
ANDREW P. 
NAPOLITANO
Judge speaks
at Cato Club
200 retreat

PAGE 5

CATO
JOURNAL
Key lessons
from the 
financial crisis

PAGE 3

The Case for Cuts

W
ashington has been the
scene of vigorous budget
battles this year, but there
are even larger struggles to

come. The Budget Control Act (BCA), signed
into law by President Obama in August,
barely scratched the surface of needed
reforms. The Act included caps on discre-
tionary spending and it set up a “supercom-
mittee” to find further savings. However, the
deficit for 2012 will still be $1 trillion or
more, and the budget caps only attempt to
slow the growth rate of discretionary spend-
ing. The large spending increases of recent
years have not been reversed, and we can see
from Obama’s recent “jobs” proposals that
the urge to spend is alive and well.

To avert a Greek-style fiscal train wreck,
we need much larger spending reforms than
the leaders of either party are currently talk-
ing about. Most experts agree that we need
to reform Social Security and Medicare, but
the reality is that we need to pursue cuts in
every federal activity from A to Z—from agri-
culture subsidies to the National Zoo. We
should cut entitlement benefits, aid to the
states, subsidies to individuals and busi-
nesses, and military spending. In many cases
we should eliminate whole programs, or pri-
vatize activities where possible to remove
them from the federal budget altogether.

DAMAGE FROM RISING SPENDING
Federal spending soared over the past

decade, growing from 18 percent of gross
domestic product (GDP) in 2001 to 24 per-
cent by 2011. That expansion was fueled by
war costs, growing spending on discre-
tionary and entitlement programs, and var-
ious efforts to “stimulate” the economy. 

Government spending growth has
already created giant deficits and displaced
private-sector economic activity, but it could
get much worse. The “alternative fiscal sce-
nario” from the Congressional Budget
Office (CBO) shows that federal spending
could rise to 34 percent of GDP by 2035,
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President’s Message

BY EDWARD H. CRANE

“Free and 
prosperous 
societies 

simply cannot
exist without 

private property
rights. 

ibertarians often cringe when they are casually
referred to as a “right of center” movement.
They have plenty of reasons to want to avoid
being confused with conservatives. Too many

conservatives support the reflexive American Empire
designs of neoconservatives. For the neocons, Ameri-
can greatness doesn’t mean the Declaration of In-
dependence, it means we can kick the bejeezus out of
any nation we choose to. (And they have a long list.)

And too many conservatives support blatant,
unconstitutional infringements on our civil liberties,
such as the Patriot Act, wherein the executive branch
FBI can issue National Security Letters, complete with
gag orders, to any American citizen without so much
as a wink to the courts. Many even support the idea of
killing American citizens on the say-so of the presi-
dent with nary a thought to due process. So much for
the Constitution. 

Further, too many conservatives are too concerned
about how other people choose to live their lives.
Where does the government get off telling gay Ameri-
cans they can’t get married? Not to mention demand-
ing to approve heterosexual marriages? Life, liberty,
and the pursuit of happiness. Protect that, Congress—
and otherwise leave us alone. Please. 

And yet, as a sure ’nuf libertarian, I prefer being
grouped with the Right rather than the Left. The rea-
son? Property rights. In general, conservatives have a
much higher recognition of the importance of prop-
erty rights to a free society than do liberals. Free and
prosperous societies simply cannot exist without pri-
vate property rights. 

Of course, the Left has pretty much given up any
claim to being champions of liberty these days.
Speech codes on campus and restrictions of political
speech show their disdain for the First Amendment.
Double down of troops in Afghanistan? Okay if the
president’s a liberal. Then there is the Left’s profound
ignorance on how wealth is created. They love to fo-
cus on how to alleviate poverty when the answer is
wealth creation. Poverty is the natural state of man.
Prosperity requires free markets, respect for contracts,
and protection of private property. No big secret, but
it seems to escape the Left.

So you have the Obama administration trample
centuries of business law by denying Chrysler bond-
holders their contractual right to be first in line for
assets sales under bankruptcy, and instead giving
those rights to the UAW, which had no such claim.
Property rights abused; the difficulty in selling corpo-

rate debt increased. The earned income of the rich?
We’ll just take it and give it to those who didn’t earn
it. Property rights abused; the incentive to create
wealth undermined. 

Which brings us to the “Occupy Wall Street”
movement, a modern-day Lord of the Flies event.
Perhaps you saw the YouTube parody: “What do we
want?” “We don’t know!” “When do we want it?”
“Now!” Truth be known, President Obama’s political
godfather, Saul Alinsky, would have been appalled 
at Barack’s apparent support for the motley crews
that are protesting around the nation. Yes, we hate
capitalism, he admonished in his underground revo-
lutionary manifesto, Rules for Radicals, but we should
dress nice so they don’t know what we’re up to. 
He was even against flag burning, much less defecat-
ing on police cars. Anyway, I think it is amusing the
way Zuccotti Park “occupiers” had to set up on-the-
run rules to deal with, well, less-than-clear property
rights. One sanitation group leader, according to the
Washington Examiner, was quoted as scolding a fellow
protester for looking for a sleeping bag: “This isn’t
your stuff. You got all this stuff from comfort. It
belongs to comfort.”

Where is John Locke when we need him?

IN MEMORIAM
As we went to press for this issue of Cato Policy

Report, we learned of the passing of our longtime
friend, colleague, and chairman, Bill Niskanen. Bill
had recently undergone radical heart surgery and ini-
tial reports of progress proved illusory. He was a great
man, one who did more than anyone else to put the
Cato Institute on the map. A former acting chair of
Ronald Reagan’s Council of Economic Advisers, Bill
was an internationally renowned economist. More
importantly, he was a man of unshakeable integrity.
One of the things that most endeared Bill to all of us
at Cato was when he got fired as chief economist at
Ford Motor Company for refusing to endorse their
call for import quotas on Japanese automobiles. An
extensive remembrance of Bill will be in the next issue
of CPR. William A. Niskanen, RIP. 

”

L
OWS: Oh What Stench



THE OLD WORLD ORDER
Things aren’t looking up, according to the Economic Free-

dom of the World: 2011 Annual Report. Co-published by the
Cato Institute, the Fraser Institute, and more than 70 think
tanks around the world, the new index shows that economic
freedom has fallen worldwide. The average score rose from
5.53 (out of 10) in 1980 to 6.74 in 2007, but has since fall-
en to 6.64 according to the most recent data. While this is
the second year in a row that freedom has fallen globally,
the report’s emphasis on one country in particular bears
repeating. “The world’s largest economy, the United States,
has suffered one of the largest declines in economic free-
dom over the last 10 years, pushing it into tenth place”—
a significant drop from its third-place position in 2000. 

DAVID H. PADDEN, RIP
All of us at the Cato Institute are saddened to announce

the passing of David H. Padden, one of our original Board
members, at the age of 84. Dave took Emeritus Director 
status a couple of years ago,
but for our entire 34 years he
was closely involved in Cato’s
activities, as director, contrib-
utor, and constant reminder 
of the principles on which we
were founded. Ed Crane, Cato’s
cofounder and president, 
often called him “the con-
science of the Cato Institute.”

Dave was a Chicago busi-
nessman, the president and founder of Padden and Co. and
Padco Lease Corp. A one-time conservative, he saw the light 
in the 1970s and became a radical and devoted libertarian.
He created the Loop Libertarian League, a group that met
monthly at the Union League Club in downtown Chicago, to
discuss politics and philosophy. At various times he was a
director of Citizens for a Sound Economy, the Acton Insti-
tute, the Bionomics Institute, the Foundation for Economic
Education, and the Center for Libertarian Studies. Besides 
his long service with Cato, he was best known as the founder
of the Heartland Institute, where he served as chairman 
from 1984 to 1995.

Dave graduated from Loyola University in Chicago and
received an MBA from Harvard. And while he dedicated a
great deal of time to studying liberty and helping build insti-
tutions to protect it, he knew that politics isn’t all of life. He
was married to Joan for 61 years, a father of 7, a devoted
grandfather and great-grandfather, a director of St. Xavier
College and the Epilepsy Foundation, and a lifelong support-
er of the Lyric Opera of Chicago. 
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CatoNewsNotes

W
hat key lessons have emerged from the recent financial crisis?
In the Fall 2011 issue of the Cato Journal, leading experts 
consider the role that monetary policy plays in preventing eco-
nomic instability. Jerry L. Jordan, former president of the Fed-

eral Reserve Bank of Cleveland, reflects on the most fundamental aspect
of the issue: our means of exchange. Money, he says, simply 
provides information, enhancing our understanding of the relative 
value of different goods. Rather than giving policymakers greater discre-
tion—which creates “false signals”—Jordan argues for moving toward

“honest money.” “The meaning of 
a dollar should no more be subject 
to change than the number of inches
in a foot,” he writes.

John B. Taylor, professor of eco-
nomics at Stanford University,
agrees that monetary policy should
be less discretionary. By reviewing
U.S. legislative history since the late
1970s, he argues in favor of a mone-
tary rule to anchor the future value
of the dollar. Such a rule would
allow “the public to exercise control
over monetary policy,” he writes—
echoing the words of Milton
Friedman—rather than “the day-by-
day whim of political authorities.” 

Elsewhere in the issue, the late Nobel laureate himself weighs in. In 
a classic study published in 1971 for the Chicago Mercantile Exchange,
Friedman provides a blueprint for the creation of a future’s market 
in foreign currency—an idea that was revolutionary at the time. Leo
Melamed, then-chairman of the Merc, offers an introductory note 
commemorating the paper’s 40th anniversary.

Charles I. Plosser, president of the Federal Reserve Bank of
Philadelphia, asks to what degree policymakers should allow asset prices
to directly influence monetary policy, while Peter J. Wallison, codirector
of financial policy studies at the American Enterprise Institute, presents
three competing narratives of what actually caused the crisis. Lawrence
H. White, professor of economics at George Mason University, consid-
ers what might have been in “A Gold Standard with Free Banking
Would Have Restrained the Boom and Bust.”

Other notable contributors include Carmen M. Reinhart and
Vincent R. Reinhart on the “Limits of Monetary Policy in Theory and
Practice,” Harris Dellas and George S. Tavlas on “The Revived Bretton
Woods System, Liquidity Creation, and Asset Price Bubbles,” and Gerald
P. O’Driscoll Jr. on “Money, Prices, and Bubbles”—among many others.

The Fall 2011 issue concludes with reviews of books on the most infa-
mous trade bill in U.S. history, one of the most important libertarian works
in recent memory, and the impact of biometric authentication technology.

All of these articles are available online at www.cato.org.

Milton Friedman’s revolutionary idea

Money and the Financial Crisis
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while federal debt held by the public could
rise from 67 percent of GDP today to 187
percent by that year. Indeed, the problem is
even worse than that because CBO does not
take into account the negative effects of
soaring spending and deficits on its bench-
mark projections of long-run economic
growth. Thus, as CBO acknowledges, the ris-
ing debt would suppress GDP in coming
decades, so we could end up in a death spiral
of soaring debt in a shrinking economy. 

Despite the obvious problem of rising
spending, some policymakers are calling for
“balanced” reforms that include tax increas-
es. But CBO projections show that our fiscal
problems are caused by abnormally high
spending, not a shortage of revenues.
Federal revenues are currently down due to
the sluggish economy, but when the econo-
my recovers, revenues are expected to rise to
the normal level of about 18 percent of
GDP—even with all the tax cuts of recent
years in place.

Other policymakers don’t object to rising
federal spending because they think that the
United States has a uniquely small govern-
ment. But that is no longer the case. Data
from the Organization for Economic
Cooperation and Development (OECD)
show that total federal, state, and local gov-
ernment spending in the United States this
year is a huge 41 percent of GDP. That com-
pares to the average of the 32 advanced
economies in the OECD of 45 percent. Until
the big-spending Bush and Obama years, we
enjoyed a government size advantage com-
pared to the OECD average of about 10 per-
centage points of GDP. But that advantage
has now shrunk to just 4 points, and we are
fast becoming just another bloated welfare
state.

The economic damage from rising gov-
ernment spending is caused by two basic
factors. First, the spending itself transfers
resources from higher-valued private uses to
lower-valued government uses. Because the
government is already so large, new spend-
ing very likely has a negative return and thus
reduces GDP.

Second, the financing of rising spending
causes damage. Taxes impose distortions, or

“deadweight losses,” on the economy that
come in addition to the costs on the private
economy of the money seized by the gov-
ernment. If tax rates on working and invest-
ing are increased, for example, GDP will
shrink because there will be less working
and investing. 

If new government spending is financed
by debt, that pushes the damage of higher
taxes into the future. But the rising debt
itself will create economic uncertainty and a
greater risk of financial crises. Recent aca-
demic research also indicates that economic
growth tends to fall as gross government
debt rises above about 90 percent of GDP,
and gross federal debt in the United States
has already surpassed that at about 100 per-
cent of GDP.

Stanford University’s Michael Boskin
calls government spending a “leaky bucket”
because the benefits are a fraction of the
costs. For every $1 spent on a government
program, the required taxes cause about
$1.50 of damage to the private economy.
And because programs are so inefficient,
every $1 dollar of spending may only pro-
duce a return of perhaps 50 cents. Thus, “it
costs taxpayers $3 to provide a benefit worth
$1 to recipients,” notes Texas A&M
University’s Edgar Browning.

The larger the government grows, the
leakier the bucket becomes. On the revenue
side, tax experts agree that economic dis-
tortions rise rapidly as marginal tax rates
rise. On the spending side, funding is allo-
cated to activities with ever lower returns as
the government expands. In his 2008 book
on government spending, Stealing From

Ourselves, Browning concludes that our
excessively large government reduces aver-
age U.S. incomes by about 25 percent. If
spending keeps on rising, American
incomes will be pushed down even further.

This essay focuses on economics, but the
damage caused by rising spending is much
broader. The larger Washington becomes,
the more it is creating a top-down bureau-
cratic society that is alien to American tradi-
tion of individual liberty. Growing federal
power is destroying diversity and innovation
in state and local governments by imposing
a web of one-size-fits-all rules. New federal
spending programs nearly always come with
a raft of regulations that reduce freedom
and choice, such as the individual mandate
in the 2010 health law. In sum—whether or
not we run trillion-dollar deficits—federal
spending cuts are beneficial because they
disperse power and expand freedom.

BALANCING THE BUDGET 
BY CUTTING SPENDING

In recent years, budget-reform discus-
sions have focused on the three main enti-
tlement programs: Social Security, Medi-
care, and Medicaid. That focus makes sense
because these rapidly growing programs
gobbled up $1.6 trillion of the $3.6 trillion
federal budget in 2011. However, aside from
interest costs, that still leaves $1.8 trillion in
spending on a vast array of other programs,
and many of those programs are also grow-
ing rapidly. 

Thus, it is important to look for savings
in all areas of the budget. We should pursue
cuts to the big-three entitlement programs,
aid to the states, subsidies to individuals and
businesses, military spending, and federal
business activities that could be privatized.
I’ve proposed a “Balanced Budget Plan” to
cut spending to 18 percent of GDP by 2021,
which would match the level of revenues
that year with all the 2001 and 2003 tax cuts
still in place. The plan is further detailed at
www.DownsizingGovernment.org. 

The table here lists the proposed cuts,
which would reduce spending in 2021 by
$1.4 trillion, including interest savings, or
about one-quarter of projected spending
that year. By contrast, the Budget Control

Continued from page 1 “In many 
cases we should 
eliminate whole 
programs, or 

privatize activities
where possible to
remove them from
the federal budget

altogether.”



Act (BCA) is supposed to reduce deficits in
2021 by just $343 billion, which includes the
savings from discretionary spending caps
and the congressional supercommittee. The
BCA savings are not only small, they are also
more likely to be reversed than the full pro-
gram terminations that my budget plan fea-
tures. 

SOCIAL SECURITY, MEDICARE, 
AND MEDICAID

The aging of the population and rapid
health care inflation are causing the costs of
Social Security, Medicare, and Medicaid to
soar. To control costs and to increase free-
dom and choice, these programs should be
fundamentally restructured. The insolvent
Social Security system should be converted
to a system based on personal savings
accounts. The centrally planned Medicare
system, which relies on a mass of regulations
and price controls, should be converted to a
system based on individual vouchers, sav-
ings, and consumer choice. 

While they are pursuing these major

overhauls, policymakers should also take
steps to start reducing costs right away. The
growth in initial Social Security benefits
should be linked to price increases rather
than wage increases, and the program’s nor-
mal retirement age should be raised over
time to 70. Social Security disability benefits
have soared in cost in recent years, and there
appears to be large amounts of fraud and
abuse in the program. These benefits are cut
10 percent in the proposed plan.

The unaffordable and damaging health

care law of 2010 should be repealed. For
Medicare, modest cost savings should
include raising deductibles and premiums
so that beneficiaries pay a larger share of
their own costs. Medicaid’s matching grants
to the states should be converted to fixed
block grants, which would spur the states to 
make cost-saving innovations. Health care
cost savings can also be found in tort reform
and reducing high error rates in provider
payments. 

All in all, these changes would generate
growing savings over time, hitting about
$490 billion annually by 2021. Entitlement
programs should be fundamentally restruc-
tured, and the reforms mentioned here
would be good first steps to get costs under
control.

AID TO THE STATES
Under the Constitution, the federal gov-

ernment was assigned specific limited pow-
ers, and most government functions were

left to the states. The Tenth Amendment
reads: “The powers not delegated to the
United States by the Constitution, nor pro-
hibited by it to the States, are reserved to the
States respectively, or to the people.” Federal
and state governments are supposed to have
separate areas of activity, with federal func-
tions being “few and defined,” as James
Madison noted.

In recent decades, however, Congress has
undertaken many activities that were tradi-
tionally reserved to state and local govern-
ments. A key method has been through
“grants-in-aid,” which are programs that
combine federal subsidies to the states with
regulations that micromanage state and
local activities. President George W. Bush,
for example, tied the regulations of his No
Child Left Behind program to federal
grants-in-aid for K–12 public schools.
Federal aid to the states totals more than
$600 billion a year, and it is distributed
through more than 1,100 programs. 

Since the explosion of aid in the 1960s, it
has become increasingly obvious that the
federal government cannot efficiently solve
local problems, such as improving school
performance. One problem is that federal
aid comes with a web of complex regula-
tions that destroy state innovation. Another
problem is that the aid system undermines
government accountability because each
level of government blames the other levels
when programs fail. The system has been
called a “triumph of expenditure without
responsibility.”

The grants-in-aid system should be
phased out over time. The proposed plan to
balance the budget by 2021 would end fed-
eral aid for K–12 education, urban transit,
public housing, rental housing, community
development, job training, and various local
justice and environmental activities. In addi-
tion, it would cut in half aid for food stamps,
school lunches, and various Department of
Health and Human Services subsidies. 

These reforms would save $257 billion
annually by 2021. If state governments
thought that these programs were crucial,
they could raise funding from their own res-
idents. After all, residents of the 50 states are
funding those programs right now, but in 
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“Government 
spending transfers

resources from 
higher-valued private
uses to lower-valued
government uses.

Taxes impose 
distortions, or 

‘deadweight losses,’ 
on the economy.”
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MILITARY SPENDING
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$490 BILLION
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$150 BILLION

$22 BILLION

BUDGET AREA ANNUAL SAVINGS IN 2021
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a very inefficient and roundabout way
through Washington.

SUBSIDIES TO INDIVIDUALS 
AND BUSINESSES

The federal government operates more
than 2,000 separate subsidy programs, a
doubling of subsidy programs since the mid-
1980s. Thus, not only has the size of the fed-
eral budget expanded in recent decades in
terms of dollars spent, but so has the scope
of federal activities. About 1,100 of these sub-
sidy programs are state aid programs, as
noted, but the rest are subsidies to individu-
als and businesses. 

Each subsidy program costs money, gen-
erates a bureaucracy, spawns lobby groups,
and encourages even more people to
demand freebies from the government.
Individuals, businesses, and nonprofit
groups that become hooked on subsidies
essentially become tools of the state. They
lose their independence, have less incentive
to innovate, and shy away from criticizing
the government. Subsidies undermine
America’s traditions of individual reliance,
voluntary charity, and entrepreneurialism,
and they should be ended.

The proposed plan to balance the budget
by 2021 would terminate subsidies for farm
businesses, rural activities, economic devel-
opment, conventional and alternative ener-
gy, student aid, and home purchases. It
would eliminate the refundable part of the
child tax credit and half of the earned-
income tax credit. It would cut federal work-
er compensation by 10 percent and cut for-
eign aid in half. 

These proposed cuts to subsidies would
save about $237 billion annually by 2021.
Subsidy recipients may be initially hurt by
the cuts, but people would adjust over time
and learn to survive—even thrive—without
subsidies. Before welfare reform in 1996, lib-
erals in Congress screamed that it would be
the Apocalypse, forcing hordes of poor fam-
ilies to sleep on street grates. But after welfare
reform, the poverty rate fell, the welfare rolls
plunged, and many people moved into gain-
ful employment. Or consider that before
farm subsidies were abolished in New

Zealand in the 1980s, farmers marched in
the streets opposing the change. But after
the reforms, New Zealand farmers found
that they could do very well without subsi-
dies, and these days they are proud of their
independence from government.

MILITARY SPENDING
Cato defense experts Christopher Preble

and Benjamin Friedman have proposed a 
list of cuts to U.S. military spending at
www.DownsizingGovernment.org. They ar-
gue that to cut military spending, the United
States should exercise restraint in its foreign
policy, rather than trying to be the world’s
policeman, fixing failed states, and interven-
ing in foreign civil wars. We should also let
friendly nations bear more of the costs of
their own defense.

By shedding such extraneous activities
and refocusing resources on the core mission
of defending the nation, we could reduce 
our overall force structure. Preble and
Friedman’s 19-point proposal would reduce
spending by about $150 billion annually by 
2021. It includes a reduction in the size of
the Army and Marine Corps, cuts to the
Pentagon’s civilian bureaucracy, and 
reduced purchases of low-priority ships, 
aircraft, and other equipment. The Constitu-
tion tasks the federal government with pro-
viding for the “common Defence,” not polic-
ing foreign lands and solving their political
and military conflicts. 

PRIVATIZATION
In recent decades, governments around

the world have sold state-owned assets and
businesses to private investors. Airports, rail-
roads, electric utilities, post offices, and other
assets have been privatized. Privatization
generally leads to reduced costs, higher-qual-
ity services, and increased innovation.

America has lagged behind in privatiza-
tion, but not for lack of opportunities. Our
air traffic control system, for example, has
been mismanaged for decades. The Federal
Aviation Administration (FAA) has strug-
gled to upgrade its technology, and a series of
workplace incidents in 2011—such as con-
trollers falling asleep on the job—indicates
that the FAA has serious labor problems.
Meanwhile, Canada privatized its air traffic
control system in 1996, with excellent
results. The system is structured as a private
nonprofit corporation, and it is self-support-
ing from charges on aviation users. The
Canadian system has received high marks
for sound finances, solid management, and
investment in new technology.

Privatizing air traffic control, Amtrak,
and the Army Corps of Engineers would pro-
duce annual budget savings of about $22 bil-
lion, which would be in addition to the one-
time receipts gained from the asset sales.
Other government assets and activities that
could be privatized include postal services,
dams, electric utilities, land, and even the
National Zoo in Washington. 

CONCLUSION
Unless rising spending and debt are cut,

we may be headed for years—even decades—
of sluggish economic growth and frequent
financial crises. Hopefully, Americans will
reject a future of crippling debt and growing
government power, and the results of the
2010 elections suggest that the public has
already started to revolt.

Reform-minded policymakers have their
work cut out for them. The small cuts of 
the 2011 Budget Control Act won’t be
enough. Our budget problems are so large
that policymakers need to start terminating
whole programs and agencies, and the 
sooner they get started the less of a debt
anchor they will put around the necks of the
next generation. n

“Each subsidy 
program costs 

money, generates a
bureaucracy, spawns
lobby groups, and

encourages even more
people to demand 
freebies from the 

government. ”
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We’ve been trying to protect our privacy
ever since Adam went off looking for a fig
leaf. But, according to conventional wis-
dom, technology has made us care less and
less about it. It’s easy to see how someone
might get that idea:  we trade our privacy for
convenience in small ways every day.  When
I drove to the airport earlier this week, I
hooked up my GPS because I knew the trip
would be less of a headache. At the airport, I
overheard someone on a cell phone who evi-
dently couldn’t wait to tell his friend how he
was recovering from a recent vasectomy.  If
you’ve seen an episode of 24, you know that
we probably all get captured on a piece of
security footage when we walk into the hotel
where we’re staying.  And almost no one
here would be surprised to find photos of
himself up on Facebook or Above the Law
after a night out. I see some of you tweeting
about it right now.

Technology has undoubtedly made it
easier for others—including the govern-
ment—to figure out what’s going on in our
lives. I’ve worried about this for quite some
time, and I’m not the only one. Over 50 years
ago, dissenting in a series of cases on under-
cover cops, government informants, and
bugging, Justice William O. Douglas warned

us, “we are rapidly entering the age of no 
privacy, where everyone is open to surveil-
lance at all times; where there are no secrets
from government.” More recently, CNN,
NPR, and Scientific American all published
stories on the coming end of privacy. Time
sported a cover just a couple of months ago
that read, “Everything about you is being
tracked—get over it.” And the CEO of
Google sniffed, “If you have something you
don’t want anyone to know, maybe you
shouldn’t be doing it in the first place.”
Yeah, right.

I, for one, can’t accept the idea that tech-
nology has killed all expectations of privacy.
I’d like to make three points:  First, technol-
ogy that erodes our privacy often escapes
criticism only because so few people are
aware that it exists.  Second, often we actual-
ly expect technology to increase our privacy.
Third, it’s possible to preserve a robust 
right to privacy in the current age of tech-
nology.  But that effort will depend on edu-
cated citizens, legislative action, and courts
willing to rethink current Fourth Amend-
ment jurisprudence.

Private companies are constantly col-
lecting information without our knowing
about it.  Take cell phones:  Almost 90 per-

cent of Americans own them, but how often
do we consider that they can be used to pin-
point where you are at all times?  If you have
a smartphone with a camera, then the
phone will encode your location every time
you take a picture. Let’s say you visit the
grandkids, take pictures of them playing in
the yard, and then post the photos online
where creeps can find them.  You’ve not only
shown them what the kids look like; you’ve
told them where they live.

If you have an older “dumb” phone like I
do, your carrier still knows where you are
and where you’ve been. Between September
2008 and October 2009, Sprint Nextel
“pinged” the locations of its customers on
behalf of law enforcement more than 8 mil-
lion times.  The company even created a self-
service web portal that allows law-enforce-
ment agencies to track phones on the net-
work. As Judge Douglas Ginsburg pointed
out in a recent opinion, “a person who
knows all of another’s travels can deduce
whether he is a weekly churchgoer, a heavy
drinker, a regular at the gym, an unfaithful
husband, [or] an outpatient receiving med-
ical treatment.” We’ll be in trouble if the
authorities ping all of our phones tonight:
they’ll have finally found that vast right-
wing conspiracy they’ve been looking for.

Why has there been so little outcry?
Most people simply don’t realize they’re car-
rying a tracking device with them at all
times. Judge Dolores Sloviter made exactly
this point in a recent Third Circuit decision:

It is unlikely that cell phone cus-
tomers are aware that their cell phone
providers collect and store historical
location information. Therefore, when
a cell phone user makes a call … there is
no indication to the user that [this] will
also locate the caller; when a cell phone
user receives a call, he hasn’t voluntarily
exposed anything at all.
This will be the case every time we buy

products that transmit information about

P O L I C Y  F O R U M

On September 17, 1787, the delegates to the Constitutional Convention
gathered in Philadelphia’s Independence Hall to sign the country’s
newly drafted founding document. Every year, the Cato Institute hosts

a daylong conference to celebrate this momentous date in the history of liberty.
At the 10th Annual Constitution Day event this year, the Hon. Alex Kozinski—
Chief Judge of the U.S. Court of Appeals for the Ninth Circuit—delivered the B.
Kenneth Simon Lecture on Constitutional Thought.  Born in Bucharest, Romania,
Judge Kozinski came to the United States when he was 12. He clerked for then-
Judge Anthony Kennedy and Chief Justice Warren Burger before serving as the
first U.S. Special Counsel under President Ronald Reagan. In his address, ex-
cerpted below,  Judge Kozinski spoke about the introduction of new technolo-
gies and how changing cultural expectations of privacy have influenced judicial
ap-plications of the Fourth Amendment.

On Privacy: Did Technology 
Kill the Fourth Amendment?
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us without giving us fair warning.
Like a pair of underwear from Walmart.

The Wall Street Journal recently reported that
the superstore plans to start attaching small,
trackable RFID tags to individual pieces of
clothing in order to keep better tabs on 
the company’s inventory.  One county in
California has already begun implanting
RFID chips in school uniforms to track
preschoolers. They’re in credit cards, pass-
ports, and even some ticket stubs. Soon they’ll
be in all our customer loyalty cards and dri-
ver’s licenses, and we’ll be transmitting a treas-
ure trove of information every time we walk
into a store or drive down the highway.

Smart electrical meters are another
worry. In 2009, the federal government
invested billions of dollars to develop a
“smart grid” that will provide detailed infor-
mation about home energy consumption.
The technology transmits a large cache of
personal information about what we do
inside our own homes. This can include our
most intimate activities. Imagine, for exam-
ple, that Bruce’s wife is out of town but the
meter shows two cell phones plugged in and
a curling iron on in the bathroom.  

Our use of these new technologies does-
n’t signal that we’re less interested in privacy.
The idea of the government monitoring 
our whereabouts, our habits, our acquain-
tances, and our interests still creeps us out.
We often just don’t know it’s going on until
it’s too late.

Sometimes we do understand that tech-
nology threatens our privacy.  We may get an
important phone call in a public place and
decide we have to take it. Or we use a super-
market loyalty card even though we know
the store is tracking our purchases.
Examples like these are often trotted out as
proof that we no longer care about privacy.
But this overlooks how we use technology to
control what others learn about us. Not so
long gone are the days when stores made
physical carbon copies of all your credit-card
information. I still remember handling the
case of Mr. Belisario, who made it his busi-
ness to go through the trash can of the gas
station where he worked and fish out the
carbons. He then used the name, number,
and expiration date imprinted there to

make charges on those accounts.  No more.
That kind of information is now encrypted
and sent electronically.

Perhaps the most important protection
we’ve developed is online anonymity.
Instead of standing in line with a box of
Preparation H, wondering if the checkout
person is suppressing a snicker, you can have
a discreet package sent to your home with
just a few clicks on eBay. Rather than worry-

ing whether everyone on the plane can see
what you’re reading, you can download
books to your Nook or Kindle. Technology
has made it easier to conduct our business
behind avatars, screen names, and second-
ary e-mail addresses. People are clearly still
concerned about keeping some things to
themselves. In a recent survey conducted by
researchers at Berkeley and Penn, about 90
percent of the under-35 crowd agreed that
there should be a law requiring websites and
advertising companies to delete all stored
information about them. A majority of the
sample reported being more concerned
about privacy issues than they were five years
earlier.

So what can we conclude from all this?  I
think it’s fair to say that privacy is not dead
as an ideal. We still crave it and expect it,
despite the inroads made by technology. In
fact, people expect more privacy in the digi-
tal age. At the same time, it’s clear that we are

willing to trade quite a bit of privacy for a lit-
tle bit of convenience. No one here, I suspect,
is going to stop carrying a cell phone, even
though we’re fully aware it’s tracing our
location just about every moment of the day.

The government is perfectly happy to
take advantage of our devil’s bargain by 
dipping into available stores of information
about us. That brings us to the Fourth
Amendment, which provides that people
shall be secure in their homes, papers, and
effects. As originally conceived and inter-
preted for most of our history, this provision
was a protection against the invasion of
property. If the government wanted to enter
our homes or examine our things, it had to
comply with the requirements of the Fourth
Amendment. This all worked pretty well so
long as life unfolded in the concrete spaces
of the physical world.  After all, you couldn’t
read my diary or business records without
entering the building where I kept them.

This all changed with the advent of the
telephone. In 1928, the Supreme Court
heard Olmstead v. United States—a case involv-
ing a criminal prosecution based on evi-
dence the police obtained by tapping 
the defendant’s phone line. Officers never
entered his home or office; instead, they
climbed the telephone poles in front of the
house. The Supreme Court made short
work of the case:  The police didn’t trespass
on the defendant’s property and thus did
not invade any interest protected by the
Fourth Amendment. This didn’t sit well
with Justice Louis Brandeis, who almost 
40 years earlier had coauthored a highly
influential article in the Harvard Law Review
entitled “The Right to Privacy.”  It continues
to be one of the most frequently cited law
review articles of all time.

In his dissent, Brandeis argued that the
police had violated the defendant’s right to
privacy by listening to his private phone con-
versations. In effect, he was urging the Court
to jettison static concepts of property rights
as the benchmark for the Fourth Amend-
ment. Instead, he argued, the Fourth
Amendment protects the right to be left
alone. Under this view, the Fourth Amend-
ment didn’t stop at our front door, nor was
it limited to gaining physical access to the

P O L I C Y  F O R U M

“The idea of 
the government
monitoring our
whereabouts still

creeps us out.
We often just
don’t know it’s
going on until 
it’s too late. ”
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content of communications. Rather, it pro-
tected an intangible concept of personal
autonomy that defends us against much
more than the physical invasion of our prop-
erty rights.

If Justice Brandeis’s 1928 dissent has a
surprisingly modern ring to it, it’s because
the ideas he planted took root and eventual-
ly became the Fourth Amendment as we
know it today.  In 1967, the Court decided
Katz v. United States, which involved the police
taping a phone conversation. Katz was in a
phone booth making illegal bets, and the
police were on to him. So they placed a tape
recorder on the outside of the booth and
managed to record Katz’s half of the call.
The government argued that it faithfully
complied with Olmstead. But in a world of
ubiquitous telephones, tiny microphones,
and tape recorders, the justices were no
longer willing to limit the Fourth Amend-
ment to invasions of property rights.
Instead, the Court held that the police vio-
lated Katz’s Fourth Amendment rights
because he had a reasonable expectation of
privacy when he closed the door of the
phone booth. Katz overruled Olmstead and
discarded the property-based foundation 
on which it rested.  In its place came a new 
standard:  the Fourth Amendment extends to
whatever places and communications an indi-
vidual can reasonably expect to keep private.

This new standard has three important
features—one good, the second so-so, and
the third pretty bad. The first is that the stan-
dard comports much more with the modern
way of life.  In a world where people commu-
nicate electronically, travel by public trans-
port, and sleep outside their own homes, the
new standard better reflects the values of the
Fourth Amendment.

The not-so-good feature is that the
boundaries of the new standard aren’t very
well defined. It’s often hard to know in
advance whether a particular invasion of pri-
vacy is also a constitutional violation. This
leaves both the government and the public
uncertain about their respective rights. They
have to wait for courts to tell them after the
fact whether someone’s rights were violated.
The issue often arises in cases where the
police have seized highly incriminating evi-

dence, so that finding a constitutional viola-
tion might mean a guilty guy gets to walk.
The incentive is to find that the police didn’t
conduct an illegal search.

The worst aspect of the new regime, how-
ever, is tied up with the word “reasonable.”
How do you determine whether something
meets this definition? The test is whether we,
as a society, recognize the privacy interest as

one worthy of protection. The fact that I con-
sider certain conduct private is of little con-
sequence if most people act like it’s not.  The
scope of my right to privacy thus depends on
common expectations, which are shaped by
the actions and attitudes of everyone else.

Let’s say Katz were decided today.  What
would the Court say? These days, there are
no public spaces set aside for having phone
conversations, so people converse on the
phone just about anywhere. Would the
Court really say that a guy standing on a
street corner shouting into his cell phone
had a reasonable expectation of privacy? I’d
guess no. They would say that people in gen-
eral didn’t value privacy very much when it
came to phone conversations, and phone
communications therefore aren’t private.

I’m not too worried the Supreme Court
will overrule Katz. But we’ve come a long way
from those days, and most of our communi-

cation isn’t just by phone—it’s by e-mail, text
message, Facebook, Twitter, Gchat, Skype,
and who knows what’s next. We no longer
keep diaries locked with a key and hidden
under a floorboard of our homes; we keep
them on a server somewhere in the cloud.
The world is changing very rapidly, and rea-
sonable expectations are still in flux.

It is there that privacy seems to be least

respected as a value.  Many modern practices
seem to suggest that people are not interest-
ed in privacy:  People blog about their sexual
exploits. They post immodest pictures of
themselves on social-media sites. They
promiscuously disclose their activities in e-
mails and tweets. Of course, not everybody
may be doing this; in fact it may be only a
small minority. But they set the bar for the
rest of us because they have a disproportion-
ate impact on our perception of what is a 
reasonable expectation of privacy. What we
think of as the prevailing view defines the
zone of privacy we can reasonably expect to
have for purposes of the Fourth Amend-
ment. Remember that we are all tied togeth-
er at the ankle, so the fact that you wish 
to preserve more privacy than society at 
large will make little difference because idio-
syncratic views are perforce not considered 
reasonable.
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So is there any way to prevent further ero-
sion of our privacy and perhaps gain back
some of the ground we have lost? I want to
propose a three-part program for doing so.
The first part calls for an education cam-
paign that will make people aware that pri-
vacy, as a shared resource, is fragile. I propose
that everyone here make an effort to object
to behavior that erodes privacy. I, for exam-
ple, have taken to staring at people who talk
loudly in their cell phones in public. I nod
when they say something that sounds posi-
tive, and laugh when they say something
funny. I try to make them feel that I am part
of their conversation—because, thanks to
them, I am.

The second step involves the government.
While I am always reluctant to suggest more
regulation, I also believe individuals should
make informed decisions. We often give up
privacy because we are not aware of the pri-
vacy implications of the technology we use.
Who really understood, when we first start-
ed using cell phones, that we were creating
maps of our movements that would be pre-
served in some database forever? It’s much
harder to give up an innovation once we’ve
gotten used to it. The time to learn about the
privacy implications of some new technolo-
gy is before we come to rely on it.

Finally, the courts must take a far more
realistic view of what is a reasonable expecta-
tion of privacy. Right now, the standard
mode of analysis is that if you knowingly
expose information to third parties, you can
have no reasonable expectation of privacy. If
you have a pile of cash and hide it in your
mattress, the government needs probable

cause and a warrant to seize it. But if you
deposit that money, the bank records are fair

game. Much of this case law traces its roots
to United States v. Hoffa—the famed president
of the Teamsters, who one day disappeared
and was never heard from again. Before his
disappearance, he was prosecuted and con-
victed of jury tampering based in part on evi-
dence adduced against him by a government
informant who spied on his activities.
According to the Hoffa majority, “[t]he risk 

of being overheard by an eavesdropper or
betrayed by an informer … is probably inher-
ent in the conditions of human society.  It is
the kind of risk we necessarily assume when-
ever we speak.” 

This strikes me as an extraordinarily
broad rationale for what it means to give 
up one’s right to privacy. If speaking to
friends, putting money in a bank account,
and receiving telephone calls waive the priva-
cy of that information, then very little indeed
can remain private today. The Supreme
Court must reconsider the rationale of Hoffa
and similar cases. Living in an electronically
interconnected world cannot be the basis for
concluding we lack an expectation of privacy
as to the information we disclose to third
parties as part of our normal daily living.
This would make the Katz standard as
unworkable as the Olmstead trespass stan-
dard before it.

Fortunately, I don’t think it’s too late to
turn back the clock.  As Justice Kennedy cau-
tioned in the Quon case from last term, “The
Court must proceed with care when consid-
ering the whole concept of privacy expecta-
tions in communications made on elec-
tronic equipment. . . .The judiciary risks error
by elaborating too fully on the Fourth
Amendment implications of emerging tech-
nology before its role in society has become
clear.”  But we must do our share, by becom-
ing aware of the privacy implications of
many of the things we do—by starting to
impose a measure of discipline on ourselves
and those around us—to ensure that this
notion of a reasonable expectation of privacy
retains some real meaning. n

Make 
aneffort 
toobject 

tobehavior 
that erodes 

privacy.
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My parents, educated and of liberal out-
look, hoped that I would follow in their
footstep by pursuing architecture or medi-
cine. Little did they expect that I would
eventually complete a doctorate in econom-
ics—a subject that always baffled them.
“What, exactly, do you do at work?” my
mother once asked. “I study human behav-
ior,” I answered, “and find ways to improve
our well-being.” Being skeptical of younger
generations’ values, my father immediately
met that answer with emphatic approval.  A
vigorous argument ensued between them,
allowing me to sneak away.

In India, during my MA courses in eco-
nomics, I was lucky to be taught by profes-
sors who were trained in the United States—
at Chicago, Cornell, and Penn. However,
India’s tryst with a socialist destiny was still
in progress during the late 1970s, and some
of my professors remained enamored of
socialist economic planning. My institute
hosted scholars from an East German uni-
versity who provided texts and lectures on
socialist economics. But the books were in
German and needed to be translated into
English. Having learned the language earli-
er, I volunteered, and spent the spring and
summer of 1979 translating two books on
socialist economics. I learned in the process
how completely empty it was. 

The German professors tried to teach us
that “profit” was a Western capitalist con-
cept—devoid of meaning and very harmful.
The concept of “interest,” however, had a

clear meaning—enabling the operation of a
banking system. Socialist planning, they
said, involved lengthy negotiations between
workers and managers—called “democratic
centralism”—and the production plan that
emerged was executed precisely, no matter
what.  

But if it was negotiated separately in
each production unit, how was it a “central
plan”? What, exactly, did the
planners do? Later, we read
critiques of socialism by von
Mises, Hayek, and Lange,
confirming our suspicions
that it could never work.
That experience sparked my
interest in classical theories
of capital accumulation—
the topic of my MPhil dis-
sertation—and it prompted
me to reject a scholarship to
attend the East German uni-
versity. I applied to U.S. uni-
versities instead.

After completing my PhD at Boston
University, I joined the Federal Reserve
Bank of Cleveland as an economist. The
Fed provides excellent opportunities to
work on a wide range of economic issues. 
I coauthored studies on many topics,
including generational accounting, Social
Security reform, national saving, private
intergenerational transfers, wealth inequal-
ity, and so on. The experience reinforced my
training in economics, overshadowing my

PhD as a relatively minor achievement.  
One of the “successes” of my work as an

economist is the construction of new fiscal-
policy measures—sorely needed at a time
when the federal budget will be increasing-
ly dominated by out-of-control spending
on entitlement programs for decades to
come. The Social Security and Medicare
Trustees began to regularly publish these
measures soon after my study showed their
usefulness.

Although I enjoyed my time at the Fed, I
wanted to move to where the nation’s poli-
cy is decided. Luckily, Ed Crane, founder 
of the Cato Institute, found my work on fis-
cal policy measurement sufficiently com-
pelling to make me an offer—a job which 
I was happy to accept. It was a good deci-
sion, for I am now thoroughly immersed 
in researching fiscal issues, including health
care, state and local pensions, debt prob-
lems in Europe, and the implications of
economic growth and globalization on

demands for yet more social
support programs. My work
here led to my appointment
as a member of the Social
Security Advisory Board in
2009.

My recent work on fiscal
policy and entitlement re-
forms is at the heart of Cato’s
attempt to turn our systems
of government and the econ-
omy away from communi-
tarian tendencies. Such sys-
tems bind individuals to
overarching national objec-

tives that are destructive of individual cre-
ativity and freedom. A key instrument used
by career politicians is debt-financed govern-
ment spending under clever financial ar-
rangements to keep the debt hidden.
Revealing the full extent of our government’s
indebtedness is a prerequisite for limiting
and redirecting public policies toward those
consistent with maintaining individual liber-
ty, unfettered markets, and a better chance
for achieving international peace. n
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many events before that, can be found on the Cato Institute web-
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ENDING THE GLOBAL WAR ON DRUGS
Washington l NAHB l November 15, 2011
Speakers include Fernando Henrique Cardoso, Jorge Castaneda,
Glenn Greenwald, and Mary Anastasia O’Grady, with video presen-
tations by George P. Shultz and Vicente Fox.

MONETARY REFORM IN THE WAKE OF CRISIS
29th Annual Monetary Conference
Washington l National Housing Center l November 16, 2011
Speakers include Rep. Ron Paul, Robert Zoellick, Allan H. Meltzer,
James Grant, John A. Allison, Lawrence H. White, Roger Garrison,
Richard H. Timberlake, Judy Shelton, and Jeffrey Lacker.

SQUEEZING THE TOWER: ARE WE GETTING 
ALL WE CAN FROM HIGHER EDUCATION?
Washington l Undercroft Auditorium l November 18, 2011
Speakers include Richard Vedder, Mark Bauerlein, and Jeff Sandefer.

CATO INSTITUTE POLICY PERSPECTIVES 2011
Chicago l The Drake l November 30, 2011
Speakers include John H. Cochrane and P. J. O'Rourke.

24TH ANNUAL BENEFACTOR SUMMIT
Palm Beach l The Breakers l February 23–26, 2012

MILTON FRIEDMAN PRIZE PRESENTATION
DINNER AND GRAND OPENING WEEKEND
Washington l May 4, 2012

CATO CLUB 200 RETREAT
Asheville, N.C. l Inn on Biltmore Estate l September 27–30, 2012

C

AUGUST 10: Puritans, Politicians, and
Paternalism: Can We Take Back Control 
of Our Own Lives?

AUGUST 18: U.S. Debt and the Millennials: 
Is Washington Creating a Lost Generation?

IN AUGUST: Cato University at Capitol Hill

SEPTEMBER 15: 10th Annual Constitution
Day Conference

SEPTEMBER 22--25: Cato Club 200 Retreat 

SEPTEMBER 22: Publication Practices for
Transparent Government: Rating the
Congress

SEPTEMBER 30: Abolish the Transportation
Security Administration
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I
t was a term more notable for the re-
markable amount of unanimity than its 
blockbuster decisions. Nevertheless, the 
2010–2011 term of the United States

Supreme Court provided plenty of judicial
fodder to provoke a day’s worth of discus-
sion at the Cato Institute’s Annual Consti-
tution Day Conference. This year marked
the 10th, and as always, it coincided with the
release of the new Cato Supreme Court Review.

The conference, “The Supreme Court:
Past and Prologue: A Look at the October
2010 and October 2011 Terms,” featured
leading legal experts discussing the most
pertinent cases of the last term and what we
can expect in the near future from the
Supreme Court.

David Post, law professor at Temple
University and a member of the Review’s 
editorial board, examined Brown v. Enter-
tainment Merchants Association—teasing out
the First Amendment’s “doctrinal oddities”
in a provocative essay on the so-called vio-
lent video games dispute. “The case presents
a fascinating snapshot of the state of 
[free speech] in the early years of the 21st
century,” Post said, “and contains enough

peculiarities . . . to keep
law professors and their
students busy for years
to come.”

The Review includes
additional articles on
the First Amendment—
by far the highest-profile
issue of the term—with
case analyses on funeral
protests, campaign finan-
cing, and much more.

John Eastman, law
professor and former
dean at Chapman Uni-
versity, addressed Bond v. United States—“your
typical sordid tale of adultery, toxic chemi-

cals, and federalism,” as Review editor-in-chief
Ilya Shapiro described it. The case involved 
a defendant being brought up, not on
charges of assault, but on violating an inter-
national chemical-weapons treaty. The judi-
cial lesson? “Don’t mess with the husband
of someone who works in a chemical lab!”
Eastman quipped.

The day closed with the annual B.
Kenneth Simon Lecture, during which a 

distinguished legal scholar presents a paper
that will be included in the following year’s
Cato Supreme Court Review. This September,
the Hon. Alex Kozinski—chief judge on the
U.S. Court of Appeals for the Ninth Circuit—
discussed the influence of new technologies
on emerging expectations of privacy (See
page 9). While he acknowledged the public’s
willingness to trade certain boundaries for
convenience, the story is much more complex
than that. “I think it’s fair to say that privacy
is not dead as an ideal,” he argued.

The last decade has seen a reanimation of
many such ideals. In the foreword to the
inaugural volume, Roger Pilon, Cato’s vice
president for legal affairs, expanded on the
purpose of the Cato Supreme Court Review.
“We will examine the Court’s decisions and
upcoming cases in the light cast by the
nation’s first principles—liberty and limited
government—as articulated in the Declar-
ation of Independence and secured by the
Constitution,” he wrote. The mission, mod-
estly laid out, was to play a part in changing
the climate of ideas to one more conducive
to a constitutional government of delegated,
enumerated, and thus limited powers. The
Center for Constitutional Studies, estab-
lished in 1989, has been a critical institution
in making that vision a reality.

“In short, the Court cannot roll back
Leviathan on its own,” Pilon says, “but it can
put a brake on it and chip away at its sub-
stance”—or, perhaps, lack thereof.  n

C A T O E V E N T S

After the opening remarks, Cato’s 10th Annual Constitution Day Conference kicked off with a look at
the First Amendment—the term’s highest-profile issue, with decisions on “clean elections,” education-
al tax credits, and the free-speech implications of violent video games. The speakers on this first panel
were (from right) David Post of Temple University, Joel Gora of Brooklyn Law School, Cato vice presi-
dent for legal affairs Roger Pilon, Review editor-in-chief Ilya Shapiro, and Tim Keller, director of the
Institute for Justice’s Arizona chapter.

A term of free speech, criminal law, and striking unanimity

Celebrating Constitution Day with the 10th Annual Review
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The Cato Institute Launches Libertarianism.org

O
n November first, the Cato Insti-
tute launched Libertarianism.org, a
major new project focusing on the
theory and history of liberty. These

ideas—the intellectual underpinnings of
libertarianism—have always guided and
informed the work of Cato’s scholars. Lib-
ertarianism.org brings them to the fore,
using Cato’s established platform to pro-
mote the philosophy of liberty.

“Libertarianism is more than a set of
policies about education, health care,
defense, and trade,” said Aaron Ross
Powell, the site’s editor. “Behind those, pro-
viding their foundation, are ideas and his-
tory, the writings and actions of great men
and women who have argued and fought
for liberty.” The mission of Libertarianism.org,
he said, “is to express and discuss those
ideas directly.”

The project provides a new way of pro-
moting the principles Cato was founded
upon, presenting them to an audience
interested in libertarianism not just as a
guide to policy, but as a system of political
thought. It will broaden the support base
for libertarian ideas and organizations and
ready a generation of young minds to fight
for individual liberty, free markets, and
peace.

The resources produced and assembled
for Libertarianism.org reflect the best edu-
cational path for students and scholars of
liberty to gain an introduction to the liber-
tarian tradition and its major works and
thinkers. Visitors to the site will be able to
use its introductory essays and videos to
broaden their understanding of both the
philosophy of freedom and its role in shap-
ing the modern era, while regular readers
interested in exploring further will benefit
from annotated reading lists of new books
and established classics, including some of
the most potent and intriguing critiques
of libertarianism. 

The site also includes an archive of old
and new publications, a blog discussing
libertarianism both as an abstract philoso-
phy and as a way of understanding today’s

headlines, and much more.
Libertarianism.org hosts a massive

online library of streaming and download-
able videos, including exclusive appear-
ances by major thinkers such as F. A.
Hayek, Milton Friedman, Roy Childs,
Murray Rothbard, and George H. Smith.
Smith is also authoring an essay series for
the site called “Excursions into the History
of Libertarian Thought.”

With the video series “Exploring
Liberty,” Libertarianism.org offers a com-

prehensive, college-level course on the 
theory, history, and practice of liberty. 
The first two lectures in this ongoing
series, available both as streaming video
and as audio-only downloads, feature
Cato executive vice president David Boaz
providing an introduction to libertarian-
ism and senior fellow Tom G. Palmer dis-

cussing the history of liberty. Other origi-
nal video content includes “The Libertari-
an View,” a series of short videos on topics
such as the libertarian reaction to poverty,
and whether we are freer today than in 
the past.

Also available soon for free download
from Libertarianism.org is Learning about
Liberty: Cato University Home Study Course, a
30-hour audio series introducing the great
minds and great ideas of the libertarian
tradition.

“The Cato Institute has long been seen
as the world’s premier advocate of libertar-
ian public policy,” said Powell. “With
Libertarianism.org, we have the opportu-
nity to explore libertarianism at a deeper
level, and introduce people to the princi-
ples of liberty that, through application,
become those policies.” n

The Cato Institute has introduced a major new platform for advancing the principles on which the
organization was founded. With the launch of Libertarianism.org, visitors have the opportunity to 
develop their understanding of the intellectual basis for the philosophy of freedom, as well as its role
in shaping today’s headlines. The site features a collection of resources—including new and classic
videos, essays on great classical liberals and libertarians, electronic versions of out-of-print works,
book reviews, recommended reading lists, and much more.
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W
hat is the optimal scale at which
schools should operate? This
remains one of the most con-
tentious questions in the debate

over education policy. But as the authors of
a new study reveal, the answer may lie far
from home. In “Private School Chains in
Chile: Do Better Schools Scale Up?”
(Policy Analysis no. 682), Gregory Elacqua,
Dante Contreras, Felipe Salazar, and Hum-
berto Santos delve into the country’s
unique history. During the 1980s, the mili-
tary government in Chile “instituted a
sweeping education reform package,” one
component of which was a national vouch-
er initiative. The program stimulated a cot-
tage industry of private voucher schools—
which now account for 50 percent of total
enrollment—providing a unique laborato-
ry for examining the country’s institution-
al landscape. By comparing fourth-grade
achievement levels in franchise, independ-
ent, and public schools, the authors explore
the question of ideal size: Should we move
toward larger or smaller schooling opera-

tions? Controlling for selection bias and
testing for consistency over time, they find
that students at larger private voucher fran-
chise schools “consistently outperform”
their peers—a result that has significant
implications “for the debate in the United
States on school vouchers.” Nevertheless,
the authors conclude their analysis with
“cautious optimism.” While encouraging
private schools to establish franchises is
compelling, they stress that there is not a
significant achievement gap between pub-
lic schools and independent for-profit
schools.

Shrouding Leviathan
in Red,White, and Blue
After September 11, 2001, the Department
of Homeland Security was created to
improve federal counterterrorism efforts.
David Rittgers, legal policy analyst at Cato,
makes a compelling argument that this
was a mistake. In “Abolish the Department
ofHomeland Security” (Policy Analysis no.
683), Rittgers explains that the fundamen-

tal problem is the department’s structure.
“Creating DHS resulted in an unwieldy
organization,” he writes—one that failed

for three distinct rea-
sons. First, it has too
many disparate sub-
divisions. The depart-
ment’s “massive port-
folio of responsibility”
has created an over-
sight nightmare: as 
just one example, there
are now 108 separate

congressional committees and panels with
jurisdiction over DHS operations. Second,
it is known for its wasteful spending. The
grants that DHS has bestowed upon differ-
ent localities are simply “an unequivocal
handout to the states”—pork that includes
funds for “unused biological warfare
equipment, armored vehicles, and extrava-
gant [border] checkpoints.” Finally, DHS
duplicates the work of other agencies.
“Domestic counterterrorism is a law en-
forcement function,” Rittgers writes, and

Looking Abroad for Answers on Education



efforts to coordinate these activities under
one umbrella have created bureaucratic
redundancies. Rittgers traces the creation
and expansion of DHS, carefully dissecting
its appropriation of airport security, the
rise of fusion centers, and the trend of
politicized threat reporting. Ultimately, the
reorganization was not only costly, but also
unnecessary. “Terrorism remains a serious
problem,” he concludes, “but a sprawling
Department of Homeland Security is not
the proper way to address that threat.”

Too Big to Measure
What is the ideal size of government? Since
the financial crisis of 2008, many analysts
have tried to determine the level of public
spending that will maximize economic
growth. But James A. Kahn, professor of
economics at Yeshiva University, maintains
that these exercises have been misleading.
In “Can We Determine the Optimal Size
of Government?” (Development Policy
Briefing Paper no. 7), Kahn argues that the
relationship between economic growth
and public policy is not so easily captured.
For starters, the conventional research 
suffers from measurement issues. The indi-
cators typically used to represent govern-
ment size focus on public expenditures, yet
many interventions cost little and still have
a significant impact on national productiv-
ity. Kahn therefore urges “broader notions
of government size”—ones that include
“barriers to international trade, labor 
market freedom, and currency soundness.”
In addition, most studies are plagued by
methodological flaws. According to the 
literature, government policies “have a 
lasting impact on the level of economic
activity, not the growth rate.” In short, the
factors that influence growth in the long
run are multidimensional. Kahn therefore
considers economic freedom—an “inverse
measure of government size”—and finds
that it correlates closely with gross do-
mestic product. As such, he concludes that 
governments are generally larger than 
optimal. Because the available data only
includes these countries, econometrics—
“like a lost hiker trying to descend a 

mountain”—can only say what direction to
go: down.

Where the Data Flows 
Like Molasses
The notion of an open, accessible govern-
ment is a widely recognized value, but it 
has proven to be as elusive as it is popular.

For years, both sides of
the political aisle have
touted transparency,
with little in the way of
results. Many assume
that this reflects poli-
tical insincerity. But as
Jim Harper argues in
“Publication Practices
for Transparent Gov-

ernment” (Briefing Paper no. 121), the story
is a great deal more complex than that. 
The transparency shortage is not for lack 
of effort on the part of public officials, or
even a shortage of substance. Rather, the
problem is definitional. “The steps that pro-
duce transparent government are opaque,”
Harper writes, “so transparency efforts
have not crystallized.” As Cato’s director of
information policy studies, Harper sheds
light on the necessary steps with the help of
a metaphor. “Water has to be in a specific
form, liquid and reasonably pure, for it to
be drinkable,” he writes. The same goes for
government data. In order for the public to
consume this information, it must have a
specific composition. Harper offers a series
of “discrete publication practices”—name-
ly, authoritative sourcing, availability,
machine-discoverability, and machine-
readability—for achieving “rich, complete
data issued promptly by authoritative
sources.” In the end, he acknowledges that
the path to transparency is not a one-way
street. Both public servants and civil socie-
ty must interact for data to flow like
water—“and government information like
a mighty stream.”

The Hoover Myth
It’s a story that’s been told a thousand
times. President Herbert Hoover—a dogmatic
defender of small government—stood by

and did nothing after
the stock market crash
of 1929, lingering idly
as the nation sunk
deeper into the Great
Depression. This inac-
tion, the legend goes,
was a reflection of his
commitment to laissez
faire. “The truth, of

course, is nearly the opposite,” Steven
Horwitz writes in “Herbert Hoover:
Father of the New Deal” (Briefing Paper
no. 122). Horwitz, a professor of econom-
ics at St. Lawrence University, challenges
the conventional narrative of the infamous
president by dismantling the myths sur-
rounding his legacy. In case after case,
Hoover supported policies that extended
the size and scope of government. He dou-
bled federal spending in real terms during
his presidency. He dramatically increased
the federal role in propping up wages. He
signed the Smoot-Hawley tariff. Horwitz
traces Hoover’s life—from his early career as
a mining engineer, to his homeownership
program as secretary of commerce, to his
massive expenditures as president—and
shows that the conventional wisdom is
unmistakably misleading. “The real lesson
from Hoover’s career is the failure of inter-
vention, not his supposed laissez faire,” he
writes. Ultimately, recovering from the 
current crisis may depend on understand-
ing the past and who Herbert Hoover 
really was. “He would be more accurately
portrayed as the father of the New Deal,”
Horwitz concludes, “not its enemy.” n
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HOME IS WHERE THE CONGRESSIONAL
DISTRICT IS

Pleasanton’s own Rep. Jerry McNerney
has looked at the changes coming in
California’s soon-to-be-drawn political
map and has made a decision: He's mov-
ing east, along with his district, to San
Joaquin County.

Where in San Joaquin Co? Uh.....
“When he settles on a place in San

Joaquin County we’ll announce the loca-
tion,” spokesperson Sarah Hersh told
us…

“After spending so much time in San
Joaquin County, it truly is my home,”
McNerney said Thursday. “That’s why
I’m planning to move my residence to
San Joaquin County and put down even
more roots in this community.” 
—San Francisco Chronicle, July 28, 2011

With Rep. Grace Napolitano’s deci-
sion this week to run in the 32nd district,
east of Los Angeles, fellow California
Democratic Rep. Linda Sánchez an-
nounced Thursday that she will run in
the newly drawn 38th district….

Had Napolitano not switched, Sánchez
could have opted to run in the open 47th
district based in Long Beach, which
mostly lies outside her current district.
—Roll Call, September 1, 2011

House hopefuls across the country
are busy building their 2012 cam-
paigns—hiring staff, raising money, and
wooing early support. For some, the only
thing missing is a seat to run for.

Call it the ghost district phenome-
non: The once-a-decade drawing of new
congressional maps has thrust some

candidates into an awkward limbo, with
at least a dozen running for seats that
don’t yet exist but that will be crafted in
the months to come.
—Politico, September 6, 2011

WHY WE CAN’T CUT GOVERNMENT BUDG-
ETS

For 10 years, Erika Nelson, an artist in
Lucas, Kan., has been making miniature
models of giant pieces of Americana, put-
ting them in a van and driving around the
country to show people. 

She has made tiny copies, for exam-
ple, of the World’s Largest Ball of Twine,
which is down the road in Cawker City,
and the World’s Largest Can of Fruit
Cocktail, which is in Sunnyvale, Calif.

She calls her mobile museum the
World’s Largest Collection of the World’s
Smallest Versions of the World’s Largest
Things. 

But this year she may not be able to
travel far. Kansas, which has one of the
country’s smallest state arts budgets, has
decided to shrink it even further, to zero. 

“I think it’s a sad day for Kansas,” said
Ms. Nelson, who lost a $2,000 state grant
that had helped underwrite her van’s
trips to colleges and county fairs. 
—New York Times, August 2, 2011

IN CASE HE DIDN’T KNOW WHERE IT WAS
Federal immigration officials say an

internal investigation of 12 incidents of
alleged abuse and illegal conduct—
including one in which a Cincinnati
family claims its Fourth Amendment
rights were violated—clears its agents of
any wrongdoing. …

Officers arrested and handcuffed

[Andres] Lopez as an “illegal alien,”
according to the ICE [Immigration and
Customs Enforcement] investigation re-
port. His resistance was the reason Lopez
“was subsequently guided into a wall by
the officers,” the report read.
—Cincinnati Enquirer, August 9, 2011

OF COURSE, A NEW DOLLAR WILL ONLY
BUY WHAT 9 CENTS BOUGHT IN 1920

“We set a global standard in currency
production,” [Lydia Washington, spokes-
woman for the Bureau of Engraving and
Printing] says. “Our currency has never
been recalled or devalued.” In other words,
an old dollar is worth as much as a new
dollar. 
—Washington Post, September 5, 2011

IT’S “THE PORTRAIT OF DORIAN GRAY” AS
POLITICAL ECONOMY

President Obama’s visit to the Solyn-
dra solar panel factory in California last
year was choreographed down to the last
detail—the 20-by-30-foot American flags,
the corporate banners hung just so, the
special lighting, even coffee and dough-
nuts for the Secret Service detail.

“It’s here that companies like Solyndra
are leading the way toward a brighter
and more prosperous future,” the presi-
dent declared in May 2010 to the assem-
bled workers and executives. The start-
up business had received a $535 million
federal loan guarantee, offered in part to
reassert American dominance in solar
technology while generating thousands
of jobs.

But behind the pomp and pageantry,
Solyndra was rotting inside.
—New York Times, September 22, 2011
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