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Decoding the Summer of Snowden
early 40 years ago, in the after-
math of the Watergate scan-
dal, Americans got an unprece-
dented look behind the cloak

of secrecy shielding government surveil-
lance—and what they saw was chilling. A
Senate committee headed by Sen. Frank
Church uncovered a train of abuses by intel-
ligence agencies stretching back decades,
under presidents of both parties. Employ-
ing illegal break-ins, mail-opening programs,
concealed bugs, bulk interception of telegrams,
and telephone wiretaps, these agencies had
gathered information about domestic polit-
ical dissidents, journalists, labor leaders, and
even members of Congress and Supreme
Court justices. Perhaps most notoriously,
the Church Committee revealed that J. Edgar
Hoover had conducted a 10-year campaign
to destroy and discredit Martin Luther King
Jr., seeking to blackmail him into retirement
or suicide with illegal recordings of the
civil rights leader’s extramarital liaisons.  

This summer, Americans got the most
comprehensive look at the government’s
massive surveillance machinery since the
Church Committee, by way of leaked doc-
uments provided to the press by former
National Security Agency (NSA) contractor
Edward Snowden—as well as the govern-
ment’s own grudging disclosures. As the

“Summer of Snowden” stretches into autumn,
Americans trying to make sense of the con-
tinuing deluge of new revelations may feel
as inundated as the analysts who complain
that trying to sort through the vast quan-
tities of data flowing through that machine
is like “drinking from a firehose.” Fortu-
nately, you don’t need the NSA’s super-
computers to keep track of all the govern-
ment spying. Here are the most significant
programs we’ve learned about to date. Togeth-

er, they reveal a surveillance machine vast-
ly more powerful than anything Hoover
could have dreamed of. 

THE NSA CALL RECORDS PROGRAM
You don’t have to be a spy or terrorist to

make it into the NSA’s vast databases—all
it takes is placing a phone call. News reports
from as early as 2006 had claimed the spy
agency was indiscriminately vacuuming up

BY JULIAN SANCHEZ

Continued on page 6

Testifying before the congressional Joint Economic Committee, CHRIS EDWARDS (right), director of tax policy
studies at the Cato Institute, spoke about the way forward for infrastructure, arguing in favor of large-scale pri-
vatization by allowing American entrepreneurs to finance, own, and manage airports, seaports, and other facili-
ties. ED RENDELL (left), former governor of Pennsylvania, also testified, while Sen. AMY KLOBUCHAR (D-MN)
chaired the hearing.

JULIAN SANCHEZ is a research fellow at the Cato Institute,
where he studies issues at the busy intersection of technology, pri-
vacy, and civil liberties. In August, Wirednamed him one of the
top 15 government and security resources to follow.
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President’s Message

BY JOHN A. ALLISON

“I believe 
that conser-
vatives and 
progressives
are both lost
intellectually.
Libertarianism
is the only inte-
grated political
philosophy, 
and we are 
the modern

defenders of life,
liberty, and 
the pursuit of
happiness.

fter my first year as president it seems appropri-
ate to give you an update on Cato’s progress.
The good news is we are definitely headed in an
upward trajectory. 

The clearest evidence of our positive direction is the
increased financial support from our Sponsors.
Operating contributions for the fiscal year to date are
up very significantly. Admittedly, this is in comparison
to a weak period last year due to the internal dispute at
that time, but it shows the fundamental commitment
to Cato from our Sponsors. Thank you!

Still, our operating budget is only $22 million per
year. This is the largest budget of a libertarian organi-
zation, but it is a drop in the bucket compared to the
multi-billion dollars spent by statists. It is easy to come
up with a long list of areas where we could invest more
to spread the libertarian message. 

While still a minority group, the libertarian com-
munity is growing rapidly. The growth is particularly
obvious among college students, but also many adult
conservatives are moving toward libertarian positions
on social issues such as gay marriage and the drug war. 

Cato was recognized as the most efficient think
tank in the United States in a study done by the Center
for Global Development. Over the last year, this pro-
ductivity is illustrated by 2,058 print/news story men-
tions, 821 op-eds,  and 363 major broadcast appear-
ances. We trained over 100 interns, had 207 partici-
pants in Cato University and had 130 students in the
Cato/Institute for Humane Studies summer seminars.
Cato held 21 conferences, 49 policy forums, 40 book
forums, 10 congressional testimonies, and 23 Capitol
Hill briefings. Cato’s websites were visited over 13 mil-
lion times. This included more than 2 million down-
loads of our research and analysis. 

Our constitutional studies group won 15 of the 18
Supreme Court cases where we filed amicus briefs. This
was the best percentage success rate of all other organ-
izations. This outstanding result demonstrates the
effectiveness of Cato’s work today, but that impact is
the cumulative effect of more than 30 years of intellec-
tual debate. 

In recent years, Cato scholar Chris Edwards has
argued that federal government workers are substan-
tially overpaid relative to private-sector workers. His
efforts helped to create a loose freeze in federal pay
increases, which has saved taxpayers over $90 billion. 

Cato was also visible in the debate for a rational
immigration strategy based on attracting the brightest
and hardest working to America, while requiring indi-

viduals to fully understand the principles that have
made America great before becoming citizens. 

We just conducted the most in-depth conference
any organization has held on NSA spying on U.S. citi-
zens and the need to protect your right to privacy. Big
brother is watching you. We are watching him. 

Michael Cannon has been one of the most visible
and intellectual opponents of Obamacare. He has
helped organize three new court cases that pose a seri-
ous additional challenge to this destructive legislation.
We fight on. 

Mike Tanner published an updated report on wel-
fare which highlighted the fact that in 32 states welfare
recipients can make more on welfare than holding a
full-time minimum wage job. 

We continue to fight “tooth and nail” to spread the
ideas of liberty throughout the planet—all within the
context of creating a free and prosperous society at
home founded on the principles of individual liberty,
free markets, limited government, and peace. The Cato
brand has risen while some of our fellow “think tanks”
have drifted toward partisan politics on both sides of
the political spectrum. We have enhanced our reputa-
tion for objective, quality research on important public
policy issues. 

We have also instituted some cultural changes
internally at Cato, reflecting the increased scale and
complexity of our work laying the foundation for
future growth. Our internal support and policy teams
have done an excellent job dealing with these changes
and yet increasing productivity. 

We have a number of exciting projects in the works,
including creating a balance sheet and income state-
ment for the U.S. government as if it were a business (it
is not pretty), establishing a Center for Monetary
Studies to fight for sound money, working on a PBS
special on education reform, and much more. 

I believe that conservatives and progressives are both
lost intellectually. They hold logically inconsistent posi-
tions on the role of government. Libertarianism is the
only integrated political philosophy, and we are the
modern defenders of life, liberty, and the pursuit of
happiness. As government continues to grow and the
U.S. faces serious long-term financial problems, the
fight for a free society must be pursued with all of our
energy. While it is an uphill battle, we can win because
our ideas are right and our policies promote human
well-being. 

”

A
Progress Report on the Cato Institute



     

THE ECUADORIAN CANDIDATE
Freedom of the press is under threat in Ecuador. 
In her weekly column for El Universo, the country’s
largest newspaper, elcato.org editor Gabriela
Calderón focused on the government's decision 
to extract oil from Yasuni National Park. President
Rafael Correa claims that the revenues will help
cut poverty, but Calderón countered that they
would barely cover what the government spends 
on lunch for its 580,000 bureaucrats.

In his national broadcast—aired on two state-
owned TV networks and more than 50 radio sta-
tions—Correa responded by disputing the claims,
ultimately criticizing Calderón’s association with
Cato. “Surely they brainwashed her,” he concluded.
After the president subsequently demanded a
response—threatening to use the “existing legal
channels” to make her retract her “lie”— Calderón
replied by citing her sources, which include the
government’s own news agency.

OBAMACARE IS STILL
VULNERABLE
In August the Hill newspaper named Michael

Cannon, director of
health policy studies at
the Cato Institute, to its
list of “the 100 people
you can’t ignore this fall
if you’re wondering how
events in Congress and
the White House will play
out.” They described
Cannon as “a tireless

advocate for the argument that the IRS has 
illegally implemented the healthcare law’s 
insurance subsidies.”

“Think the Supreme Court has settled the ques-
tion of ObamaCare’s legality?” the Hill asked. “Not 
if Cannon has anything to say about it.”

Cato News
Notes

W
ould a liability insurance mandate for firearm owners pro-
vide an effective means of gun control? In the latest issue of
Regulation, Stephen G. Gillis and Nelson Lund examine this
alternative, which rests on the principle of competitive pres-

sure. Insurance companies would have an incentive to keep premiums
for low-risk gun owners low, while charging higher premiums to those
who are more likely to cause injury to others. “The benefits to public
safety would be modest,” the authors ultimately conclude, “but such a
regulation would be preferable to many politically popular gun control
proposals that would be ineffective, unconstitutional, or both.”

Timothy D. Lytton next considers our inadequate system of food
regulation—pointing in par-
ticular to misrepresentative
food labeling and outbreaks
of illness. These problems, he
notes, underscore “the short-
comings of government food
regulation and the inadequa-
cy of industry self-regula-
tion.” Yet, there is one niche
market in the industry that
points to an alternative solu-
tion. “The success of kosher
food certification offers a
model of independent, pri-
vate certification that could
improve food safety and
labeling,” Lytton writes, “and
point the way toward regulatory reform in other areas such as finance
and health care.”

Patrick J. Michaels and Paul C. Knappenberger ask why climate change
assessments overlook the differences between the models being used and
the empirical data. Jagadeesh Gokhale considers a new approach to Social
Security disability insurance reform, noting that more of the disabled
would return to work if they faced better incentives. 

Other contributors include Ike Brannon, who tackles the economics
of sports stadiums in “Could Dan Snyder End Publicly Financed Stadi-
ums?” and M. Todd Henderson, who considers ways to improve corpo-
rate governance in “Reconceptualizing Corporate Boards.”

The Fall 2013 issue features book reviews on the causes of and
response to the financial crisis, what ended history’s great empires from
ancient Rome to modern America, and why state-led humanitarian
efforts typically fall short of their stated goals. It wraps up with editor
Peter Van Doren’s survey of recent academic papers, as well as a final
word from Tim Rowland on the demise of automotive dealerships. n

Regulation is available by subscription or online at www.cato.org/regulation.

Food safety and sports stadiums in Regulation

Could Insurance Provide
Gun Control?
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call records—but the government only acknowl-
edged it after The Guardianpublished a court
order leaked by Snowden demanding all
of Verizon’s domestic and international
phone logs. Similar orders—relying on the
Patriot Act’s “business records” provision,
known as Section 215—are regularly served
on all major carriers, which means the gov-
ernment gets a record of the time, date, and
duration of nearly every call an American
makes, which it stores for at least five years.  
Officials were quick to assure the public

that the bulk collection is limited to “meta-
data”—information about phone calls, rather
than their actual contents.   But metadata can
be incredibly sensitive too—revealing who has
phoned a divorce lawyer, a suicide hotline, a
rape crisis center, a medical specialist, an
unpopular political group . . .  or a reporter
who exposes government misconduct. More
sophisticated pattern analysis—mapping
changes in the time, frequency, and sequence
of communications—can even reveal intimate
facts about people’s habits, associations, rela-
tionships, and even mental state. Cell phone
records can also be used to track the own-
er’s location, providing a virtual map of all
their movements. Officials say they don’t “cur-
rently” collect that information “under this
program,” but we’ve learned that a bulk loca-
tion-tracking program of some kind was pilot-
tested by NSA in 2010–2011, and the scope
of location tracking under other programs
remains unknown.
Access to this vast database is supposed

to be strictly limited: Under rules imposed
by the secret Foreign Intelligence Surveil-
lance Court (FISC), NSA analysts are only
supposed to run searches for numbers linked
by “reasonable suspicion” to a foreign ter-
ror group. But those searches can pull up
records of people up to three “hops” from
a suspicious number. If you’ve ever called
anybody who has called anybody who has
called anybody who has called a suspect,
your phone logs can be copied into a second
database for analysis unencumbered by all
those pesky restrictions. 
We’ve also learned that the rules were rou-

tinely flouted: For the first three years of the
call records program’s current incarnation,

the FISC was misinformed about how it real-
ly worked. As a result, software tools rou-
tinely accessed the data without the required
approvals: Of the 17,835 phone numbers
searched by one automated alert list from
2006 to 2009, only 1,935 had been vetted
for “reasonable suspicion.”  Query results
were also improperly shared with the CIA
and FBI. Over several months in late 2008
and early 2009, the agency swore to the court
that all the problems had been remedied—
only to uncover a fresh batch of violations. 
NSA director Keith Alexander told the

FISC that the lapses were inadvertent and
occurred because “there was no single per-
son who had a complete technical under-
standing of the system architecture.”  In a
scathing response, the chief judge of the
FISC concluded that the court’s “mini-
mization procedures . . .  have been so fre-
quently and systematically violated that it
can fairly be said that this critical element
of the overall regime has never functioned
effectively.” 
In fact, the initial design of the system

appears to have been so lax—with so few tech-
nical controls in place to ensure that the data
was only used in accordance with the rules—
that it seems clear little effort had been
put into making that regime function effec-
tively. We are again assured that all prob-
lems have been fixed, but the “oversight”
regime fundamentally relies on the NSA
to police its own activities and notify the
court—eventually—when they detect some-
thing amiss. 
So what’s the security payoff from col-

lecting such a massive archive of Americans’
sensitive data? Initially, intelligence officials

tried to lump together the call records pro-
gram with another recently disclosed tool
known as PRISM, claiming they had togeth-
er helped disrupt over 50 “terrorist events”—
which was widely reported as a tally of foiled
plots. Yet under pressure from skeptical leg-
islators, they admitted that the call records
database was used in only 13 of those cases,
several of which involved tracking finances,
not disrupting plots. Ultimately, NSA acknowl-
edged that in only one or two of those cas-
es did the database help identify suspects
who mightnot have been uncovered by more
traditional, targeted requests for records. 
Coming on the heels of controversy over

government sifting through Associated Press
phone records to identify leakers, this data-
base has obvious potential to deter anyone
who would risk speaking to press about gov-
ernment misconduct. The current rules sup-
posedly prevent the use of the database for
leak investigations—but the rules can always
be changed in secret, or ignored. Even pres-
idents and congressmen feared J. Edgar
Hoover, because you could never be sure
what he might have on you. Today, we know
the NSA has something on all of us.

REDEFINING “RELEVANCE”
Almost as disturbing as the construction

of a vast domestic call database of dubious
security value was the legal theory NSA invoked
to do it. Section 215 of the USA Patriot Act
allows the government to obtain any “tangi-
ble thing” that is “relevant to an authorized
investigation” under a secret court order—
whose recipients are gagged from revealing
even the existence of the demand for records.
That’s a very low standard even as tradition-
ally understood—one that would allow the
government to secretly vacuum up sensitive
data about people only tenuously connect-
ed to a suspect.
Even so, Patriot Act co-author Rep. James

Sensenbrenner (R-Wisc.) has insisted that the
“relevance” language was meant to ensure
that records obtained would have some link
to specific intelligence targets. Instead, the
government secretly persuaded the FISC that
an entire database containing millions of peo-
ple’s records, the vast majority of whom were
entirely innocent, could be “relevant” to an

“Even presidents 
and congressmen

feared J. Edgar Hoover,
because you could
never be sure what 
he might have on 
you. Today, the NSA
has something 
on all of us.”

Continued from page 1



investigation, because applying sophisticat-
ed data-mining techniques to the whole data-
base might yield some useful information.  
The court’s acceptance of this idea—and

the shaky legal reasoning used to justify it—
should be especially disturbing given how
many government surveillance authorities
depend on the “relevance” standard.  It’s the
same criterion used to obtain records using
National Security Letters, which are issued by
FBI agents without judicial approval, as well
as a wide array of ordinary criminal inves-
tigative tools.  
Moreover, the secret reinterpretation of

“relevance” raises fundamental questions about
the democratic legitimacy of effectively secret
law. Briefing materials outlining the call logs
program were “made available” to members
of Congress who wanted to make the effort
to learn about it, but it’s clear that many had
no idea what they were really voting for when
they renewed §215 powers in 2011. Those who
did know, of course, had no reason to fear pub-
lic backlash over their votes: When the true
meaning of legislation is determined by secret
interpretations, the people have no meaning-
ful ability to weigh in on whether it strikes the
right balance.  If our political system rests on
the consent of the governed, don’t the gov-
erned at least need to know what they’re
supposedly consenting to?

THE FISA AMENDMENTS ACT: 
PRISM AND UPSTREAM
The FISA Amendments Act of 2008 was

sold to the public as a minor legal “fix” to
ensure that the government could pick up
communications between foreigners passing
through the United States, some of which
might have been held to require a warrant to
intercept under the original Foreign Intelli-
gence Surveillance Act of 1979. Defending
the FAA’s reauthorization late last year,
Rep. Trey Gowdy (R-SC) thundered that
the law “has nothing to do with Americans
on American soil,” and therefore “doesn’t
implicate the Bill of Rights,” because it can
only be used to “target” foreigners outside
the United States.
Leaked NSA documents and declassified

FISC opinions, however, have made clear that
the FAA has profound implications for the

privacy of Americans.  As I pointed out repeat-
edly over a year ago—though few legislators
noticed—the “target” of intelligence surveil-
lance doesn’t have to be a participant in an
intercepted conversation: The government
can also eavesdrop on communications that
may contain information abouta suspect. On
that theory, NSA has been electronically sift-
ing through vast quantities of international
emails from Americans, looking for references
to identifiers on their target lists. 
That’s one aspect of what the NSA calls

“Upstream” collection, the live filtering of
huge volumes of traffic flowing over the Inter-
net’s backbone using powerful supercom-
puters.  Unsurprisingly, this automated search
for needles in the digital haystack has some-
times led to large scale “overcollection” of
entirely domestic communications—with
the first systemic problem reported as early
as 2009. 
The specter of “overcollection” again raised

its head in 2011, when the FISC discovered
that it had been misinformed once more, this
time for “only” a few months, about the tech-
nical details of NSA’s surveillance. Here, the
problem was that if a single e-mail triggered
the NSA”s automatic filters while a user
was downloading his inbox, the entire stream—
including totally domestic messages—could
be captured.  As the FISC observed, even if
this were a relatively rare occurrence, the mas-
sive scale of NSA interception meant the
agency could be rounding up some 56,000
wholly domestic emails annually. This approach,
the court drily concluded, was “deficient on
statutory and constitutional grounds.”
NSA doesn’t only listen in on the Internet

backbone, however. It has also built close part-
nerships with major Internet companies—

including Apple, Google, Microsoft, Face-
book, and Yahoo—to aid in its monitoring of
both “live” and stored communications via
a program known as PRISM. Much remains
unknown about how PRISM surveillance
operates: Most of the participating compa-
nies have fervently denied giving NSA “direct
access” to their servers.  However, in the case
of at least one platform—Microsoft’s Skype
software for video chatting—the government
appears to have compelled the company to
make design changes that rendered a sup-
posedly secure and encrypted service more
susceptible to wiretapping.
The rules governing both types of sur-

veillance, in theory designed to “minimize”
the collection and retention of Americans’
communications, appear to have plenty of
loopholes. Though the “hard selectors”—iden-
tifiers such as phone numbers or email address-
es—programmed into NSA’s data vacuums
are supposed to be associated with foreign
targets, the agency only needs to be 51 per-
cent confident that a particular selector is
actually foreign, and when there’s no evidence
either way, selectors are presumed foreign by
default.  Under a program called XKEYSCORE,
NSA can also use “soft selectors”—general
communications characteristics like language
or software protocol—to zero in on a target
whose address is unknown. 
Once communications are seized, even if

they’re domestic, they can be retained for fur-
ther analysis if encrypted, or if they contain
evidence of a crime unrelated to terrorism.
Perhaps most disturbingly, analysts can search
through NSA’s huge trove of intercepted com-
munications for “selectors” associated with
particular Americans.  Initially, the rules pro-
hibited such “backdoor searches,” but gov-
ernment lawyers were able to get that restric-
tion lifted in 2011. 
The blanket surveillance orders issued

under the FAA resemble nothing so much
as a modern version of the “general war-
rants”—or “writs of assistance” —that out-
raged the American colonists and inspired
the Fourth Amendment. They may “target”
information about foreigners, but they give
the NSA—not neutral judges—the discretion
to determine which particular “places” and
digital “papers” will be searched or seized.
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“If our political 
system rests on 
the consent of the 
governed, don’t the
governed at least 
need to know what
they’re supposedly
consenting to?”



Gripped by the fear of terrorism, Americans
have allowed the resurrection of the very prac-
tice that once sparked a revolution.

BULLRUN: UNDERMINING ENCRYPTION 
—AND INTERNET SECURITY
Since its inception, breaking enemy codes

and ciphers has been one of the primary mis-
sions of the NSA. In recent years, however,
the agency has taken that a step further: Now
it seeks to ensure that the encryption soft-
ware relied on by millions of ordinary Inter-
net users—from businesspeople engaged in
sensitive professional communications to
dissidents in repressive regimes—comes out
of the box pre-broken.
The idea that the government should have

backdoor access to encrypted communica-
tions was proposed and hotly debated in the
late 1990s—and, wisely, defeated thanks to
strong opposition from both privacy advo-
cates and security experts.  Having lost the
public debate, NSA pressured software devel-
opers to include those backdoors secretly.
Under a program known as BULLRUN,

the agency has sought, in its own words, to
“insert vulnerabilities into commercial encryp-
tion systems, IT systems, networks and end-
point communications devices used by tar-
gets,” and to “covertly influence” the design
of commercial software—potentially infil-
trating companies when necessary—in order
to “make it more tractable to advanced crypt-
analytic capabilities being developed by NSA.” 
Perhaps most disturbing of all, the NSA

has leveraged its role as the government’s
primary source of cybersecurity expertise to
influence—and weaken—the public stan-
dards and specifications adopted by nation-
al and international standard-setting bod-
ies, introducing subtle vulnerabilities.  That
weakens trust in those institutions, and
makes the already formidable task of secur-
ing the Internet against attacks—a task that
depends crucially on strong encryption—
even more difficult.
“The NSA’s actions are making us all less

safe,” as security and encryption expert Bruce
Schneier has explained. “They’re not just spy-
ing on the bad guys, they’re deliberately weak-
ening Internet security for everyone—includ-
ing the good guys. It’s sheer folly to believe

that only the NSA can exploit the vulnera-
bilities they create.”

THE UNKNOWN UNKNOWNS
In light of the government’s demonstrat-

ed willingness to expand its surveillance pow-
ers through secret court rulings and tortured
legal reasoning, there’s little way of knowing
what limits on NSA surveillance truly remain.
We know that a bulk collection program for
Internet metadata, analogous to the phone
records program, operated under a different
Patriot Act authority until 2011, but we know
little else about its scope, usefulness, or the
legal arguments used to justify it.  
Some news reports have hinted at large-

scale government collection of still other types
of sensitive records, such as credit card bills,
which are combined with phone records to
enable large-scale data mining and profiling
of social networks. Here, too, the legal and

technological details remain obscure.
Then there’s the all-important question of

exactly how all that data NSA gathered is used,
beyond the counterterrorism purposes it prefers
to emphasize in its public relations pitches.
As the New York Times reported in August,
agencies that work to fight “drug trafficking,
cyberattacks, money laundering, counter-
feiting and even copyright infringement” have
been clamoring for greater access to NSA’s
data troves—and Americans are unlikely to
get a memo should they prevail. In fact, a report
from Reuters this summer revealed that the
Drug Enforcement Administration has a long-
standing division that funnels intelligence
information from FBI and NSA to state and
local narcotics cops, who are then instructed
to dummy up their own investigations to con-
ceal the true source of their leads. 
During the debates over ratification of our

Constitution, James Madison warned that
“there are more instances of the abridg-
ment of the freedom of the people by grad-
ual and silent encroachments of those in pow-
er than by violent and sudden usurpations.”
We now know that the government has indeed
been silently and gradually encroaching on
the privacy of its citizens, on a scale Madison
could not possibly have imagined. We don’t
yet have evidence that the surveillance machine
our government has constructed has been
abused for political purposes in the way its
far more primitive predecessor was in the
1960 and ‘70s—no surprise, since those abus-
es were typically only discovered years later.
But if we remain complacent out of the fear
of terrorism, should that day ever come, we
are likely to realize only too late that there is
no longer anywhere left to hide. n

“In light of 
the government’s
demonstrated will-
ingness to expand its
surveillance powers
through secret court
rulings and tortured
legal reasoning, 
there’s little way of
knowing what limits
on NSA surveillance
truly remain.
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The state of humanity is   
improving. Fast. Let us  
show you the evidence.
A BRAND NEW WEBSITE THAT CLOSES THE GAP
BETWEEN PESSIMISTIC PUBLIC PERCEPTIONS 
AND A MORE OPTIMISTIC REALITY.

HUMANPROGRESS.ORG
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MICHAEL PETRILLI: Why should we have
standards-based reform? In fact, why are
standards important to begin with? Let’s
start with some perspective. 
We’ve now had standards-based reform

in this country for nearly 20 years. It start-
ed before No Child Left Behind (NCLB),
and once that law went into effect, those
standards went national. Since that time,
we at the Thomas B. Fordham Institute
have been studying those state standards
that are now the foundation of the current
system—and found most of them wanting.
In fact, if you look at our reports over the
last two decades, most of them identified
no more than a handful of states with ade-
quate standards. And year after year, they
weren’t getting any better.
Nevertheless, we also had all of this testing

machinery put in place over that time, and
the true standards became the tests, not these
vague and nebulous standards. In most
cases, the tests under No Child Left Behind
were set at a very low level, with the goal of
getting the lowest-performing children up to
a basic level of literacy and numeracy.
The good news is that our schools have

made some huge progress in meeting that
objective. When you look at the scores from
the National Assessment of Educational

Progress, you see big gains in student
achievement from the lowest performing
kids, many of whom are poor minorities.
That trend began in the 1990s and contin-
ued on into the 2000s. In short, states
showed that with low standards, they could
get the lowest performers up to that level.
The position that we have been pushing

for is that we can now raise that bar higher
by setting solid content standards in read-
ing and math, as well as rigorous tests to
assess those higher-level skills. If we in turn
set a high cutoff score on those tests, we
may be able to raise student achievement
much more broadly—not just at these low
levels, but across the board.
We can’t prove that that will be the case.

What we can say is that when states like
Massachusetts have implemented all of
this—from good standards and tests, to
high cutoff scores, to teacher retraining—
you can see some very impressive results.
Stronger common standards is the next
step in education reform to drive the sys-
tem toward higher performance.

EMMETT MCGROARTY: We all want children to
be better students. The issue is what has hap-
pened in America to prevent that. Over the
last century, we’ve devalued the content of
what children learn. They’ve started reading
simpler and simpler texts. According to
Sandra Stotsky, professor of education
reform at the University of Arkansas and a
scholar I think we can all respect, what we
need to do is get back to classic education
where children are reading classic texts.
Stotsky, as we know, oversaw “the Massa-
chusetts miracle”—the successful bipartisan
effort to reform public education in that state,
starting in 1993. That state is now viewed as
having the best public education system in
the country, and it’s probably a good model of
success for a public school system.
Now, let’s look at what the Common Core

has done. In terms of reading, it has under-
taken a fundamental shift by emphasizing

P O L I C Y  F O R U M

Common Core: 
The Great Debate

P olling shows that the large majority of Americans know nothing about
the proposed Common Core education standards, despite the fact that
they are being implemented in 46 states. What exactly is Common Core?

Supporters assert that it is a high-quality, voluntarily adopted set of national
mathematics and language arts standards that will help transform American edu-
cation by aiming all students at uniform, lofty goals. Opponents argue that adop-
tion of the Core was federally coerced, the standards are of dubious quality, and
one size simply cannot fit all. At a Cato Policy Forum in October, Chester Finn
and Michael Petrilli, president and executive vice president of the Thomas B.
Fordham Institute; Emmett McGroarty, executive director of the American
Principles Project; and Neal McCluskey, associate director of Cato Institute’s
Center for Educational Freedom, debated what the true impact of Common Core
is likely to be.

Michael Petrilli

Stronger 
common standards 
is the next step in 
education reform 
to drive the system
toward higher 
performance.

“

”
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informational texts—which are by and large
less complex, require less analytical think-
ing, and train students less in terms of ver-
bal and written expression. According to
the Common Core, schools will have to
“shift the balance of text and instructional
time towards reading substantially more lit-
erary non-fiction.” These standards are giv-
ing priority, in other words, to more simpli-
fied texts.

One of the central theses of those who
support standards-based reform is that we
need accountability. But the real question
we should be asking ourselves is accounta-
bility to whom? The problem with NCLB,
for instance, is that it essentially shifted
accountability away from parents—those
who have the most at stake when it comes
to educating their children—and toward
the federal government.

The principal at work here is that you
cannot serve two masters. In effect, if the
state-government turns its attention toward
the federal government, it will inevitably
turn its back on the people. And the real
problem with Common Core is that it will
bring us two steps further down that road.

When you dig deeply into how the
Common Core was developed, you find
that interest groups enlisted the help of pri-
vate associations to sell this program to the
federal government, which in turn pushed
it onto the states.

CHESTER E. FINN, JR.: Most of the discussion
about the Common Core is not actually
about education. It’s not about what kids
are or could or should be learning. It's
about politics. Like many current issues in
many policy domains, this particular topic
is just the current kickball in a game in
which the teams are really fighting to score
political points.

The idea of having “common” standards
per se is not a virtue. It only becomes one if
the standards themselves have merit. We at
the Thomas B. Fordham Institute looked at
the Common Core, which came out in
2010, and found that there was quite a bit of
substantive merit in there regarding what
children should learn. On page 61 of the
Grade 9–10 English standards, for instance,
it reads: “Cite specific textual evidence to

support analysis of primary and secondary
sources, attending to such features as the
date and origin of the information.”

This, in other words, asks the student to
get into the text and explain what’s going
on—not how they feel about it, not whether

they agree with it, not whether it relates to
what they had for breakfast. It asks what the
author is trying to accomplish and where is
the evidence for that. This is an appropriate
instructional assignment for a 15-year old in
English class.  It’s worth getting American
kids to acquire such abilities.

However, subsequent to 2010, both com-
mon science standards and common social
studies standards have come out. According
to Fordham’s expert reviewers, the science
standards are inferior to what a number of
states have developed on their own, and to
my eye the social studies standards (they call
it a “framework”) are just appalling. I would-
n’t sit here and recommend that anybody
adopt either of those. They are not substan-

tively meritorious, despite the fact they are
meant to be “common.”

I’d be very surprised, if one were actually
to look with one’s own eyes at what is in the
Common Core standards, if one could find
much there that’s objectionable. To my eye,
much that’s there—in both math and
English—is praiseworthy in terms of what an
eighth grader or tenth grader should know
and be able to do.

It’s also true that “common-ness” brings
some ancillary benefits. If the assessments
are also common, for instance, this creates
the ability to compare school-level results
from district to district, school to school and
state to state, which we have enormous diffi-
culty doing today. There may also be
economies of scale involved when it comes
to, for example, buying textbooks or creating
professional development materials for
teachers. These are all collateral benefits,
but—make no mistake—common standards
are only worth pursuing when they begin
with substantive merit regarding content,
rigor, clarity, and so on.

When you take into account the fact
that the Common Core is voluntary for
states—in fact, five states rejected these stan-
dards off the bat—it is impossible to con-
clude that they are national. How can they
be national if they are something that you
join if you want to?

If you’re happy with the status quo in
American education, then you should reject
this type of standards-based reform. In fact,
you should reject all reform. But I don’t
happen to think that the present state of
affairs is good for the kids or for the coun-
try as a whole. If you have a better idea, put
it on the table.

And before someone says “school
choice,” let me conclude by reading one
quote from Neerav Kingsland, the chief
strategy officer at New Schools for New
Orleans: “Conservatives who are against the
Common Core would be wise to take note
that the urban system, [namely] New
Orleans, that most resembles a free-market
system only exists because of accountability
and standards. The New Orleans system
came to being because Louisiana, sequen-
tially, implemented a statewide accounta-
bility system, created a state-takeover mech-

P O L I C Y  F O R U M

Chester E. Finn, Jr.

“The notion that 
we are going to have
an education free 
market without any
form of standards 
is simply insane.”
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anism to act on schools that fared poorly on
this system, and utilized charter schools to
replace these failing schools.”

The notion that we are going to have a
well-functioning, high-performing educa-
tion free market without any form of stan-
dards is simply insane.

NEAL MCCLUSKEY: Let’s start by asking
whether you can somehow separate politics
from government-run education. You can-
not. And you cannot look at Common Core
and pretend that this is just about imple-
menting standards, without also acknowl-
edging that there are enormous political
ramifications for those involved.

Why is the idea of common standards
wrong? Simply put, it’s because all children
are different. They learn different things at
different rates during different times. They
start from different places. They have differ-
ent interests. The idea that they should all
be fed into some sort of lock-step standard-
ized system doesn’t fit with the reality of
human beings.

Another problem, of course, is political
control. There are indeed five states that have
rejected these standards. But they said “No”
to the same principle by which the federal
government has gotten states to say “Yes” to
all sorts of things. They take money from
states whether those taxpayers like it or not,
with the caveat that if those states want their
money back, they will have to do what the
federal government says. With the Race to
the Top program, for instance, the federal
government told states that if they wanted to
compete for the $4.35 billion involved, they
would have to sign on for internationally
benchmarked standards that are ideally

common to a majority of the states. Not
coincidentally, there was only one thing that
fit that description: Common Core.

The Fordham Institute is correct that the
vast majority of states were not holding
themselves accountable in the past. But

there’s a reason for that. The people that you
want to hold accountable—including teach-
ers, administrators, and the like—have a huge
advantage in politics. Their livelihoods are at
stake, they are the easiest to organize, and

they are therefore the most motivated to
influence education politics in their favor.

The simple fact is that this is a heavily fed-
erally pushed effort. But is the federal gov-
ernment fundamentally different than the
states? Of course not. They still operate by
the same principle of concentrated benefits
and diffused costs. However, you are not as
close to the federal government as you are to
your state representatives. When you vote for
candidates at the federal level, you’re voting
on a whole basket of issues that states don’t
deal with. And states at least compete with
each other for residents and businesses.

Our education system should move in
the opposite direction, away from federal-
ization and toward the free market. This
would involve more school choice, more
freedom for educators, and a marketplace
where competitors can focus on the needs
of individual students.

For standards-based reform to work, it
must rest upon, as Chester has noted, a “tri-
pod.” All schools must use the same stan-
dards. They need the same tests to compare
how the children are doing. And there must
be uniform punishments for those schools
that do not do well. For national standards
to work, then, there must be a national tri-
pod of standards, testing, and accountability. 

This raises the crucial question: who will
be in charge of constructing and maintain-
ing the tripod to get everyone uniformly on
board? It’s a question nationalizers have
been loath to tackle because the answer is
obvious: Washington. Only the federal gov-
ernment has the ability, by taking taxpay-
ers’ money then offering it back with rules
attached, to coerce all states into doing the
same things. n

Neal McCluskey

Why is the idea 
of common standards
wrong? Simply put, it’s
because all children

are different.
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O
n September 17, 1787, the delegates
to the Constitutional Convention
gathered in Philadelphia’s Inde-
pendence Hall to sign the newly

drafted U.S. Constitution. Every year, to cele-
brate that momentous date in liberty’s histo-
ry, the Cato Institute hosts a daylong confer-
ence. This year marked the 12th and, as
always, coincided with the release of the
2012–2013Cato Supreme Court Review.
The casual observer might be forgiven for

feeling confused during the last week of the
term. First, the Court punted on affirmative
action, making it harder to use race in admis-
sions decisions without prohibiting the prac-
tice altogether. It then struck down a key part
of the Voting Rights Act. The very next day,
the Court struck down the Defense of Mar-
riage Act (DOMA). What is going on? Is the
Court liberal or conservative?
The theme of these cases is best captured

by the notion that we are all equal under the
law. If that’s the case, then our rights should-
n’t differ by skin color or sexual orientation.
In other words, the Supreme Court is
increasingly embracing the Constitution’s
structural and rights-based protections for
individual freedom and self-governance.
At the conference, Gail Heriot, a profes-

sor of law at the University of San Diego
and a member of the U.S. Commission on
Civil Rights, placed Fisher v. University of
Texas at Austin in its proper historical con-
text. “By demanding that in the future a col-
lege or university supply ‘a reasoned, princi-
pled explanation’ for its diversity goal . . .
the Court inched the country toward a
more sensible vision of the Constitution’s
requirements in the higher education con-
text,” she said. As social scientists increas-
ingly establish that racial preferences don’t
even benefit the people getting them—due
to a phenomenon known as “mismatch”—
we may see Fisher as the high-water mark on
this issue.
Will Consovoy and Tom McCarthy, part-

ners at Wiley Rein who were among the
lawyers who represented Shelby County,
Alabama, in its challenge to the Voting

Rights Act, describe the Court’s ruling in the
case as a “restoration of constitutional
order.” By that they mean that throwing out
the VRA’s outdated “coverage formula” rec-
ognizes the social reality in America today.
In other words, this country has changed
since the systemic racial disenfranchisement
of the 1960s justified the constitutional
deviation of effectively putting certain states
under federal electoral receivership.
Elizabeth Wydra, chief counsel at the

Constitutional Accountability Center, pro-
vided a humanizing background on United
States v. Windsor before examining the opin-
ions in this DOMA case. “Perhaps most
important for advocates of marriage equali-
ty,” she said, “the majority’s opinion recog-
nizes that the ‘States’ interest in defining
and regulating the marital relation’ is ‘sub-
ject to constitutional guarantees.’”
The conference closed with the annual B.

Kenneth Simon Lecture, during which a dis-
tinguished legal scholar presents a paper to
be included in next year’s Cato Supreme Court
Review. This September, the Hon. David B.
Sentelle—a senior circuit judge of the U.S.
Court of Appeals for Washington, D.C.—
discussed the First Amendment. More
specifically, he asked whether freedom of the

press created a privileged class known as
“the press,” or whether it was meant to cre-
ate an equal protection for everyone using
the communication method known as “the
press.” His conclusion? “The institutional
media has the protection of the rights
encompassed in the First Amendment, but
so do the rest of us,” he said. “You are not
nobles, and we are not sock puppets.”
“Not in every case and not without fits

and starts,” Review editor-in-chief Ilya
Shapiro writes, “but on the whole the jus-
tices are moving in a libertarian direction.”
It’s therefore no coincidence that in each of
the three big issues—affirmative action, the
Voting Rights Act, and gay marriage—Cato’s
Center for Constitutional Studies is the only
organization to have filed briefs supporting
the winning side. In fact, the Institute went
15-3 throughout the entire year.
Even beyond racial preferences and gay

rights, this Court is coming to be defined by
what Justice Anthony Kennedy has called
“equal liberty.” As such, we may find that we
are now living the Court’s “libertarian
moment.” n

The 2012-2013 Cato Supreme Court Review can be
purchased for $15—or the essays downloaded for
free—at www.cato.org.

The Supreme Court’s “libertarian moment”

Celebrating Constitution Day with the 12th Annual Review

The Cato Institute’s 12th Annual Constitution Day kicked off with a look at the term’s “big three” cases, including
a discussion between GAIL HERIOT, professor at the University of San Diego law school, ILYA SHAPIRO, senior fel-
low at the Cato Institute, and ELIZABETH WYDRA, chief counsel at the Constitutional Accountability Center, on
the issues of affirmative action, gay marriage, and the Voting Rights Act.
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“A
liberal society stands on the
proposition that we should
all take seriously the idea
that we might be wrong.

This means we must place no one, includ-
ing ourselves, beyond the reach of criticism;
it means that we must allow people to err,
even where the error offends and upsets, as
it often will.” 

So writes author Jonathan Rauch in
Kindly Inquisitors: The New Attacks on Free
Thought, which has challenged readers for
two decades with its provocative explo-
ration of the issues surrounding attempts
to limit free speech. In a joint publication
with the University of Chicago Press, the
Cato Institute has released a new expanded
ebook edition for the 20th anniversary of
this modern classic.

Now a senior fellow in governance stud-
ies at the Brookings Institution, Rauch
makes a persuasive argument throughout
his book for the value of “liberal science,”
based on the notion that conflicting views
produce knowledge within society.

While some progress has been made in
the two decades since the book’s initial
publication, Rauch contends that free
thought has nevertheless continued to be
the object of a powerful ideological attack.
The regulation of hate speech, for instance,
has grown domestically—especially in
American universities—and has spread
even more internationally, where there is
no First Amendment to serve as a mean-
ingful check.

The problem with attempting to con-
fine offensive thoughts, of course, is that
some authority must first define what is
offensive. “Does anyone seriously believe
that today’s university anti-discrimination
committees would treat offended left-
wingers and offended right-wingers the
same way?” Rauch asks. “Or that they
would treat offended creationists and
offended racial minorities the same way?” 

The fundamental problem with censor-
ship, in other words, is that the censors end
up acting on behalf of the politically con-
nected. “People who like authoritarianism
always picture themselves running the
show,” he continues. “But no one stays on
top for long.” The answer to bias and prej-
udice, therefore, is pluralism—not purism.

Rather than attempting to legislate bias
and prejudice out of existence or to drive
them underground, we must pit them
against one another to foster a more vigor-
ous and fruitful discussion. It is this
process that has been responsible for the
growing acceptance of the moral accept-
ability of homosexuality in recent years.
And it is this process, Rauch continues,
that will enable us as a society to replace
hate with knowledge, both ethical and
empirical.

In this expanded edition of his work,
Rauch elaborates upon his original argu-
ment, bringing that analysis fully up-to-
date with contemporary examples. A new
foreword by George F. Will offers a striking
look at the book’s continued relevance

today. “Armed with it, readers can slice
through the pernicious ideas that are pro-
ducing the still-thickening thicket of rules,
codes, and regulations restricting freedom
of thought and expression.”

Unfortunately, the timeliness of Rauch’s
arguments in Kindly Inquisitors is a testa-
ment to how far we still have to go to regain
the core component of our First Amend-
ment rights. “It is a melancholy fact that
this elegant book, which is slender and
sharp as a stiletto, is needed, now even more
than two decades ago,” Will concludes.  n

Visit Amazon to get an ebook version of Kindly
Inquisitors today; $9.99.

A new, expanded edition of Rauch’s Kindly Inquisitors

The Continued Attacks on Free Thought
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F.
A. Hayek once wrote, “All those
who wish to stop the drift toward
increasing government control
should concentrate their effort on

monetary policy.” It has become clear that
the 2008–09 financial crisis and Great
Recession have vastly increased the power
and scope of the Federal Reserve.  Ultra-low
interest rates, quantitative easing, credit
allocation, debt monetization, and new reg-
ulations have radically changed the mone-
tary and financial landscape.
In Money, Markets, and Government: The

Next 30 Years, a new Cato ebook based on
the presentations from last year’s 30th
Annual Monetary Conference, various aca-
demics examine those changes and consid-
er how the links between money, markets,
and government may evolve in the future.
“One path is to maintain a regime of discre-
tionary government fiat money,” editor
James A. Dorn writes. “An alternative path
is to limit the size and scope of government,
adopt a rules-based monetary regime, and
let free capital markets allocate credit.” Ulti-
mately, this choice will help determine
whether economic and social harmony
emerges spontaneously or government
power continues to grow.
To avoid the next crisis, one must under-

stand and draw lessons from the recent past.
John B. Taylor, professor of economics at
Stanford University, examines monetary pol-
icy during the past 30 years. He finds that
during the 1980s and 90s, Fed policy was
largely in line with the so-called Taylor Rule.
Beginning in the early 2000s, however, the
Fed turned to a strongly discretionary policy
and held interest rates too low for too long,
thus fueling the housing bubble. He argues
in favor of a rules-based monetary regime.
Lessons can therefore be learned that

improve monetary institutions, provided
political barriers to real reform can be cir-
cumvented. Unfortunately, the politiciza-
tion of money and banking has led to over-
reaching policies and a serious moral haz-
ard problem, whereby financial institutions
considered “too big to fail” act irresponsibly

and take excessive risks.  Allan H.
Meltzer, Professor of Political Econ-
omy at Carnegie-Mellon University,
is highly critical of the Fed’s short-
term perspective and, hence, the neg-
lect of the medium- and longer-run
consequences of expanding the Fed’s
“unrestricted power to do what it
chooses.”
Harris Dellas, professor of eco-

nomics at the University of Bern, and
George S. Tavlas, a member of the
Monetary Policy Council of the
Bank of Greece, go on to examine
“the gold standard, the euro, and the
origins of the Greek sovereign debt
crisis.”  Unlike the classical gold stan-
dard, they note, the eurozone lacks a
market-based feedback mechanism
and has failed to enforce fiscal disci-
pline.  The expectation of a bailout
therefore gave investors an incentive
to hold Greek sovereign debt, in turn
allowing Greece to live beyond its
means.  The lesson is that there must
be a credible adjustment mechanism and
sound fiscal arrangements to achieve long-
run stability in the eurozone.
The rise of China as a global economy has

been breathtaking.  In 1976 China was a
closed economy. Today it is the world’s sec-
ond largest economy, with a vibrant trade
sector. As such, Eswar Prasad, the Tolani Sen-
ior Professor of Trade Policy at Cornell Uni-
versity, and Lei Ye, a graduate student in the
department of economics at Cornell, exam-
ine the prospects for making the renminbi a
global reserve currency.  They emphasize that
for China to fully internationalize its curren-
cy there must be free capital markets, a more
flexible exchange rate, and financial market
deepening.  China is making progress in
those areas, they conclude, but much
remains to be done to eliminate financial
repression.
Additional contributors to this volume

include Steven Gjerstad and Vernon L.
Smith on “Balance Sheet Crises,” as well as
Lawrence H. White on “Antifragile Banking

and Monetary Systems.”
The articles in this ebook, as well as four

book reviews, are also featured in the latest
issue of the Cato Journal. Available online at
www.cato.org, that issue is dedicated to the
late economic historian Anna Jacobson
Schwartz.
The Cato Institute’s first monetary con-

ference in 1983, “The Search for Stable Mon-
ey,” sought to extend the debate over alterna-
tives to discretionary government fiat mon-
ey by including alternatives consistent with
limited government, the rule of law, and free
markets. Since that time, Cato has gained an
international reputation for its scholarly
work on alternative monetary regimes. With
the 100th anniversary of the Federal Reserve,
it is essential to continue to scrutinize the
Fed, learn from its history, and understand
how the invisible hand of competition can
work to bring about a better future. n

Money, Markets, and Government is available at
www.cato.org/store, Amazon, Apple iTunes, and
other online ebook vendors; $3.99.

From the limits of monetary policy to China’s path toward capital freedom

Money, Markets, and Government: The Next 30 Years
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T
he security of the United States does
not require nearly 1,600 nuclear
weapons deployed on a triad of sys-
tems—bombers, land-based intercon-

tinental ballistic missiles (ICBMs), and sub-
marine-launched ballistic missiles
(SLBMs)—to deliver them. As Cato’s Ben-
jamin H. Friedman, Christopher A. Preble,
and Matt Fay calculate in “The End of
Overkill? Reassessing U.S. Nuclear
Weapons Policy” (White Paper), a smaller
arsenal deployed entirely on submarines
would save roughly $20 billion annually
while deterring attacks on the United States
and its allies. The triad grew from the mili-
tary services’ competition to meet the Soviet
threat. The public rationale was based upon
the notion of a second strike: a diversity of
delivery systems ensured the nuclear arse-
nal’s survival against a Soviet preemptive
attack. The more sophisticated rationale was
a first strike: deterring Soviet aggression
against European allies required the ability

to preemptively destroy their nuclear forces.
But, as the authors show, “U.S. power today
makes the case for the triad more dubious.”
No U.S. adversary has the capability to
destroy all U.S. ballistic submarines, let alone

all three legs, and
there would be time
to adjust if that
changed. In fact,
nuclear weapons are
essentially irrelevant
in actual U.S. wars,
which are against
insurgents and weak
states without nu-

clear arsenals. Cases where the success of
deterrence hinges on the U.S. capability to
destroy enemy nuclear forces are far-fetched.
“Even hawkish policies do not require a tri-
ad,” the authors write. At a time when aus-
terity heightens competition for Pentagon
resources, service leaders may see nuclear
missions “as red-headed step-children that

take from true sons.” That shift would facili-
tate major reductions in the nuclear arsenal,
the elimination of at least one leg of the tri-
ad, and substantial savings.

Comparing Welfare to Work
In 1995 the Cato Institute published a
groundbreaking study estimating the val-
ue of the full package of welfare benefits
available to a typical recipient in each of the
50 states and the District of Columbia. It
found that not only did the value of such
benefits greatly exceed the poverty level but,
because welfare benefits are tax-free, their
dollar value was greater than the amount
of take-home income a worker would
receive from an entry-level job. Since then,
many welfare programs have undergone
significant change. In their new analysis,
“The Work versus Welfare Trade-Off:
2013” (White Paper) Michael D. Tanner,
senior fellow at the Institute, and Cato
research assistant Charles Hughes examine

The Case against the Nuclear Triad
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the current system in the same manner.
“Welfare benefits continue to outpace the
income that most recipients can expect to
earn from an entry-level job, and the bal-
ance between welfare and work may actual-

ly have grown worse
in recent years,” they
write. In fact, the cur-
rent system provides
such a high level of
benefits that it acts
as a disincentive for
work. Welfare cur-
rently pays more
than a minimum-

wage job in 35 states, even after accounting
for the earned income tax credit, and in 13
states it pays more than $15 per hour. “If
Congress and state legislatures are serious
about reducing welfare dependence and
rewarding work,” the authors conclude,
“they should consider strengthening wel-
fare work requirements, removing exemp-
tions, and narrowing the definition of
work.”  Moreover, states should consider
ways to shrink the gap between the value
of welfare and work by reducing current
benefit levels and tightening eligibility
requirements.

Subsidizing the Risk of 
Terrorism
The terrorist attacks of September 11,
2001, inflicted enormous losses on the
insurance industry and businesses. In the
wake of these disruptions, the government
enacted the Terrorism Risk Insurance Act
of 2002 to create a “temporary” federal
backstop against catastrophic losses. In
effect, this program subsidized private risk
with public funds through a cost-sharing
program for which the government does
not receive any compensation. But as
Robert J. Rhee, professor of law at the Uni-
versity of Maryland, writes, “if there was
some ambiguity about the program’s need
before, there is none now.” In “The Ter-
rorism Risk Insurance Act: Time to End
the Corporate Welfare” (Policy Analysis
no. 736), Rhee argues that terrorism risk is
not more severe than other insurable risks
such as natural catastrophes. A federal
backstop stakes public money to protect

the insurance industry, and subsidizes the
terrorism risk insurance premiums for
commercial policyholders. “The private
market is capable of underwriting this
risk,” he continues. Yet in response to effec-
tive lobbying by the insurance industry and
business interests, Congress has twice
extended the program. The program is
now scheduled to sunset at the end of
2014, 12 years after this supposedly tem-
porary program was instituted. Rhee
argues that the program should sunset as
scheduled in 2014, thus ending this form
of corporate welfare. “After the fears of the
unknown have subsided,” he concludes,
“[the insurance market] can more rational-
ly assess terrorism risk and price it.”

Driving Investment Policy
No country has been a stronger magnet for
foreign direct investment than the United
States. Valued at $3.5 trillion, the U.S. stock
of inward foreign direct investment
accounted for 17 percent of the world total
in 2011, more than triple the share of the
next largest destination. In “Reversing
Worrisome Trends: How to Attract and
Retain Investment in a Competitive
Global Economy” (Policy Analysis no.
735), Daniel J. Ikenson, director of Cato’s
Herbert A. Stiefel Center for Trade Policy
Studies, notes that as the world’s largest
economy, the United States has been able
to attract the investment needed to under-
gird its position atop the global economic
value chain. “But the past is not necessari-
ly prologue,” he argues. Indeed, while the
U.S. claim to 17 percent of the world’s
stock of foreign direct investment is
impressive, the share stood at 39 percent
as recently as 1999. To a large extent, this
trend reflects the emergence of new, viable
destinations for investment resulting from
inevitable demographic, economic, and
political changes. “However, some of the
decline is attributable to a deteriorating
U.S. investment climate,” Ikenson writes.
That environment conspires to deter
inward investment and to encourage com-
panies to offshore operations that could
otherwise be performed competitively in
the United States. Ikenson concludes that
a proper accounting of these policies, fol-

lowed by implementation of reforms to
remedy shortcomings, will be necessary if
the United States is going to compete
effectively for the investment required to
fuel economic growth and higher living
standards.

Against Military Action in Syria
In the midst of growing public wariness
about large-scale foreign interventions, the
Obama administration has decided to arm

the Syrian rebels. But
according to Erica D.
Borghard, a PhD
candidate in political
science at Columbia
University, in “Arms
and Influence in
Syria: The Pitfalls
of Greater U.S.
Involvement” (Poli-

cy Analysis no. 734), those who call for
increasing the scope of U.S. aid to the Syri-
an rebels are wrong on all counts. “There is
a high risk that the decision to arm the Syr-
ian rebels will drag the United States into a
more extensive involvement later,” she
writes—and this is the very scenario that
the advocates for intervention claim they
are trying to avoid. The unique characteris-
tics of alliances between states and armed
nonstate groups—in particular “their infor-
mal nature and secrecy about the existence
of the alliance or its specific provisions”—
create conditions for states to become
locked into unpalatable obligations. That
seems especially likely in this case. The
Obama administration, therefore, should
not have decided to arm the Syrian rebels.
Looking ahead, Borghard writes, it is
important for policymakers to understand
the nature of alliances between states and
armed nonstate groups even after the Syri-
an conflict is resolved. “Given that Ameri-
cans are unwilling to support large-scale
interventions in far-flung reaches of the
globe, policymakers looking for military
solutions to political problems may con-
clude that arming proxy groups may be an
attractive policy choice,” she concludes.
They should instead, however, avoid com-
mitting to conflicts that don’t threaten
core national security interests. n



SHE SHOULD HIRE A BUDGET EXPERT
House Minority Leader Nancy Pelosi
says Republican-led efforts to rein in gov-
ernment spending are pointless because
there is nothing left to cut in the almost
$4 trillion-a-year federal budget.
“The cupboard is bare. There’s no

more cuts to make. It’s really important
that people understand that,” Mrs.
Pelosi, California Democrat, said in an
interview broadcast Sunday on CNN’s
“State of the Union.”
The federal budget has doubled in

size in 12 years, from $1.9 trillion in 2001
to $3.8 trillion this year.
—Washington Times, September 22, 2013

BETTER NO WORK THAN LOW-WAGE
WORK?
Mayor Vincent C. Gray vetoed legislation
Thursday that would force the District’s
largest retailers to pay their workers sig-
nificantly more, choosing the potential
for jobs and development at home over
joining a national fight against low-wage
work.
—Washington Post, September 13, 2013

THE FEDERAL GOVERNMENT IS NOT 
THE COUNTRY
If you loved this country, you would not
be closing it down.
—Rep. David Scott (D-GA) in the Atlanta
Journal-Constitution, September 29, 2013

REVELATIONS ABOUT GOVERNMENT 
SPYING ARE “NOISE”
On the same day of Obama’s visit [to a
school to announce his ConnectEd pro-
gram], news reports were dominated by
details of a wide-ranging National Security
Agency surveillance program that has since
become one of the major controversies of
the president’s second term.
As Air Force One flew toward North

Carolina that day, Obama lamented to
his education secretary that one of the
administration’s biggest ideas was going
to be overtaken by other news.
“I remember him sort of saying, ‘It’s a

shame that there’s going to be a focus on
the noise rather than something that’s real
and meaningful,’” [Arne] Duncan said.
—Washington Post,August 13, 2013

PLEASE, JUST BUILD HIM A STATUE
[P]ork, the habit of using taxpayer
money for a legislator’s pet cause. . . .
appears to be stronger even than death.
That’s clear from the story of the

Robert C. Byrd Highway, a decades-old
road project in West Virginia that had
received earmarked funds for years from
Sen. Robert C. Byrd (D-W.Va.), the
longest-serving senator in history, who
died in 2010.
The highway has been maligned as a

wasteful road to nowhere. But, now, it
has outlived earmarks. It has even out-
lived Byrd.
This year, with continued support

from Sen. John D. Rockefeller IV (D-
W.Va.) the highway got $40 million in
federal money. It will need about that
much every year, state officials say, until
it’s finished in 2035.
—Washington Post, August 25, 2013

SORRY ABOUT THE RECESSION, AMERICA,
BUT DON’T WORRY ABOUT WASHINGTON
The income of the typical D.C. house-
hold rose 23.3% between 2000 and 2012
to an inflation-adjusted $66,583, accord-
ing to the Census Bureau’s American
Community Survey, its most compre-
hensive snapshot of America’s demo-
graphic, social and economic trends.
During this period, median household
incomes for the nation as a whole
dropped 6.6%.
—Wall Street Journal, September 19, 2013

POWER AND FRIENDSHIP
A three-star Army general improperly
accepted gold-plated Montblanc pens, a
$2,000 leather briefcase and other gifts
from a South Korean citizen while com-
manding U.S. troops in that country,
newly released documents show. . . . 
Fil told investigators that he accepted

the gifts in “good conscience,” believing
that they were legal because the giver
was a longtime personal friend.
Investigators cast doubt on that expla-
nation, however, noting that the South
Korean did not speak English and that
Fil had to communicate with him by
“using hand and arm signals.”
—Washington Post, August 7, 2013

The anxious executive cornered Bill de
Blasio in an elevator, with an urgent plea.
New York City was planning to allow thou-
sands of new taxis to operate outside
Manhattan, directly threatening his car and
limousine business. Would Mr. de Blasio,
the city’s public advocate, help block it?
It was hard to imagine Mr. de Blasio, a

Brooklynite who built his reputation on
standing up for the boroughs beyond
Manhattan, opposing a proposal to
improve transportation for his chronical-
ly taxi-starved neighbors.
But soon after the elevator encounter

that day in 2011 . . . Mr. de Blasio would
emerge as the taxi plan’s most prominent
opponent.
The powerful taxi and limousine

industry, which bitterly opposed the city’s
plan, made its gratitude clear, sending
about $200,000 in contributions to Mr. de
Blasio’s mayoral campaign in the last two
years, far more than his rivals received.
And Mr. Kabessa, the chief executive of
Carmel Car and Limousine Service, now
sits on the campaign’s finance committee
and was a host of a fund-raiser for Mr. de
Blasio this spring.
—New York Times, August 31, 2013
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