of the refo rm , the 
president of Peru was very concerned. He 
wasn't convinced that we should privatize the 
pension system. So we brought Jose to talk 
to him, to discuss what privatization had done 
for Chile. And, of course, Jose was able to 
convince him that privatization was in Peru 's 
best interest. The reform m.ight not have been 
signed into law without Jose's assistance. 

ow, I wo uld like to reflect briefly on 
our experience in Peru: 

• Proponents of privatizati on must pre
sent a very clear message to the work
ers of their countries. You shouldn't get 
bogged down in the macroeconomic 
aspects of privatization. From my expe
ri ence, people don't find those argu
ments compelling. What they do find 
compelling-or at least what the work
ers of Peru found compelling- was the 
following message: "We want to return 
yo ur savings to you. The savings are 
yo urs and the government has taken 
them from you and misused them for 
too long." 

• You need to have a persuasive nation
a l figure-so meone who is not seen 

as beholden to d1e govermnenr, to un.ions, 
or to big business-who wi ll really push 
the reform and inform people that pri
vatization is in their best interest. 

• Do not tax retirement savings. If you're 
go ing to tax anything, tax consump
tion . One of the problems we encoun
tered when we privatized our system 
was that we initially taxed savings and, 
as a resu lt, decreased the number of 
pension firms that was will ing to get 
involved in the system. 

• Do not close the doors to new entrants. 
Allow new pension firms to enter the 
system, and give workers wide discre
tion over how they invest their mon
ey- and with whom. 

• Do not simply assume that you must 
have a minimum pension guarantee. 
We do not have such a guara ntee in 
Peru , and I don't thin k that we should . 
I believe that minimum pensions pre
sent a moral hazard problem. If yo u 
guarantee someone a minimum pen
sion, yo u give that person an incen
tive to invest haphazardly-to place his 
money in highly risky investments in 
hopes of huge returns. 

Any country that follows such broad 
guidelines wi ll , I believe, have success. In 
Peru, retirees are now averaging a 9 per
cent annual return on their savings. That's 
not as high as we would li ke it to be, but it 
is certainly higher than it was. Indeed, under 
the old govermnent-run system, retirees could 
expect a negative rate of return on their retire
ment savings. 

But, desp ite such success, we still face 
another challenge-the final challenge. The 
final challenge is to allow individuals to move 
from a forced sav ings system into a volun
tary savings system. I would li ke to see the 
people of Peru demonstrate that, as individ
uals, we can manage our destiny, our future, 
our pensions, in a much better way than the 
govermnent can--either directly or indirectly. 
If we wish to li ve in a free soc iety-where 
people are free to live their lives as d1ey wish
that must be our ultimate goa l. 

Mukul Asher: I would like to take this oppor
tunity to briefly discuss how Singa pore is 
performing and to address what I think is 



.. 1 would like to see the people of Peru demonstrate that, as 
individuals, we can manage our destiny, our future, our pensions, 
better than the government can - either directly or indirectly.~ 

the central issue in the worldwide debate on 
pension reform: how to structure a system 
that will produce sufficient benefits for retirees 
w hil e simultaneously minimizing adverse 
effects on economic incentives and interna
tiona l competitiveness . 

I think Singapore 's case is quite interest
ing, because Singapore is one of the few coun

tries that never had 
a pay-as-you-go sys
tem . Ins tea d , its 
retirement system 
co ns is ts of sta te
mandated and state
managed individual 
retirement accmmts. 

Before I go into 
a detailed ana lysis 
of the system, let me 
tell you that Singa-

Mukul Asher pore is no t doing 
well at providing an 

adequate replacement rate. And that suggests 
that just because a system is supposedly cen
tered armmd " individual retirement accmmts," 
it isn't necessa rily desirable and susta ina ble. 
If the system is still regulated heavily by the 
state- or, indeed, managed almost wholly 
by the state-it could encounter many of the 
same pro blems that a pay-as-you-go system 
encounters. In this case, the devil reall y is 
in the details. 

The re tirement system in Singapore is 
administered by the Central Provident Fund, 
which is a government statutory bod y. In 
addition to retirement benefits, the CPF also 
administers housing and health care schemes, 
educational loans, various investment schemes, 
and a number of other programs. So the sys
tem is rea lly not a pure retirement system. 
The multiple-objectives character of the CPF 
reduces transparency and makes it difficult 
for pa rticipants and policymakers to assess 
its full impact. 

As yo u wo uld expect, to cove r those 
numerous schemes, you have to have very 
high contribution rates. Currentl y, the con
tribution rate is 40 percent-20 percent is 
pa id by t he empl oyee and 20 percent by 
the emp loyer. 

Because the CPF administers so many di f
ferent programs, there are substanti a l pre
retirement withdrawals. Indeed, such with 
drawals averaged 71 percent of tota l con-

tributions annua ll y during the period from 
1992 to 1996. Obviously, that reduces the 
amount ava ila ble for retirement and sub
stantially dilutes any net impact of high con
tribution rates on aggregate domestic sav
ings. Indeed, an econometric study done in 
1995 by the Internationa l Monetary Fund 
found that the CPF had virtually no impact 
on aggregate savings in Singapore. 

ow let me focus a little bit on the sys
tem's return on investment. There are three 
separate pools of in vestible funds under the 
CPF system. The net va lue of the largest is 
equivalent to about 55 percent of gross domes
tic product. At the end of 1996, 99 percent 
of the assets in that pool were in nonmar
keta ble government bonds, issued specifi
cally to the CPF Board to meet their interest 
obliga tions. The interest on these bonds is . 
identical to wha t the CPF Board pays its 
members. This in turn is the average of short
term deposit rates of four loca l banks. The 
bonds do not have quoted market values . 

For the last decade, the effective real rate 
of return on the bonds has been close to zero. 
And tha t is the primary reason w hy the 
Singapore system is fa iling, because no accu
mulation fund th a t p ro
vides such a rate of return 
can provid e a proper 
replacement rate at the end. 

that are contemplating pension reform based 
on individual accounts may find it necessary 
to undertake the investment functi ons dif-
fere ntl y. The CPF system, however, is quite 
efficient in its housekeeping functi ons. 

Peter Ferrara: I would like to briefly discuss 
w hat I thin k should be the eight major ele
ments of a privatized pension system. First, 
you should effectively decrease the tax bur
den. Americans currently pay 12.4 percent 
of wages into the Social Security system. But 
in a private system, you wouldn't need to put 
as much in because the returns would be sig
nifica ntl y higher. What I wo uld suggest is 
that instead of the worker and the employ
er each paying 6.2 percent into the system, 
they should each put only 5 percent in. The 
rema in ing 2.4 percent would be used to 
fin ance the transition from a public to a pri
va te system; it would then be eliminated. 

Second, we should privatize the survivors' 
and di sability benefits that Social Security 
currentl y provides . Part of the funds that go 
into the priva te system would be devoted to 
life insurance to cover the survivors' bene
fits, some would buy private disability insur

ance to cover the disabili -
t y benefits, and the res t 
would be saved and invest
ed in individual accounts. 

And that isn 't the end 
of the story. Although the 
govenunent of Singapore 
has been running a budget 
surplus since 1968, it has, 
of course, also been issu
ing the retirement bonds. 
And as a result, there is, in 
fact , a very large internal 

Peter Ferrara and Peter Jr. public debt . Currentl y, it 

Third, the government 
should license a number of 
investment companies to 
handle retirement accoLmts, 
and individuals should be 
free to choose their com
pany at will. In Chile there 
are 21 companies that are 
licensed. In the United States 
I would expect that num
ber to be a hundred times is equivalent to about 80 

percent of GDP. The money raised from issu
ing bonds to the CPF Board is invested by 
the Singapore Government Investment Cor
poration. Its portfo li o and investment per
fo rmance are not made publicly ava ilable. 
Thus, CPF members do not know the ulti
mate deployment of their funds. 

So what you have in Singapore is a retire
ment system with little transparency in the 
investment function and a bad replacement 
rate. 1l1e system consists of retirement accounts 
that are individua l in name onl y. Countries 

as large, given the size of the country and the 
sophistication of its financia l markets. 

Fourth , funds contributed to the pri
va te retirement accounts should be taxed 
once, either up front or at retirement. That 
is, if the contributions to the private accounts 
are tax-deductible, then the retirement income 
they pay should be included in taxable income. 
If the contributions to the priva te accounts 
are not deductible, then the retirement income 
they pay should not be taxed. The returns to 

Continued on page 10 
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First joint Cato-B'rookings book 

Niskanen, titan Review the Digital Age 
If the digital revolution is to pro

ceed, the authors argue, policymakers 
should follow fo ur broad guides: 

• Mar kets sho uld be a ll owed to 

address problems associated with 
digital technology. "Efforts to reg
ulate or tax electronic commerce 
run a grave risk of sta ll ing further 
technological advance." 

• Existing barriers to electronic trade 
and conunerce should be removed. 

I 
n his ominous novel1 984, George 
Orwell fo resaw some of the 
technologica l developments that 
have since occurred, such as t'"vo

way te lescreens tha t we know as 
videoconferencing or the speak-write 
machine that transcribes speech into 
electronic text," write Robert E. 
Litan, director of the economic 
studies program at the Brookings 
Institution, and William A. N iskanen, 
cha irman of the Ca to Institute, in 
Going Digital! A Guide to Policy in 
the Digital Age. " But O rwell was 
wrong, at least so faJ; in claiming that 
the new technologies would greatl y 
augment the power of the state and 
lead to a mass ive centrali za ti on of 

William Niskanen of Cato and Robert i.itan of Brookings listen as Ira 
Magaziner comments on their book, Going Digital! at a National Press 
Club event. 

• Pleas of ir1CLU11bent firms and tech
nologies for protecti on should be 
resisted. 

• Government intervention may be 
useful, but not essential, in very lim
ited instances. For example, the har

power. To the contrary, the digital revolution 
has been a major decentralizing fo rce that 
has empowered people to change their lives, 
their institutions, and their governments in 
previously unimaginable ways." 

In Going Digital! the fi rst joint publica
tion of the Brookings Institution and the Cato 
Institute, Litan and Iiskanen predict that 

PENSIONS Co11ti11ued from page 9 

the priva te account investments should be 
tax-exempt, as IRA returns a re today. 

Fifth, the government should issue recog
niti on bonds, as they did in Chile. People 
who were already in the workfo rce a t the 
time of privatization would get a bond that 
would pay them a portion of future Social 
Security benefits equal to the proportion of 
lifetime Social Security taxes that they had 
already paid. I would also guarantee a min
imum benefit level. But since returns under 
the priva te system will be so much higher 
than they are currently, I think only a tin y 
fraction of all reti rees would actua lly qua li
fy for the minimum benefit. 

Sixth, workers can choose to remain in 
the current system if they desire. I think that 
proposa l is a winner both in theory and in 
practice. In theory, we should not change the 
rules of the ga me in the midd le of a con
test. If people wa nt to stick with the system 
they have , they sho uld have that right. In 
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the Internet and related technologies w ill 
become increasingly important to both busi
nesses and individuals, tackl e many of the 
arguments made by "digital skeptics and pes
simists," and discuss what governments can 
(and cannot) do to create a lega l and insti
tutional framework in which digital activity 
can flourish. 

practice, it enables us to demonstrate that 
opponents of priva ti za tion reall y are pater
nalists. In a debate, for example, we could 
say, "Let's allow the people to choose what 
they think is best. If they agree with my oppo
nents that the status quo is wonderful , they 
can stay in that system. And if they agree 
with me that a private system is a better deal, 
then they can chose the private system. But 
let 's not impose our choice on them." That, 
I think, is an Lmanswerable argument, at least 
in the American polit ical context. 

Seventh, participation in one of the sys
tems- either private or public- shou ld be 
mandatory, at least for now. Although I would 
like to see retirement savings be completely 
voluntary, I do not believe that option is polit
ica ll y viable at the moment. I hope it will 
be in the future. In fac t, I think privatiza tion 
may help get us to that point. 

Eighth , for those who stay in the current 
system, the ra te of growth in benefits would 
have to be reduced, because they are grow
ing at an untenable pace. • 

monization of internationa l lega l ru les 
might prove beneficia l. 

Copies of Going Digital! which draws 
on a 1997 conference cosponsored by the 
Brookings Institution and the Ca to Institute, 
can be ordered for $9.95 by ca lling 1-800-
767-1241. • 
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Cato Studies 

When should we worry about privacy? 

Shift to Consumption Tax Would Benefit All 

I 
t is frequentl y argued tha t low- income 
househo lds would be ha rmed if th e 
current income tax system vvere replaced 
by a national sa les tax. But according ro 

Gilbert E. Metcalf, an economist with Tufts 
University and the Na tiona l Burea u of 
Economic Research, that isn't the case. In 
"The Na ti ona l Sales Tax: W ho Bears rhe 
Burden?" (Policy Analysis no. 289), Metcalf 
argues that if a universal rebate or a payroll 
tax rebate were tied to poverty thresholds
as has been widely suggested by proponents 
of a national sa les tax-low-income workers 
would pay little or no tax. M oreover, there 
are other, mo re important, reasons for 
replacing the current system with a national 
sa les ta x. When eva luating the mer its of 
ma jor tax reform, argues Metcalf, 
"policymakers should not foc us unduly on 
di stributional consi dera ti o ns. Rather, 
Congress wou ld be better advised ro focus 
on the efficiency gains and the broad 
economiC benefits of moving to a 
consumption tax system. " 

+No Need for HUD 
The Department of Hou sing and Urban 
Development has been plagued by scandals 
and ineffic iency si nce its inception. Such 
problems have led many observers to argue 
that HUD needs ro be reformed . But that 
diagnosis misses the central point, says 
Howard Husock in "The Inherent Flaws of 
HUD " (Policy Ana lysis no . 292 ). HUD 
should be eliminated, nor reformed. And it 
should be elimin ated , not because of the 
scandals, but beca use " HUD is an agency 
whose establishment was mmecessary, whose 
purview is of questionable constitutionality, 
and whose goa ls can be better met through 
the pri va te housing industry." Husock, 
direcror of case studies in public policy at 
the Kennedy School of Government at 
H arvard University, writes that HUD was 
created for three reasons: to upgrade specific 
neighborhoods, parricularly "black ghettos"; 
to support the construction of better housing 
for lower income households; and ro limit 
so-ca ll ed suburban sprawl by supporting 
planning measures that force new 
development in o lder portions of ci ties. But 
each purpose is, o r was, fata ll y fl awed. 
"First," writes Husock, " black Americans 
have joined the march toward the submbs, 

without public assistance. Second, subsid.ized 
housing has proven difficult to mainra in and 
has created perverse incentives that 
undermine the format ion of hea lth y 
neighborhoods. And third, suburban sprawl 
is an issue for local, not federal , government. " 

+Privacy Proposals Are Unwise, 
Unnecessary 
"Should priva te companies be permitted ro 
keep informati on about cusromers' buying 
ha bits and identities and sha re that 
in format ion w ith o ther businesses?" asks 
Solveig Singleron, director of information 
studies at the Cato Institute, in "Privacy as 
Censorship: A Skeptical View of Proposals 
ro Regulate Privacy in the Priva te Sector" 
(Policy Analysis no. 295). Although ro many 
people-including many civil libertarians
the answer to that question might seem 
ambiguous, Singleton argues that it is very 
clear. "From li ght conversa ti on, ro 
journalism, ro consumer credit reporting, we 
rel y on being ab le to free ly communicate 
details of one another's li ves . Proposals ro 
forbid businesses to communica te with one 
another about rea l events fly in the face of 
that trad ition." Moreover, there is little to 
fear from such pri va te-sector information 
gathering. Most firms that collect information 
about consumers do so only in order ro sell 
merchandise. And restricting that process 

Solveig Singleton 

wo uld dispro
portionately affect 
new and sma ll 
businesses that do 
not a lrea dy ha ve 
la rge, we ll-deve l
oped consumer 
data bases and 
mailing lists. In 
contrast, we should 
in deed keep a 
watch ful eye on 
information gath
er ing by the gov
ern ment. " The 

abuse of gove rnment da ta bases," writes 
Singleron, " poses a serious threa t for one 
reason: government controls the cou rts, the 
police, and the army. Because the state claims 
so much more power than private parties
power that it th en a buses-government 
databases pose terrible risks." 

+The Benefits of Homeschooling 
Most homeschooled children th r ive aca
demica ll y, have few problems developing 
socia ll y, and succeed as adults, reporrs Isabel 
Lyman in " H o meschooling: Back ro the 
Furure?" (Po licy Ana lys is no . 294). Lyman, 
codirecror of Harkness Road High School 
in Amherst, Massachusetts, and a long-rime 
homeschooling parenr, n·aces the origins of 
the homeschooling movement and its move 
ro the ma instrea m of American life in the 
1980s and 1990s. She responds ro several 
freq uentl y asked questions about 
homeschooling and in the process rebuts 
many myths . For example, it has been 
suggested that, in general, homeschooled 
children do not receive rigorous and 
thoughtful ed uca tions and are at a 
disadvantage when applying ro college. But, 
Lyman reports, more than 70 homeschooled 
children were Na tional Merit Scholars in 
1998, and selective colleges and universities 
are adm.irring increasing numbers of students 
who were ed uca ted a t home. Although 
govern ments have largely refra ined from 
regulating homeschooling, there are still some 
obstacles that could be removed. Eliminating 
or loosening compulsory school attendance 
laws would be helpful, as would establish.ing 
homeschool tax credits. 

+Expand the Health Insurance Tax Credit 
Many Americans find that their ability to 
choose their hea lth care provider is rather 
limited. And the reason, argues Sue Blevins, 
president of the Institute of H ea lth Freedom, 
is th at federal tax law favors employer
sponsored hea lth insurance. Emplo yer
sponsored hea lth insurance is fully excluded 
from taxation , but individually purchased 
hea lth insurance is not. In "Restoring Health 
Freedom: T he Case for a Universal Tax 
Credit for Hea lth Insurance" (Policy Analysis 
no. 290), Blevins maintains that Congress 
should correct that distortion. All Americans 
should be given a tax credit for hea lth 
insurance, whether purchased privately or 
through an employer or other organi za tion. 
Moreover, she insists that the ava ilability of 
medica l savi ngs accounts should be 
expanded. Congress, concludes Blevins, needs 
" to restore Americans ' freedom ro choose 
the hea lth benefits they desire." 

Continued on page 12 
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STUDIES Continued from page 11 

+IOLTA Programs Are Unconstitutional 
IOLTA-Interest on Lawyers' Trust 
Account-programs, created by state 
supreme courts or state legislation, pool client 
funds in designated interest-bearing checking 
accounts. The interest that is generated on 
those funds is funneled through a judicially 
created legal foundation to various "public 
interest" legal firms. Today, all 50 states have 
IOLTA programs, which generate approx
imately $100 million a year. In "IOLTA: 
Interest without Principle" (Policy Analysis 
no. 291), Charles E. Rounds Jr., professor at 
the Suffolk University Law School, reports 
that income from IOLTA programs actually 
underwrites political lobbying and general 
legislative advocacy. "Such programs are 
unethical, " writes Rounds, " because the 
unauthorized use of clients' money for any 
purpose, no matter how noble, is wrong. 
IOLTA programs are unconstitutional 
because, when the state asserts control over 
the equitable interest of client property 
without consent or just compensation, it 
violates the Fifth Amendment's Takings 
Clause." 

+Privatize Fannie Mae and Freddie Mac 
Two of the largest government-sponsored 
enterprises, the Federal National Mortgage 
Association (Fannie Mae) and the Federal 
Home Loan Mortgage Corporation (Freddie 
Mac), receive government subsidies estimated 
to be worth $6 billion. In addition, Fannie 
Mae and Freddie Mac enjoy other 
advantages over private-sector firms, 
including "government securities" status and 
exemption from Securities and Exchange 
Commission requirements and state and local 
taxes. Because of their quasi-governmental 
status, many people think that Fannie Mae 
and Freddie Mac mortgage-backed securities 
and debt carry an implicit federal guarantee 
against default. In "The Mounting Case for 
Privatizing Fannie Mae and Freddie Mac" 
(Policy Analysis no. 293), Vern McKinley 
argues that Fannie Mae and Freddie Mac 
"should be stripped of the privileges of 
government sponsorship and be converted 
to fully private enterprises" and forced to 
compete on a level playing field with other 
firms in the market. • 
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SIMON Continued from page 1 

that Gore was one of the most dangerous 
men and one of the shallowest thinkers in 
all of American politics.) 

Simon's dozens of books and his more 
than 200 academic articles always brought 
to bear a vast arsenal of compelling data 
on and analysis of how life on earth was get
ting better, not worse. Simon argued that we 
were not running out of food, water, oil, trees, 
clean all; or any other narural resource because 
throughout the course of human history the 
price of natural resources had been declin
ing. Falling long-term prices are prima 
facie evidence of greater abundance, not 
increasing scarcity. He showed that, over 
time, the environment had been getting clean
er, not dirtier. He showed that the "popula
tion bomb" was a result of a massive glob
al reduction in infant mortality rates and a 
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stunning increase in life expectancy. "If we 
place value on human life," Simon argued, 
"then those trends are to be celebrated, not 
lamented." 

Simon's central premise was that people 
are the ultimate resource. "Human beings," 
he wrote, "are not just more mouths to feed, 
but are productive and inventive minds 
that help find creative solutions to man's 
problems, thus leaving us better off over 
the long run. " As Ben Wattenberg of the 
American Enterprise Institute explained in 
his brilliant tribute to Simon in the Wall Street 
Journal, "Simon's central point was that nat
ural resources are not finite in any serious 
way; they are created by the intellect of man, 
an always renewable resource." Julian often 
wondered why most governmental economic 
and social statistics treat people as if they are 
liabilities not assets. "Every time a calf is 
born," he observed, "the per capita GDP of 

a nation rises. Every time a human baby is 
born, the per capita GDP falls." Go figure! 

The two trends that Simon believed best 
captured the long-term improvement in the 
human condition over the past 200 years 
were the increase in life expectancy and the 
decline in infant mortality (see figures). Those 
trends, Simon maintained, were the ultimate 
sign of man's victory over death. 

Today, many of Julian Simon's views 
on population and natural resources are so 
triumphant that they are almost mainstream. 
No one can rationally look at the evidence 
today and still claim, for example, that we 
are running out of food or energy. But those 
who did not know Julian or of his writings 
in the 1970s and early 1980s cannot fully 
appreciate how viciously he was attacked
from both the left and the right. Paul Ehrlich 
once snarled that Simon's writings proved 
that " the one thing the earth will never run 
out of is imbeciles." A famous professor at 
the University of Wisconsin wrote, "Julian 
Simon could be dismissed as a simplemind
ed nut case, if his ideas weren't so danger
ous." 

To this day I remain convinced that the 
endless ad hominem attacks were a result of 
the fact that-try as they would-Simon's 
critics never once succeeded in puncturing 
holes in his data or his theories. What ulti
mately vindicated his theories was that the 
doomsayers' predictions of global famine, 
$100 a barrel oil, nuclear winter, catastrophic 
depletion of the ozone layer, falling living 
standards, and so on were all discredited by 
events. For example, the year 2000 is almost 
upon us, and we can now see that the direc
tion in which virtually every trend of human 
welfare has moved has been precisely the 
opposite of that predicted by Global 2000. 
By now Simon and Kahn's contrarian con-
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News Notes 

Conference planned in Tokyo 

Cato Opens New Trade Center 

I 
n January the Cato Institute opened its 
Center for Trade Policy Studies. Under 
the direction of Cato senior fellow Brink 
Lindsey, the center's work will 

demonstrate that free and open trade-a 
central tenet of the classical-liberal order

increases the 
standard of living 
of all parties 
involved, provides 
greater choice to 
consumers, and 
helps promote 
stable, peaceful 
relations between 
countries. 

Cato president 
Brink Lindsey Ed Crane says that 

the center's open
ing "comes at a critical time. Protectionist 
momentum is building, and Cato's Center 
for Trade Policy Studies will fill a vacuum 

elusions in The Resourceful Earth look amaz
ingly prescient. 

The ultimate embarrassment for the 
Malthusians was when Paul Ehrlich bet Simon 
$1,000 in 1980 that five resources (of Ehrlich's 
choosing) would be more expensive in 10 
years. Ehrlich lost: 10 years later every one 
of the resources had declined in price by an 
average of 40 percent. 

Julian Simon loved good news. And the 
good news of his life is that, today, the great 
bogeyman of our time, Malthusianism, has, 
like communism, been relegated to the dust
bin of history with the only remaining believ
ers to be found on the faculties of American 
universities. The tragedy is that it is the Paul 
Ehrlichs of the world who still write the text
books that mislead our children with wrong
headed ideas. And it was Paul Ehrlich, not 
Julian Simon, who won the MacArthur Foun
dation's "genius award." 

Among the many prominent converts to 
the Julian Simon world view on population 
and environmental issues were Ronald Rea
gan and Pope John Paul II. Despite howls of 
protest from the international population 
control lobby, in 1984 the Reagan admin
istration adopted Simon's position-that the 
world is not overpopulated and that peo
ple are resource creators, not resource destroy-
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Dan Griswold 

in foreign markets." 

in Washington's 
public policy com
munity. Cato schol
ars will do the rig
orous research and 
academic work 
needed to demon
strate that U.S. 
adherence to free
trade principles is 
the best way to 
encourage contin
ued liberalization 

Among the topics of forthcoming stud
ies from the Center for Trade Policy Stud
ies are the detrimental effects of trade sanc
tions against Burma, why Americans should 
not worry about trade deficits, and why the 
United States should liberalize its asylum 
policies. In April the center, with the Kei
danren, a Japanese business association, will 

ers- at the United Nations Population Con
ference in Mexico City. The Reaganites called 
it "supply-side demographics." Meanwhile, 
in the late 1980s, Simon traveled by invita
tion to the Vatican to explain his theories on 
population growth. A year later Pope John 
Paul II's encyclical letter urged nations to 
treat their people "as productive assets." 

Simon's theory about the benefits of peo
ple also led him to write extensively about 
immigration. In 1989 he published The Eco
nomic Consequences of Immigration, which 
argued that immigrants make "substantial 
net economic contributions to the United 
States." His research in the 1980s showed 
that, over their lifetimes, immigrants on bal
ance pay thousands of dollars more in tax
es than they use in government services, mak
ing them a good investment for native
born Americans. It was arguably the most 
influential book on U.S. immigration policy 
in 25 years. Sen. Spencer Abraham (R-Mich.), 
chairman of the Immigration Subcommittee, 
has credited Simon's work with helping "keep 
wide open America's gates to immigrants." 

We at the Cato Institute published three 
of Julian Simon's books and dozens of his 
articles and studies. We were always drawn 
to his celebration of the individual. Simon 
believed that human progress depended not 

sponsor a conference in Tokyo on deregu
lation in the global marketplace. 

Lindsey, an attorney who has specialized 
in international trade regulation, is a former 
director of regulatory studies at the Cato 
Institute. Joining Lindsey on the staff of the 
Center for Trade Policy Studies will be asso
ciate director Dan Griswold, policy analyst 
Aaron Lukas, and a to-be-named senior econ
omist. Griswold and Lukas have been, respec
tively, director of trade and immigration stud
ies and manager of information services at 
the Cato Institute. Cato chairman William 
A. Niskanen will advise the center's staff. 

Recent Cato publications on trade poli
cy include "The Fast Track to Freer Trade" 
(Briefing Paper no. 34), "Anti-Dumping Laws 
Trash Supercomputer Competition" (Brief
ing Paper no. 32), and Freedom to Trade: 
Refuting the New Protectionism. • 

only on creative and ingenious minds but 
also on free institutions. He often marveled 
that the only place on earth where life expectan
cy actually fell in the 20th century was in the 
Soviet Union and other East European nations 
during the tyranny of communism. Many of 
his most ardent critics were government 
activists who believe that the only conceiv
able solution to impending eco-catastrophe 
is ever more stringent governmental edicts: 
coercive population stabilization policies, 
gas rationing, wage and price controls, manda
tory recycling, and so on. 

Julian had an ebullient spirit, but from 
time to time he would complain to me that 
his writings never received the full recogni
tion they deserved from academics. That was 
probably true, but I always reminded him 
that his work had had a more profound 
impact on the policy debate in Washington 
than that of any random selection of 100 of 
his academic peers combined. 

Two weeks before Julian died , I was 
driving through central Iowa and was sur
prised and delighted to find gasoline selling 
for 89 cents a gallon. I hadn't seen gas prices 
that low since before the OPEC embargo in 
the early 1970s. I instantly thought of Julian. 
It was one of those little real-world events 
that confirm that he was right all along. • 
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News Notes 

Will study NATO expansion 

Gordon Humphrey Joins Cato as Visiting Scholar 

F
ormer senator Gordon H umphrey has 
joined the Cato Institu te as a visit ing 
scho la r in fore ign po licy stud ies. 
Humphrey's work w ill foc us on the 

financial and securi ty issues involved in the 
expansion of ATO. 

"Whether nations like Poland, H ungary, 
and the Czech Republic should be gran ted 

ATO membership may be the most impor
tant foreign policy question that we now face. 
It cer tainl y is th e m ost co mpl ex," says 
Humphrey. "Since our allies have refused to 
pay for the cost of NATO expansion and the 
proposed new members probably won't be 

able to afford it, how muc h of a fina ncia l 
burden wi ll U.S. taxpayers bear? Wo uld 
expand ing NATO turn regiona l East Euro
pean conflicts into ones involving the Unit
ed States or create more Bosnia-style expe
di tions? Is it worth the risk of antagonizing 
R uss ia, w hi ch re ma ins a nucl ear s uper
power? If stabLii ty is the goal of expansion, 
wouldn't the commercial ties that European 
Union extension would create be more effec
t ive than expa nding a mili tary a lliance? It 
is crucia l th at Co ngress and t he fo reign 
policy community address those questions 
seriously before a final decision is made." 

Hump hrey rep
resented New Hamp
shi re in the United 
States Senate from 
1979 to 1991 and 
served on the Com
mittee o n Foreign 
R ela ti o ns a nd the 
Aimed Services Com
mittee. Since leaving 
th e Sen a te he has 

Gordon Humphrey made m ore th an a 
dozen tr ips to the 

republics of the former Soviet Union . • 

Hanke, Walter Williams in Cato journal 

T 
here is no reason to fear the process of 
development. Economic growth not 
only raises absolute standards of living 
but also improves the relative 

distribution of income as well. Prosperity is 
not the rival of equality but its part11et;" write 
Steve H . H anke and Stephen J. K. Walters in 
the new issue of the Cato Journal (vol. 17, 
no. 2). In their article, "Economic Freedom, 
Prosperity, and Equa lity: A 
Survey," H anke and 
Walters examine five 
recent stud ies of world 
economic free dom and 
conclude that, despite 
differing meth odologies 
and points of emphasis, a ll 
reach the same basi c 
conclusio n: "Economic 
free do m and econom1c 
wea lth are inextri ca bly 
linked." Also appearing in the 
issue are articles on how state 
regulation of the Internet violates 
the Commerce Cla use of the 
Constitution; why the distribution 
of organs should be left to the market, not 
ra tioning; and why new ca lls for economic 
planning in India should be resisted. 

In vol. 17, no. 1, of the Cato Journal, Wal
ter E. Williams maintains that, despite claLms 
to the contra ry, affi rmati ve ac ti on po licies 
are fa ta ll y fl awed and ca nno t be mended; 
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A. James Meigs and Roberto Sa linas-Leon 
debate the causes and consequences of the 
Mexican peso crisis; Enrique Ghersi analyzes 
the informal economy in Latin America; and 
George Selgin argues that U.S . banks should 
be a ll owed to branch freely and determi ne 
their po rtfo lios as they wish, subjected to 

open competiti on w ith fore ign firms and 
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required to fully meet obligations to their cus
tomers. 

Although policymakers have often turned 
to inflationary policies in times marked by 
econom ic downturns, Jerry Jordan argues 
that such policies are foolhardy in the lead 
article of vo l. 16, no. 3, of the Cato Jour
nal. The hi storica l evidence, Jordan ma in-

taLns, demonstrates that there is a strong neg
ative correlati on between inflation and eco
nomic growth . In the same issue is Charlotte 
T wight's exanunation of the migins of Medicare. 
She ma intai ns tha t the es ta blishment of 
Medicare was a classic example of politicians' 
acting on behalf of their own interests rather 
than the interests of the public. " Like the 
Social Security Act that it amended, the 1965 

Medicare program was ostensibly a 
vehicle for reducing depen

dency in old age," wtites 
Twight. "In reality, both 

laws were dependency
shifting rather than depen

dency-reducing: mandat
ed dependence of the elder-

ly on the federa l govern -
ment and taxpayers replaced 

potential dependence on fam
il y and char ity." Also fea 

tured in the issue are an arti
cle on the impact that state 

and loca l budgetary rules have 
had on spending, taxes, and 

debt; a n essay on the r ise of 
the welfa re sta te and the decline 

of bourgeois va lues; and a review of Charles 
M urray's book What It Means to Be a Lib
ertarian. 

Sing le cop ies of th e Cato Journa l 
ca n be o rd ered for $8 by ca llin g (2 02 ) 
842-0200. • 
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Cato Books 

Wanner winters, better farming 

Why We Shouldn't Fear Global Warming 

V
ice Pres ident AI Gore has ca ll ed the 
threa t of globa l warming " th e most 
serious problem om civilization faces." 
And President C linton has stated, "We 

simply must halt globa l warming. It is a 
threat to om health, to our ecology, and to 
o ur economy." But there is no consensus 
a mong scientists tha t the earth is actua ll y 
getting wa rmer. And even if there were, is 
glo bal warming something tha t we sho uld 
fear? 

In Climate of Fear: Why We Shouldn't 
Worry about Global Warming, Thomas Ga le 
Moore, senior fe llow at the Hoover Institu
tion, says no. Despite many dire predictions, 
glo bal warming- should it occur- wou ld 
benefit most people. 

Moore looks at historica l evidence and 
finds tha t the tempera ture of the earth has 
fluctuated dramatically over the past 200,000 
years. And he reports that mankind has "pros
pered dming warm periods and suffered dur
ing cold ones." For example, agriculture was 
made possible by warmer climates. "From 
its origins around 8000 B.C.," writes Moore, 
"agriculture spread northward, appearing in 
G reece abo ut 6000 B.C., Hungary in 5000 
B.C., France in 4500 B.C., and Poland in 4250 
B.C. Is it chance that this northward spread 
fo llowed a gradual warming of the climate 
that made agriculture more feasible at high
er la titudes?" 

Life spans a lso increased in periods char
acterized by warmer weather. Moore looks 
at life expectancy from 8000 B.C. to A.D. 1400 
and fi nds that the "warmest periods, the 
Neo lithic, Bronze Age, and the thirteenth 
century, enj oyed the longest life spans of the 
entire period. " 

Would mankind benefit from higher tem
peratures during the next severa l decades or 
centuries? That is, would history repeat itself? 
Moore argues that it would. H e predicts that 
increased ca rbon dioxide emissions, coupled 
with warmer au tumns and winters, woul d 
boost agricu ltural production, red uce heat
ing costs, improve transportation, and cut 
fata lities. Moreover, many people simply pre
fer warmer wea ther. 

Even if such benefits were not rea lized, 
it would still be fool ish to impose regulations 
aimed a t curbing globa l warming. Cutting 
carbon dioxide emissions by a third-as some 
environmenta lists have advocated-would 

decrease world economic output and wea lth 
much more than wo uld the negative effects 
of global warming. 

stand fast against any 
steps to limit green
house gas emissions." 

Moore mges policymakers to take a sen
sible look at globa l warming, one based on 
sow1d scientific and economic reasoning, not 
emotion and hysteria. "Except for those mea
sures tha t make sense in any case, such as 
eliminating subsidies to energy and energy 
use, " concludes Moore, "Congress should 

Copies of Cli
mate of Fear can 
be purchased for 
$18 .95 (cloth) or 
$9.95 {paper) by 
ca lling 1-800-
767-1241. • 
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UJ 
C a to Univers ity is launching a series of ho liday weekend 

seminars on the foundations of a free society. Each seminar 
will begin with a Friday evening dinner and speech, offer 

lectures and discussions Saturday and Sunday, and conclude with a 
Sunday evening dinner and speech a nd Monday morning departure. 
(The July 4 seminar w ill begin Thmsday evening, July 2, with departme 
on Sunday, July 5.) The c·ost of $795 includes three nights in a hotel, 
a ll mea ls, and all lectures. The Cato University seminars are open on ly 
to Cato Sponsors. 

---SEMINARS IN PHILOSOPHY AND LAW 

Memorial Day weekend, May 22-25 • Princeton, New Jersey • Hyatt 
Regency 

FACULTY: Randy Barnett, Boston University School of Law, 
Author, The Structure of Liberty 
David Kelley, Insti tute for Objectivist Studies, 
Author, A Life of One's Own 
Charles Murray, American Enterprise Institute 
Author, What It Means to Be a Libertarian 

Columbus Day weekend, October 9- 12 • San Francisco • Radisson Miyako 
FACULTY: Randy Barnett 

David Kelley 
David Friedman, Santa Clara University 
Author, The Machinery of Freedom 

---SEMINARS IN ECONOMICS AND HISTORY 

Independence Day weekend, July 2-5 • San Diego • Rancho Bernardo Inn 
FACULTY: Russell Roberts, Wash ington Uni versity, 

Author, The Choice: A Fable of Free Trade and Protectionism 
Stephen Davies, Ma nchester University 
James K. Glassman, Washington Post 

Labor Day weekend, September 4-7 • Chicago • Intercontinental Hotel 
FACU LTY: Stephen Landsburg, University of Rochester, 

Authot~ Fair Play: What Your Child Can Teach You about 
Economics, Va lues, and the Meaning of Life 
Stephen Davies 

athaniel Branden 
Author, Taking Responsibility 

---- For more information, check out the Cato Web site at 
www.cato.org, or call Michelle Rider at (202) 218-4606 
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+ We win 
"We're all libertarians now," says [Deputy 

Assistant Secretary of State Jonathan] 
Winer. 

-Sp011s Illustrated, Jan. 26, 1.998 

+ Gore revives the Un-American Activities 
Committee 

Some moviemakers and television pro
ducers agreed yesterday that the entertain
ment industry needs to be more con cious 
of how it portrays cigarerre smoking. 

Appearing with Vice President Gore at 
the White House, representatives of the 
Screen Actors Guild, Directors Guild and 
Writers Guild . . . pledged to use peer pres
sure to keep their colleagues from depict
ing cigarettes as cool. It would be a volun
tary initiative with no new government reg
ulations or censorship, Gore said. 

- Washington Post, Dec. 4,1997 

+Whatever 
"[The Bosnia] mission will be precisely 

defined with clear realistic goals that can 
be achieved in a definite period of time .... 
Our Joint Chiefs of Staff have concluded 
that this mission should and will take about 
one year." 

- President Clinton, ov. 27, 1995 
Clinton Says Troops to Stay in Bosnia Indef
injtely 

- headline in the Washington Post, 
Dec. 19, 1997 

+ Magnanimity 
"I try to be fair," [Appropriations Inte

r ior Subcommittee chair Rep. Ralph] Reg
ula continued. The 1998 Park Service bud-

CATO POLICY REPORT 
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Washington, D .C. 20001 

ADDRESS CORRECTION REQUESTED 

"To Be Governed ... " 

get, he said include ome project "that 
are not in rustricrs of members of the Appro
priations Committee or even the atural 
Resources Committee.' 

-Washington Post, Dec. 1, 1997 

+They are human beings, and we will ban 
them 

"Human embryos, however they are 
created, are human beings. To assert that 
we need only regulate the practice of human 
cloning as if it is a drug, and not a process 
of creating life, is morally obtuse. This Con
gress will act to ban human cloning." 

-Press release by 
Rep. Dick Armey, Jan. 20, 1998 

+Socialism: a primer 
Student and jobless protesters occupied 

the headquarters of the [French] prime min
ister's Socialist Party yesterday, vowing to 
keep up their six-week-old protest for big
ger welfare payments. 

Despite Prime Minister Lionel Jospin's 
promise Wednesday of further aid, 100 pro
testers strung a banner from the building 
that read: "We want everything ... and 
we' ll take the rest." 

- Washington Post, Jan. 23, 1998 

+That darned competitive labor market 
To win a traditional organizing drive 

under current labor law, [industrial labor 
rela tions expert Thomas] Kochan said, 
"more than 50 percent of the people in a 
bargaining unit have to be russatisfied and 
willing to stick around long enough to do 
something about it. " 

Even though polls have shown increas-

ing interest in unions among U.S. workers, 
Kochan aid, not many are willing to stay 
with a bad employer long enough to orga
nize. 
-San Francisco Examine1; ov. 9, 1997 

+H only the state of the union address had 
been five minutes longer 

Randy Furr . .. has become an unlike
ly lobbyist on behalf of a forgotten popu
lation: young adults in Washington's sub
urbia with nothing to do and few advocates 
who understand that malls, movies and 
miniature golf fall short of satisfying rest
less twentysomething souls . ... 

In Howard Counry alone, planners say 
there could be more than 10,000 people 
from 18 to 25 years old who have virtual
ly no public support for their hobbies. 

- Washington Post, Nov. 9, 1997 

+Calling for an Istanbul Wall 
[German] Interior Minister Manfred 

Kanther vowed to prevent what he called 
"a criminal wave of migration." He sa id 
that 14,000 Kurds applied for asylum in 
Germany last year .... 

"Ports and ferries in Turkey, Greece and 
Italy must undertake tougher controls to 
combat illegal immigration," Kanther said. 
"We need rougher exit controls o ut of 
Turkey." 

- Washington Post, Jan. 7, 1998 

+ Unlike here 
In China, virtually no one pays income 

taxes voluntarily. Those who do almost 
always understate their earnings. 

- USA Today, Nov. 5, 1997 
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