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Hayek, the End of Communism, and Me
e all have our heroes,
and Hayek was, for 
me, one of the great-
est ones. It all started
in the 1960s. My coun-

try, then Czechoslovakia, experienced at
the beginning of the decade an unexpected
and, for communist leaders, ideologically
unexplainable and indefensible economic
recession—the first that had happened in a
centrally planned communist country in
peacetime. It was something unheard of,
something unimaginable. Planning was
supposed to guarantee permanent and
harmonious economic growth. That sur-
prising and unpleasant experience led even
the most dogmatic communist politicians
to think about a relatively far-reaching eco-
nomic reform and to start implementing
it. As is well known now, they tried to accom-
plish an impossible mission, to put into
reality “a third way,” this utopian dream of
all socialists and progressives, based on a
belief in a fuzzy combination of plan and
market.

That reform led to the weakening of
the planning system and to the increased
independence of firms, most of them state

owned. It was movement in the right direc-
tion. The Soviet politicians and our own
hardliners criticized the reform from the
left. The Czech economists of my genera-
tion (I founded and became president of
the Club of Young Economists) criticized
the reform from the right, for its evident
insufficiency and inconsistency.

At that moment, in the mid-1960s, we
discovered the famous dispute about social-
ism, the so-called socialist calculation

debate, between the Austrian economists
Ludwig von Mises and F. A. Hayek on one
side and the socialists Oskar Lange and
Abba P. Lerner on the other, during the
1930s. This debate gave us many powerful
arguments about the impossibility of eco-
nomic calculation under socialism and
about the futility of the idea of playing at
markets instead of introducing a real mar-
ket. It enhanced the doubts we were devel-
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In June, when news of the NSA scandal broke, two Cato scholars were invited on the same CNN en Español
panel to offer their insights. JUAN CARLOS HIDALGO (left), policy analyst on Latin America at Cato's Center 
for Global Liberty and Prosperity, and ILYA SHAPIRO (right), senior fellow at the Institute's Center for
Constitutional Studies, both discussed the legal and political implications of the government’s surveillance
programs.

VÁCLAV KLAUS is a distinguished senior fellow at the Cato
Institute. From 1989 to 2013, he served as finance minister,
prime minister, and president of Czechoslovakia and the Czech
Republic. He helped lead his country out of communism, through
a peaceful separation, and into the modern world. A version of
this article was delivered at a conference, “Hayek and the Mod-
ern World,” at the University of Richmond on April 12, 2013.
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Chairman’s Message

BY ROBERT A. LEVY

“Politicians 
and judges

have devalued
the Constitu-

tion’s founding
principles—
federalism, 

separation of
powers, limited
government,
and individual

liberty.

The U.S. Constitution has served us well for
two and a quarter centuries. But politicians and
judges have devalued its founding principles—
federalism, separation of powers, limited gov-

ernment, and individual liberty. When we at Cato are
asked to recommend constitutional amendments, we
often suggest, tongue-in-cheek, that five words be
appended: “And we really mean it.”  

To elaborate, I’ve asked several Cato scholars what
specific changes they would endorse. Here are brief
responses from six of our experts.

David Boaz embraces congressional term limits—
perhaps 6 years in the House and 12 in the Senate. He
also supports a cap on annual federal outlays—say 18
percent of gross domestic product—along with a
supermajority requirement to raise taxes or increase
the debt limit.

Both Tim Lynch and John Samples would amend
the amendment process itself. Tim believes it’s proven
too difficult, thereby encouraging “reinterpretation” of
provisions as a backdoor means of amending them.
Tim would reduce the requirement for Congress to
propose amendments from two-thirds to majority
vote, and lower the ratification threshold from three-
fourths of the states to two-thirds.    

John’s concern is that Congress has tended to
enlarge national power while rejecting reforms that
constrain government growth. He would adopt
Michael Rappaport’s suggestion to allow two-thirds of
state legislatures to propose amendments, which
could then be ratified by state conventions or ballot
measures. Empowering the states would reaffirm the
federalist character of our Constitution.

Roger Pilon and Ilya Shapiro point to Congress’s
power “To regulate Commerce. . .among the several
States.” Historically, Supreme Court decisions have
focused on defining “commerce.” Roger would focus
on “regulate,” which means, “to make regular.” From
his perspective, the commerce power was designed to
(a) ensure that interstate commerce is conducted
according to free-market principles, (b) clarify the
rights and obligations of transactors, (c) provide cer-
tain limited “public goods” that states alone cannot
provide, and (d) prohibit states from imposing pro-
tectionist barriers to interstate trade.

Ilya is critical of Court decisions condoning regu-
lation of local economic activities that, in the aggre-
gate, have a substantial effect on interstate com-
merce. The federal government’s reach now extends
to corner stores, family farms, and doctor’s offices.

Ilya would restrict the subject of federal regulation to
actual commerce—that is, trade in goods—that is
actually interstate.

Trevor Burrus would amend the Bill of Rights to
include the “principle of legality,” which would require
that all laws be clear and understandable to average
people. He would also decriminalize nonviolent, vic-
timless acts and bar punishments that are not strictly
and obviously necessary—especially as applied to regu-
latory offenses.

My personal “Top 10” additional recommenda-
tions, in highly condensed form, are: First, all major
regulations must be approved by Congress and no
regulation or statute shall be effective unless its con-
stitutional authority is explicitly stated. Second, the
General Welfare Clause is not a delegation of power,
but a restriction on the power to tax and spend, which
may not be exercised in a manner intended to favor
special interests. Third, the Necessary and Proper
Clause authorizes acts that are not merely convenient,
but integral to executing other authorized powers.
Fourth, Congress may not mandate state or local
spending without providing funds, nor condition
receipt of funds on performing actions not within
Congress’s enumerated powers. Fifth, eminent
domain may be exercised only for a legitimate public
use, not solely for public purpose or benefit, and reg-
ulation of otherwise permissible property uses must
be compensated if the regulation materially dimin-
ishes the property’s value. Sixth, federal, state, and
local governments may not alter the terms, nor pre-
vent the formation, of lawful private contracts.
Seventh, no occupational licensing or other barrier to
entry shall be imposed for the primary purpose of
limiting competition. Eighth, no legally owned asset
may be forfeited, except for sale or auction to pay a
fine properly imposed against the owner. Ninth, there
shall be no limitation on private contributions or
expenditures to fund political speech. Tenth, the fed-
eral government should raise money through a con-
sumption tax, and the Sixteenth (income tax)
Amendment should be repealed.       

Of course, this list is not exhaustive; nor is the
abbreviated treatment adequate. The purpose of the
exercise is to target areas where the Constitution
might be improved, and promote a further exchange
of views.

”

T
Toward a Better Constitution



OVERKILL REDUX
In his new book, Rise of the Warrior Cop, Cato media fellow
Radley Balko traces the militarization of America’s law
enforcement units. Author of the groundbreaking Cato white
paper Overkill, Balko’s work, according to The Economist,
“has long been read by people who care about civil liberties.
First for the Cato Institute…now part of the Huffington Post,
he has written about criminal-justice policy, with a focus on
police abuses.”

“There is no vital trend in American society more over-
looked than the militarization of our domestic police forces,”
writes journalist Glenn Greenwald, “and there is no journalist
in America who is more knowledgeable and passionate about
this topic than Radley Balko.”

PPACA’S FRAILTY
In an article on the continuing battle over Obamacare, the
Fiscal Times singled out Michael Cannon, Cato’s director 
of health policy studies, for his work showing that the law
remains vulnerable to repeal. “Cannon has positioned himself

at the center of the national drive to
impede implementation of the law,” 
the Times wrote—adding that his Cato
white paper, “50 Vetoes: How States
Can Stop the Obama Health Care Law,”
has become “a handbook of sorts for
gumming up the works.”

In his paper, Cannon argues that
Obamacare itself empowers states to block the employer man-
date, to exempt many taxpayers from the individual mandate,
and to reduce federal deficit spending, simply by not establish-
ing a health insurance exchange. To date, according to the
Times, officials in 34 states have refused to set up exchanges.

PRAISE FROM NEXT DOOR
Each year, the British magazine Prospect holds an awards
ceremony at the Royal Society to distinguish those think
tanks worldwide that exhibit “rigour of thought and original-
ity” in their work. Recognizing in particular those “ideas
that had proved most influential,” the judges this year high-
lighted Cato senior fellow Ted Galen Carpenter’s The Fire
Next Door for praise.

“The book maintains that the U.S.’s prohibition of nar-
cotics has empowered the drug cartels in Mexico with dis-
astrous effects,” Prospect noted. “The only solution now, it
argued, is to legalise drugs. The judges were impressed by
the book’s thoroughness and the intellectual flexibility 
that it suggested.”

Cato News Notes

S
ince 2005, Cato Unboundhas given readers access to a state-of-
the-art virtual trading floor in the intellectual marketplace.
With its accessible format, this unique online magazine
reflects the Institute’s appreciation for the way ideas are

exchanged in the digital age.
Every month one of the world’s leading thinkers presents an

essay on a topical issue. A panel of distinguished experts responds,
each offering their case before challenging and refining the argu-
ments in an ongoing conversation. Readers are then encouraged to
join the dialogue, their contributions pulled together into an easily
accessible forum to create a distinct media product.

In the latest installment, “The Private Digital Economy,” schol-
ars explore the
concept of mon-
ey, tackling in
particular the
question of how
private digital
money works—
and doesn’t. In his lead essay, Jim Harper, director of information
policy studies at the Cato Institute, reviews the traits that allow a
given class of items to be used for exchange. What exactly is it that
makes money convenient?

According to Harper, money’s basic value is as “a universal lubri-
cant for trade,” and as such the greatly increased use of online
“cryptocurrencies” seems inevitable, he argues. “The open ques-
tion is whether the government and financial services sector will
try to hold digital currencies at bay, or whether they will willingly
embrace all the benefits of a new era in money,” he concludes.

The experts responding to Harper are Dan Kaminsky, a net-
work security researcher who has advised several Fortune 500 com-
panies; Jerry Brito, a senior research fellow at the Mercatus Center
and director of its Technology Policy Program; and Chuck Moul-
ton, associate director of the Center for Financial Privacy and
Human Rights.

Over the years, Cato Unbound has featured a lineup of promi-
nent contributors, including James M. Buchanan, the Nobel laure-
ate and founder of the public-choice school of political economy;
Richard H. Thaler, professor of economics and behavioral science
at the University of Chicago; and James R. Flynn, a pioneer in the
study of IQ. These monthly conversations have received attention
from publications like the New York Times, the Washington Post, and
The Economist.

An idea can be bound between covers, bound by convention, or
bound for the dustbin of history. The ideas of Cato Unbound, we
hope, are none of the above. n

Please visit www.cato-unbound.org to read the latest issue, as well as archived
issues dating back to 2005.

Online magazine features leading scholars

What If Money Were Private?
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oping from observing the evident ineffi-
ciency of our own economic system. It is a
pity that this famous debate is not required
reading for contemporary students. The
highly regulated and subsidized economies
in Europe (and in this country as well)
should be discussed in light of Hayek’s
arguments.

The real revelation came when we came
across Hayek’s article “The Use of Knowl-
edge in Society,” originally published in
1945. You may ask how it was possible to
get access to such articles in a totalitarian
communist regime. Yet, it was possible.
We scholars couldn’t get our hands on the
Wall Street Journal, Newsweek, or Time, but
in the libraries of academic institutions we
could get the American Economic Review
and similar journals. They were sufficient-
ly scientific as to be incomprehensible for
the communist censors. Even now, I give
this article to my students as the best intro-
duction to rational economic thinking.
The impossibility of centralizing dispersed
knowledge is one of the most important
ideas in economic science, comparable to
the classic formulations of Adam Smith.

BRINGING HAYEK TO LIFE IN
PRAGUE

Our relatively far-reaching, and for that
time, unique economic reforms led to sig-
nificant changes in political life as well. In
this respect, we got a lot of inspiration
from Hayek’s The Road to Serfdom.

That book was illegally and unofficially
translated in my country in the 1960s. It
was widely read, and—what is even more
important—it was understood as a decisive
and final rejection of all kinds of totalitari-
anism, collectivism, and interventionism
and as an authoritative defense of liberty.
At least it was understood that way by my
generation, which saw its task differently
from students in Western Europe and Amer-
ica at that time. We wanted to introduce
capitalism, not to destroy it.

Our promising era did not last long.
On the morning of August 21, 1968, the
armies of the Soviet Union and other War-
saw Pact countries invaded Czechoslova-

kia and crushed the so-called Prague Spring.
That was, paradoxically, the first and only
time I saw Hayek.

I happened to attend a conference in
the beautiful Austrian ski resort of Alp-
bach, which was the Austrian, much small-
er version of today’s World Economic Forum
in Davos. That is where I heard about the
brutal occupation of my country and about
the collapse of our plans and dreams to
get rid of communism. A group of Czechoslo-
vak participants stayed there for the fol-
lowing few days, not knowing what to do.
Some of us decided to return home, some
decided to emigrate. As an irony of histo-
ry, the very next day after the invasion,
Hayek was scheduled to speak at the con-
ference. This was in the years between The
Constitution of Liberty and Law, Legislation,
and Liberty, when his thinking focused on
rules and order. So his speech was proba-
bly better suited for sophisticated consti-
tutional lawyers than for a young econo-
mist from communist Czechoslovakia. I
sat down in the auditorium, saw Hayek,
heard his voice, but was not able to con-
centrate on his complicated argumenta-
tion. My head was full of thoughts about
my occupied country.

It took us 20 long years to finally get
rid of communism and of our Soviet oppres-
sors. When this happened, I was, acciden-
tally, again in Austria. The day before the
student demonstration in Prague in Novem-
ber 1989 that started our Velvet Revolu-
tion, I was giving a lecture at the Universi-
ty of Linz. During my meeting with the
economics professors in the afternoon, I
asked them about the role of the Austrian
School of Economics and of Hayek in the
country where he was born and where he
spent an important part of his life. Their
answer was very depressing: “Hayek is

dead in Austria now. He is not on our read-
ing list anymore.”

In the evening, the university organized
a panel discussion about the then ongoing
reforms in Central and Eastern Europe.
Several hundred students attended. In
answering one of the questions, I made an
unprepared but prophetic statement: “If
Hayek is dead in Austria, we will bring him
to life in Prague very soon.” Of course, I
did not know what would happen in Prague
the next evening.

TRANSFORMATION FROM BELOW
Very rapidly—in the middle of Decem-

ber, when the first noncommunist govern-
ment was formed—we started dismantling
communism and its institutions. As min-
ister of finance in charge of the transfor-
mation of the Czechoslovak economic sys-
tem, I was—at least I hope—truly Hayekian.
My radical reform program was to liberal-
ize, to deregulate, to privatize, and to desub-
sidize the economy.

We also understood that Hayek’s con-
cepts of spontaneous order, of dispersed
knowledge, of human action versus human
design, were relevant not only for the under-
standing of normal functioning of a free
economic and social system, but also for
the process of its transformation. It became
evident that the transformation of a com-
plex system cannot be organized from
above. The long-prepared sophisticated
reform blueprints became—practically
overnight—irrelevant. Such a transforma-
tion process is inevitably a complicated
mixture of spontaneity and constructivism,
and it must follow the logic of Hayekian
evolution rather than the dreams of the
always ready to be involved constructivists.

I dare say that we more or less succeed-
ed in our task—more rapidly and with low-
er costs than the other post-communist
countries. The country became a parlia-
mentary democracy and market economy
relatively soon. Just as we started that process,
Hayek published his last book, The Fatal
Conceit, which—I have to admit—I have
never found time to read. Communism
was a fatal conceit, undoubtedly, but for
me, and for many of us, it was already over.

“The impossibility 
of centralizing 

dispersed knowledge 
is one of the most
important ideas in 
economic science.”

Continued from page 1
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We were preoccupied with the task of build-
ing a different society, and we assumed—
correctly or incorrectly—that we knew enough
about “the errors of socialism” (which was
the subtitle of his book).

I don’t want to say that Hayek is not rel-
evant now. I do believe that he is as impor-
tant and worth studying as he was in the
past. We are again in a world which is based
on a new, perhaps only slightly new con-
ceit. Today’s society in Europe, and I am
afraid more and more in America as well,
is based on a similar error as in the past.
Hayek was right in The Road to Serfdom that
interventionism is a very unstable system,
which inevitably evolves away from a free-
market economy (and society) into a more
and more controlled, regulated, and admin-
istered system. This truth should never be
forgotten. We should read Hayek again
and again.

The economic system in Europe at the
beginning of the 21st century is not a free-
market economy, but a “social-market
economy” (soziale Marktwirtschaft) with a

very heavy load of environmentalism in it.
Such a system is not tenable; it cannot
function in the long run at all, and it can-
not function efficiently in the short run.
Europe’s sluggish economic growth—cur-
rently even stagnation, high unemploy-
ment, and increasing indebtedness—are
the inevitable (and expected) outcomes.
The tragic mistake—the attempt to mone-
tarily unify Europe by introducing a com-
mon European currency—made it only
more visible and more rapidly moving
towards the end.

Hayek’s ideas returned to public atten-
tion also with the financial and economic
crisis at the end of the last decade (which
my country survived relatively well). It
seems evident that Hayek proved to be
more relevant than Keynes in the analysis
of the causes of such a crisis. Hayek tells us
that a crisis is usually the result of “easy
money policy,” of the irresponsible playing
with interest rates and of the dream that
fiscal policy can substitute for the much-
needed restructuring of the economy. He
would no doubt consider the currently
popular “quantitative easing” a pseudomed-
icine. Those who do not know it should
reread his Prices and Production, published
80 years ago.

Europe needs Hayek and his merciless
analysis of the overregulated, controlled,
centrally administered European econom-
ic system and of the slippery road to serf-
dom that we have already embarked on.
And I hope that American students, too,
will come to understand this new “fatal”
conceit. n

“Europe needs 
Hayek and his 

merciless analysis 
of the overregulated,
controlled, centrally

administered
European eco-
nomic system.”

This exhaustively researched online report examines the spending data
that all 50 state education departments make available to the public
on their websites, and reveals that few provide complete, timely, and

understandable data. CATO.ORG/CRACKING-BOOKS

Anew, updated
version of a
groundbreaking

study Cato first published
in 1995, this White Paper
examines the current 
welfare system and finds
that welfare benefits 
continue to outpace the
income that most recipi-
ents can expect to earn
from an entry-level job.
AVAILABLE AT CATO.ORG

New Research on the 
State of the States
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Cato’s 31st Annual Monetary Conference will bring together some of the world’s leading scholars 

and policymakers to consider the record of the Federal Reserve since its establishment in December 1913, 

discuss the constitutional basis for adhering to a convertibility principle, and make the case for a 

National Monetary Commission to consider alternatives to the current regime.

FEATURED SPEAKERS
CHARLES PLOSSER - President and CEO, Federal Reserve Bank of Philadelphia 

ATHANASIOS ORPHANIDES - Former Governor, Central Bank of Cyprus

LESZEK BALCEROWICZ - Former Chairman, National Bank of Poland 

REP. KEVIN P. BRADY - Chairman, Joint Economic Committee

REP. JEB HENSARLING - Chairman, House Financial Services Committee

LEWIS E. LEHRMAN - Chairman, The Lehrman Institute

JOIN LEADING EXPERTS AS THEY DISCUSS
• Lessons from a century of U.S. central banking  • The risks posed by fiat money, ultra-low 

interest rates, and credit allocation  • Why using monetary policy to fund government spending 

thwarts fiscal responsibility  • Financial fragility and the problem of “too big to fail”  

• The case for a National Monetary Commission and fundamental reform

   

       

   

Was the Fed 
aGood Idea?

C               

                

                

         

 
          

       

        

       

       

      

     
                

              

               

         



September/October 2013 Cato Policy Report • 9

REP. JUSTIN AMASH: The debate last week on
the House floor was my proudest moment
as a member of Congress. We, the American
people, finally got a chance to see a real
debate on the House floor, a real amend-
ment that split parties, that didn’t go along
party lines, where people had to cast a vote
on principle and decide which side of a very
simple question they wanted to be on. 

Do you think the government should
have the authority to collect the phone
records of every American in the United
States without any suspicion at all? That
simple question was put in front of everyone,
and it made for a fantastic debate. I can tell
you that I was so proud of how many col-
leagues stepped forward and stood up for
the Fourth Amendment. We had 205 mem-
bers vote “Yes” on my amendment, and
that’s really a remarkable thing.

We had 94 Republicans, which is where I
hoped it would be. I was talking to many of
these fellow members, and I felt we could get
to about 100 Republicans. The Democratic
side fell a little bit short because the White
House put a lot of pressure on them. 

I’m very cynical about politics, very cyni-
cal about government. One of the reasons I
ran for office is that I don’t like politicians. 

I wanted to get in there and mix it up with
them.

So I don’t think that highly of what goes
on in the political process, generally speak-
ing, but for once I was proud. And I’m confi-
dent that will carry over into further cases.
We have the momentum now.

I had colleagues telling me that I was
right. That they were going to stand up for
the Fourth Amendment and do what’s right
for the American people. It was an amazing
experience.

One of the great things about the process
was getting Jim Sensenbrenner on board
with this amendment. He was adamant that
we had to stop the way this program was
operating—the way it was interpreted by the
FISA courts to operate—and he’s one of the
chief authors of the Patriot Act. So, when
you get one of the chief authors of the
Patriot Act coming on board and giving a
floor speech, I think that was a very pivotal
moment in the process.

The Republican Party is changing. This is
not the Republican Party of 5 or 10 years ago.
I think part of the reason that the establish-
ment’s arguments ring so hollow—why
those arguments don’t carry any weight—is
because the American people are different
than they were 10 years ago. They have dif-
ferent views on these issues—and I think a lot
of the politicians who have been in D.C. for a
long time are not that connected with their
communities anymore. They need to be.

They are not aware that public opinion
has shifted on these issues. All you have to
do is go back to your district and hear what
your constituents are saying. I was at a
parade in Michigan just this last week after
we’d had this amendment vote, and I was
nearly moved to tears by the crowd’s recep-
tion. The reaction from people back home
in support of what I was doing was over-
whelming. It didn’t matter if they were
Republican or Democrat, or anywhere in
between. It was an amazing reaction and I
was really moved by it.

P O L I C Y  F O R U M

Stemming the Tide of Statism:
Congressmen at Cato

Rep. Justin Amash

I’m very cynical 
about politics, very
cynical about gov-

ernment. One of the
reasons I ran for office

is that I don’t like
politicians.

“

”

The Cato Institute recently held two separate luncheons at which mem-
bers of Congress spoke out about government overreach. According to
a secret court order leaked this spring, the National Security Agency

(NSA) has been collecting the phone records of millions of Americans, collecting
a vast catalog of credit-card transactions, and spying on email communications
with the knowledge of large Internet providers. At Cato University in July, Rep.
Justin Amash (R-MI) discussed the amendment he cosponsored, which failed
narrowly, but which would have defunded the NSA’s unwarranted use of mass
surveillance. At a conference marking the third anniversary of the Wall Street
Reform and Consumer Protection Act of 2010, which was intended to “promote
the financial stability of the United States by improving accountability and trans-
parency,” Rep. Scott Garrett (R-NJ) addressed the growing concerns surrounding
Dodd-Frank. Since its implementation, Dodd-Frank has turned out to be more
costly, lengthy, and complex than anticipated. 
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If these politicians spent a little more
time in their districts holding town halls,
going to events, and holding meetings, they
would find that the American people are
behind a more libertarian Republican party.
They want to see a Republican party that
believes consistently in limited government,
economic freedom, and individual liberty.

I really think that’s where the Republican
Party is headed. If you look at the votes on
my amendment, a majority of those who
have been in Congress for five years or less
voted in favor of it. If you look at the people
who have been here for more than five years,
we lost almost 2 to 1 on the Republican side.
You can see the difference there. 

This is a changing party. As the chairman
of the House Liberty Caucus, I’ve watched as
a very small group has grown into a couple
dozen members. I think it will continue to
grow, especially after last week’s events. And
I’m starting to get Democrats who
approach me and say that they’re interested
in our meetings.

Let’s find common ground. Politics
doesn’t have to be so partisan. Republicans
and Democrats can work together on
many of these issues, particularly when it
comes to the area of civil liberties. It’s
important that we find allies on the other
side of the aisle. That’s what I did with my
amendment, and that’s certainly what I
plan to do going forward.

I’ve been a huge supporter of the Cato
Institute for many years—long before I was
in public office—so it’s really an honor to be
here. This is an organization that has done
wonderful things on behalf of the cause of
liberty. I think it’s critically important that
members of Congress have the insights and
the knowledge that the Cato Institute pro-
vides. We now have a base that is going to be
receptive to these kinds of ideas, which is
something we never had in years past.

REP. SCOTT GARRETT: I voted against Dodd-
Frank, not only because it failed to address
one of the most central causes of the finan-
cial crisis, but also because it is fundamen-
tally unconstitutional. As some of you may
know, there is a lawsuit now challenging the
constitutionality of the law that’s gotten sur-
prisingly little attention. I’d like to talk

about that case today.
One of the philosophical foundations of

our Constitution is the protection of indi-
vidual rights and individual liberty through
limited government. As a result, our
Constitution establishes a government that

is supposed to be based on restraint. It does
so by enumerating a few, specifically defined
powers—authorities which our Congress
continuously violates—and dividing those
responsibilities into three different branch-
es, thereby establishing checks and balances.

Rather than establishing a regulatory
regime that is consistent with these princi-
ples, Dodd-Frank is the great exception to
the Constitution. The law creates two sepa-
rate agencies that are granted essentially
unlimited power to define and regulate
nearly every conceivable financial transac-
tion in the country. Worse yet, they are
accountable to no one.

The two agencies, of course, are the
Consumer Financial Protection Bureau
(CFPB) and the Financial Stability
Oversight Council (FSOC). Put together,
they are basically the judge, the jury, and

unfortunately, the executioner of the
economy. 

The CFPB could not have gotten off the
ground without the unconstitutional,
recess appointment of its director, Richard
Cordray. Last week, by holding the long-
standing rules of the Senate hostage,
Harry Reid (D-NV) forced Senate
Republicans to approve Cordray’s nomi-
nation. The president’s actions on this ille-
gitimate recess appointment effectively
erased from the Constitution the advice
and consent laws surrounding appoint-
ments. This imperils the legislative checks
and balances that the Founders placed in
the Constitution in order to avoid tyranny.
What we are seeing with the CFPB is effec-
tively unlimited power.

The CFPB’s mission is to prevent prac-
tices that it is empowered to define as
“unfair, deceptive, or abusive.” It has
acquired this directive of law with an unlim-
ited grant of authority and absolutely no
checks whatsoever on that power. According
to James Madison, Congress’s “most com-
plete and effectual weapon” is the power of
the purse. Because it is funded through the
Federal Reserve, the CFPB is insulated from
congressional oversight despite its hugely
negative impact on almost every facet of
American business.

Furthermore, the CFPB’s director is
exempt from the executive branch as well.
That director is appointed by the president
for a five-year term, but after the term ends,
he can stay on indefinitely if no successor is
ever confirmed. He can only be removed
under strict, limited circumstances—and
not for disagreements over policy. 

Judicial review is also limited because a
special deference is given to the CFPB’s legal
interpretations as well. In short, all three
branches of government are basically
removed from establishing oversight of the
agency. Senate approval of its director was
the last and only check Congress had over
this unaccountable agency. With its broad
authorities, with its vast amount of funding,
and with its singularity of leadership, the
CFPB is unlike any other regulator we have
known. This should frighten all of us.

The second agency is FSOC, which is
supposed to serve as a systemic regulator.

P O L I C Y  F O R U M

Rep. Scott Garrett

“Dodd-Frank 
is the great 

exception to the
Constitution.”
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When Dodd-Frank was initially making its
way through committee, the proponents of
the law were repeatedly asked what exactly a
systemic regulator is. Not one of them could
answer this.

So what is FSOC charged with doing? It
is tasked with eliminating expectations that
any American firm is “too big to fail” and
preventing all future bank bailouts. Yet with
this mandate, the power of FSOC cannot be
overstated. It has the power to promulgate
its own rules and regulations, as well as the
authority to determine which nonbank
financial institutions would be subject to
seizure. With all this power, the agency is a
cabinet-level position chaired by someone
that the president gets to appoint. There’s
no bigger indicator of the politicization of
this entire process.

FSOC is also empowered with the ability
to control the activities of any financial insti-
tution with simply a two-thirds vote of its
membership. Considering the weight that
this agency has been given, you might be sit-
ting there saying isn’t this unconstitutional?
You’re not alone.

In fact, the drafters of the bill specifi-
cally said that the courts are not author-
ized to review and rule on whether or not
FSOC has correctly interpreted the provi-
sions of Dodd-Frank. They have, in other
words, pushed the courts out from being
able to determine any element of consti-
tutionality of this law. Looking back at

the 225 years of our country’s history,
who knew it was that easy to push the
Constitution aside? All you had to do was
pass a bill like Dodd-Frank, which tells
the courts that they have no authority in
this area.

Under Title II of Dodd-Frank, the gov-
ernment can decide if a financial company
is in danger of default. If they were to
default, they can also determine whether
that would constitute a systemic risk.
Before they couldn’t even define what a sys-
temic risk was. Now they are purporting to
define it to such an extent that the condi-
tion of one single financial institution will

be enough to determine its risk to the over-
all economy.

To quote James Madison once more, a
law is bad not only when it’s unconstitu-
tional, but also when it is “so voluminous
that it cannot be read; so incoherent that it
cannot be understood.” Many of these pro-
visions I’ve described were added at the tail
end of the process of pushing the bill
through. Any way you slice this law, it is a
violation of our rights and of our liberties.
For that reason, I hope that three years
from now, we will not be having a similar
event marking the sixth anniversary of
Dodd-Frank. n

At a Cato Institute Conference in July, JEREMIAH NORTON (left), a director of the Federal Deposit Insurance
Corporation, joined moderator LOUISE BENNETTS, Cato’s associate director of financial regulation studies, to
assess whether Dodd-Frank ended “too big to fail” or just created a new class of large, interconnected firms.

A t a Cato Book Forum in June, Lewis E. Lehrman, a member of President Ronald Reagan’s U.S. Gold Commission,
and coauthor of the iconic commission minority report, The Case for Gold (available as a free ebook from Cato),
made a rare public appearance in the Institute’s F. A. Hayek Auditorium to debut his latest book, Money, Gold, and

History. “This is an unparalleled era of financial disorder,” he said, advocating a modern restoration of the classical gold
standard. Lehrman’s speech came on the heels of two important policy analyses from the Cato Institute. 

In “Recent Arguments against the Gold Standard” (Policy Analysis no. 728), Lawrence H. White, a professor of eco-
nomics at George Mason University and an adjunct scholar at the Institute, examines the historical evidence to come to
an informed judgment about whether gold- or fiat-based systems display fewer flaws. “I find that the most automatic and
least managed kind of gold-based system—a gold standard with free banking—can be expected to outperform a gold stan-
dard with central banking and to outperform the kind of fiat monetary systems that currently prevail,” he concludes. 

In “The Rise and Fall of the Gold Standard in the United States” (Policy Analysis no. 729), George Selgin, a profes-
sor of economics in the Terry College of Business at the University of Georgia and a Cato senior fellow, argues that a func-
tioning—if not formally acknowledged—gold standard was in effect for nearly a quarter of the full span of U.S. history. He
notes that there is a tendency to treat U.S. monetary history as divided between a gold-standard past and a fiat-dollar
present. “In truth,” Selgin writes, “the legal meaning of a ‘standard’ U.S. dollar has been contested, often hotly, throughout
U.S. history.”

Restoring the Gold Standard

Lewis E. Lehrman



A
ccording to a recent poll, the biggest
concern that Americans have about
unauthorized immigration—shared
by 44 percent of those asked—is that

these newcomers were overburdening gov-
ernment services. As with many issues today,
public perception has a significant influence
on the nation’s policy response. With this in
mind, the Cato Institute has been working
hard to answer the critics of—and dispel the
myths behind—comprehensive immigration
reform.

“The Cato Institute has long been an
advocate of immigration reform that
allowed a greater flow of labor from around
the world to respond to market forces,” NBC
News reports. “Cato has been persuasive
among Republicans on other issues, and
they have been using their influence to gain
a welcome ear in Washington.”

At a Cato Policy Forum in July, “What
Economists Think about Immigration,”
several experts came together in the F. A.
Hayek Auditorium to discuss the enormous
economic potential of removing most
immigration restrictions. Madeline Zavod-
ny, an adjunct fellow at the American Enter-

prise Institute, delved into the economic
benefits of highly skilled immigrants in par-
ticular. “The policy implications are very
clear,” she said. “We want more highly
skilled people patenting, innovating, and

creating jobs and
businesses.”

Despite the con-
ventional wisdom, the
productivity gains
from immigration
vastly outweigh the
economic costs to low-
er-skilled Americans.
As Cato immigration
policy analyst Alex
Nowrasteh recently
wrote in a new analysis,
over the long run, “the
benefits of increased
immigration are fiscal-
ly positive for the Unit-
ed States, especially
when taking into con-
sideration increased tax
revenues, the effects of
welfare reform, a larger

and faster growing economy, and the low
rate of immigrant welfare use.” In short,
reforming immigrant access to welfare pro-
grams by, in the words of William Niskanen,
“building a wall around the welfare state, not
around the country,” will reduce the fiscal
costs of immigration.

Nowrasteh has been at the forefront of
this debate since joining the Institute last
April. This spring, for instance, the Heritage
Foundation released a study claiming that
legalizing the status of undocumented
migrants would cost the U.S. $6.3 trillion
over the next few decades. Even before the
study hit the press, Nowrasteh offered a
point-by-point critique, urging Heritage to
avoid the same errors it made in a 2007 study
and eventually debunking the released
report as “fatally flawed.”

Nowrasteh pointed out, for example,
that Heritage had counted household use
of government benefits, not individual
immigrant use. However, many unautho-
rized immigrants are married to and have
children with U.S. citizens. Counting the fis-
cal costs of those native-born U.S. citizens,
therefore, massively overstates the fiscal

Cato on the benefits of comprehensive reform

Is Immigration Good For America?

Appearing on Fox News’ Special Report w/ Bret Baier, ALEX NOWRASTEH, immigration policy analyst at the Cato
Institute, talked about the enormous economic potential of comprehensive immigration reform. “It’s not just that
immigrants are paying more taxes going forward. It’s that they cause the rest of us to be more productive,” he
said. “That is the real big fiscal gain.” Nowrasteh has become a significant voice on the national stage after join-
ing the Institute last spring.
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costs of immigration. “We agree with Her-
itage that the size and scope of government
is enormous,” Nowrasteh said in a debate
on Fox Business with Heritage vice presi-
dent Derrick Morgan. “But the way to
diminish that is not to build walls around
our labor market.” 

“I have never seen before a ‘prebuttal’ to a
study that hasn’t come out yet,” Clint Bol-
ick, director at the Goldwater Institute and
coauthor with Jeb Bush of Immigration Wars:
Forging an American Solution, said at a Cato
Book Forum. “This debate would not be
where it is today without the Cato Institute.”

The Institute has long had a major
impact on U.S. immigration policy. Cato's
copublication with Blackwell Publishers of
the late Julian Simon’s The Economic Conse-
quences of Immigration, and other work done
around 1990, played a role in liberalized
immigration rules in that year. In 1995–96,
a left-right coalition managed to prevent
restrictive immigration legislation from
passing. A New Republic article by John Judis
said that “what drew its leaders together
were the theories and policies developed at
the Cato Institute.” 

Other observers credited Cato with play-

ing a role in the expansion of visas for high-
tech workers in 1998. A 2002 paper by Dan
Griswold, former director of Cato’s Center
for Trade Policy Studies, on fixing immigra-
tion policy became the basis of a bill by Ari-
zona Republicans John McCain, Jim Kolbe,
and Jeff Flake in 2003. That bill was, in turn,
the basis of an immigration reform propos-
al by President Bush in 2004.

If done right, immigration reform holds
enormous promise for liberalizing interna-
tional labor markets, as well as increasing
economic growth within the United States.
As the policy debate heats up in Washing-
ton, the Cato Institute will continue to pro-
vide the intellectual ammunition necessary
to ensure a more open, free, and prosperous
country. n

In Immigration Wars: Forging an American Solution, authors JEB BUSH, former governor of Florida, and CLINT
BOLICK, litigation director at the Goldwater Institute, argue that immigration reform should allow the world’s
most industrious people to contribute to the American economy. At a Cato Book Forum in June, Bolick (center)
argued that the three broad components of reform—better enforcement, a lawful pathway for future migrants,
and the legalization of current unauthorized immigrants—must work together.

A masterpiece.
—JOHN BLUNDELL

FORMER DIRECTOR GENERAL OF LONDON’S INSTITUTE OF ECONOMIC AFFAIRS, 
WRITING IN THE CLAREMONT REVIEW OF BOOKS

When I talk to students I show them The Beautiful Tree and 
say that if they want to change the world for the better, this 

book should be their model.

Now in paperback, The Beautiful Tree is not another book lamenting what has gone wrong 
in some of the world’s poorest nations and commu n ities. It is a book about what is going right 
and powerfully demonstrates how the entrepreneurial spirit and the love of parents for their 

children can be found in every corner of the globe.

“

“

Available now at cato.org/store and nationwide September 15.

PAPERBACK $9.95 • EBOOK $6.99
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JUNE 18: Poverty and Progress: Realities
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JUNE 19: Disability Insurance: The New
Welfare?

JUNE 19: The Future of Transportation
and the Highway Trust Fund
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O
n May 31, the 2013 Social Security
Trustees’ report was released, project-
ing that with the significant increase
in costs and enrollment seen in

recent years, the Disability Insurance (DI)
trust fund will be insolvent as early as 2016.

The Cato Institute has long been at the
forefront of entitlement issues, having com-
missioned Caroline Weaver to argue in favor
of privatizing the Social Security system on
these very pages in Cato Policy Report’s 1979
inaugural issue. With the increased scrutiny
that the DI program received recently, the
Institute has redoubled its efforts at reform.

“SSDI was originally created as a modest
safety net aimed at severely disabled workers
who were close to retirement age,” Cato
budget analyst Tad DeHaven writes in his
new policy analysis, “The Rising Cost of
Social Security Disability Insurance.” But
Congress has expanded benefit levels over
the decades. “Instead of providing a wage-
replacement back stop for the disabled
workers who are permanently incapable, dis-
ability insurance has become more like a
general welfare program.”

At a Cato Policy Forum in June,
Jagadeesh Gokhale, senior fellow at the Cato
Institute, reinforced this point by outlining
the program’s broad history and offering
some key statistics on how it is functioning.
“Are those with marginal health impair-
ments—but with some work ability—
enrolled in the program?” he asked. The
answer is undoubtedly yes, Gokhale argued,
begging the question of what policy changes
should be made.

“One familiar refrain from supporters of
the current DI system is that we should do
no harm,” he continued. However, to the
extent that easy eligibility erodes work skills
and encourages dependency, the program
itself may be what is causing damage. One
way to address this is to charge SSDI with a
dual mandate of not only providing a safety
net, but also ensuring that disincentives to
work are minimized. 

“It is important to support the truly dis-
abled,” Gokhale wrote in Cato’s Spring 2013

Regulation. “However, SSDI’s current rules
appear to achieve the opposite: provide
incentives to people with marginal disabling
conditions to remain idle and dependent.”

Among the other panelists, even the sup-
porters of the program raised concerns about
its sustainability. David Autor, professor of
economics at the Massachusetts Institute of
Technology, noted that SSDI is “a crucial
piece of the U.S. safety net and has been so for
more than 50 years.” He nevertheless
expressed some concerns about the system,
including its misdirection of resources. “Too
little money is spent helping workers to
remain employed, despite work limitations,”
he said. “Too much is spent unintentionally
fostering long-term dependency.”

The chief actuary of the Social Security
Administration, Stephen C. Goss, addressed
the point often made that, between 1980 and
2012, the number of SSDI beneficiaries
increased by 187 percent. But this number is
misleading, he said. The effect of a growing
and aging population, a large increase in
female workers, an adjusted normal retire-
ment age, and elevated unemployment rates
during the recession all come together to

explain this explosion in beneficiaries over
the last three decades. 

“It’s hard to project the future unless you
not only see past trends, but understand
what caused them,” Goss concluded.

Harold Pollack, the Helen Ross Professor
at the University of Chicago’s School of
Social Service Administration, insisted that
“disability policy is one of the quiet successes
in American life.” Yet, despite the fact that we
as a society benefit from such entitlement
programs, he added that they necessarily
involve “trying to apply a binary standard to
a continuous, multidimensional package of
impairments.” As such, it leaves programs
like SSDI “inherently vulnerable” to errors.

In the end, however, it seems clear that
such errors are not simply marginal flaws in
an otherwise sound system. “SSDI has
become financially unsustainable and eco-
nomically damaging, and policymakers
should pursue major spending cuts to the
program,” DeHaven concluded in his analy-
sis. “They should also explore the potential
to transition responsibility for disability
insurance from the government to the pri-
vate sector.” n

The Institute responds to the program’s looming insolvency

Understanding Social Security Disability Insurance

Social Security Disability Insurance (SSDI) is one of the largest federal programs—and one of the most troubled.
At a Cato Policy Forum in June, (from left) DAVID AUTOR of the Massachusetts Institute of Technology, STEPHEN
C. GOSS of the Social Security Administration, JAGADEESH GOKHALE of the Cato Institute, MICHAEL TANNER of
the Cato Institute, and HAROLD POLLACK of the University of Chicago provided insights into the problems with
the program’s current structure, causes of recent program growth, and prospects for reform.



I
n early June of this year, journalist
Glenn Greenwald began a series of arti-
cles for the Guardian disclosing the
operational details of numerous mass

surveillance programs conducted by the
U.S. National Security Agency (NSA). The
subsequent scandal that erupted revealed a
large-scale overcollection of the phone and
Internet communications of all Americans
by government agencies.

In Greenwald’s early stories breaking
the scandal, Cato’s Julian Sanchez was fea-
tured prominently to discuss the nature of
these revelations. A research fellow at the
Institute, Sanchez emphasized in particu-
lar what makes email metadata different
from other forms of private information.
“The calls you make can reveal a lot,” he
told Greenwald, “but now that so much of
our lives are mediated by the internet, your
IP logs are really a real-time map of your
brain: what are you reading about, what
are you curious about, what personal ad
are you responding to (with a dedicated
email linked to that specific ad), what
online discussions are you participating
in, and how often?”

This information, in other words, can be
incredibly revealing. “Seeing your IP logs—
and especially feeding them through sophis-
ticated analytic tools—is a way of getting
inside your head that’s in many ways on par
with reading your diary,” he continued.

Sanchez has emerged as one of the lead-
ing voices at the busy intersection between
technology, privacy, and civil liberties. In
August, Wired listed him as one of the top
15 government and security resources to
follow—“reporters and researchers [who]
can be counted on to give you the news that
matters about the state of law and securi-
ty.” Sanchez was identified specifically for
his “timely yet profoundly moral commen-
tary on privacy and surveillance issues.”

He was also a regular resource for the
Washington Post on surveillance stories,
telling one reporter that Chief Justice John
Roberts is “single-handedly choosing the
people who get to decide how much surveil-

lance we’re subject to.”
The ability to indiscriminately vacuum

up the communications of Americans
under sweeping authorities amounts to
clear civil liberties’ violations. “When the
NSA scandal erupted, we saw something
that hasn’t been seen on the American con-
tinent in more than 200 years: a general
warrant,” wrote Jim Harper, Cato’s director
of information policy studies. According to
the Constitution, a warrant must meet two
criteria. First, it must be based on probable
cause. Second, it must describe in particular
the place to be searched and the person or
things to be seized. The warrants in this case
satisfied neither.

“The Fourth Amendment flatly bars
general warrants, but the NSA has cajoled
the Foreign Intelligence Surveillance Court
into giving it access to data about every
American’s communications, without
regard to suspicion,” Harper added. The
plan, it seems, was to collect both phone
and internet data—storing it indefinitely—
so that when suspicion arose about some-
body in the future, the agency could investi-
gate that person. This essentially amounts
to what Harper calls “a future-crime unit.”

As technology grants intelligence agen-
cies a dizzying array of new ways to spy—on

a scale that would have sounded like science
fiction a decade ago—the potential for pri-
vacy abuse is clear. But, in many ways, mass
surveillance threatens a much more funda-
mental right as well. 

In one of her recent Wall Street Journal
columns, Peggy Noonan profiled Nat
Hentoff, asking the renowned journalist
about his thoughts on the implications of
domestic surveillance. Hentoff, a senior fel-
low at the Cato Institute and one of the
leading First Amendment advocates of the
past half-century, agreed that the Fourth
Amendment is at stake. “Broad and intru-
sive surveillance will, definitively, put gov-
ernment in charge,” Noonan wrote. “But a
republic only works, Mr. Hentoff notes, if
public officials know that they—and the
government itself—answer to the citizens.”

Hentoff also noted, however, that the
surveillance state can cause Americans to
be more cautious of what they say. “If you
don’t have free speech you have to be afraid,
you lack a vital part of what it is to be a
human being who is free to be who you
want to be,” Hentoff told the Journal. The
result is that freedom of expression suffers.

“The inevitable end of surveillance,”
Noonan drew from this, “is self-censor-
ship.”n

Cato scholars on the NSA’s transgressions

Unveiling the Surveillance State

At an expert briefing in June hosted by the Congressional Internet Caucus Advisory Committee, JULIAN
SANCHEZ, research fellow at the Cato Institute, outlined the NSA's spying scandals to Capitol Hill staffers. 
He spoke in particular about the “dangerous shift” in the way the Fourth Amendment has been interpreted.

September/October 2013 Cato Policy Report • 17



18 • Cato Policy Report September/October 2013

C A T O S T U D I E S

T
he biggest concern that Americans
have about unauthorized immigra-
tion, shared by 44 percent of those
polled in a recent survey, is that unau-

thorized immigrants were overburdening
government services. The effects of immi-
gration reform on welfare and the fiscal
shape of the U.S. government are legitimate
concerns. By the same token, as Alex
Nowrasteh and Sophie Cole make clear in
“Building a Wall around the Welfare
State, Instead of the Country” (Policy
Analysis no. 732), immigration increases the
size of the economy, improves productivity,
and is an economic boon for almost all par-
ties. Critics of immigration reform worry
about immigrants disproportionately con-
suming public benefits. Instead, they should
support legal changes to immigrant welfare
eligibility. Eliminating immigrant welfare
eligibility for Temporary Aid to Needy Fam-
ilies (TANF), Supplemental Nutrition Assis-
tance Program (SNAP or food stamps), and

other programs would, in the words of
Cato’s late chairman William Niskanen,
“build a wall around the welfare state, not
around the country.” Doing so, according to
Nowrasteh and Cole, would reduce immi-
grant welfare dependency and could
increase the pace of intergenerational mobil-

ity among immi-
grants. Such meas-
ures would also be
constitutional. Since
access to public bene-
fits shapes so much
of the public’s per-
ception of immigra-
tion, further restrict-
ing immigrant access

to welfare will not only advance sound pub-
lic policy, it will likely improve the public’s
assessment of reform, Nowrasteh and Cole
argue. “Contrary to what immigration
restrictionists wrongfully believe, halting
international labor movements in a world as

economically integrated as ours is impossi-
ble without hampering economic growth,”
he concludes.

Beating the Market?
High Frequency Trading (HFT) is a form of
algorithmic trading where firms use high-
speed market data and analytics to look for
short-term supply and demand trading
opportunities. Countries such as France and
Germany have recently taken steps to signif-
icantly curtail or even ban HFT activities. As
the U.S. regulators have been signaling a
desire to increase formal regulations of HFT,
this marks an important time to discuss the
issue. In “High Frequency Trading: Do
Regulators Need to Control this Tool of
Informationally Efficient Markets?”
(Policy Analysis no. 731), Holly A. Bell, an
associate professor of business at the Uni-
versity of Alaska—Anchorage, delves into
these transactions, which happen thou-
sands of times a day, take microseconds, and

Tear Down That Wall: Immigration versus Welfare
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often net less than a penny in profit. “Con-
cerns have been raised in recent years about
the potential market risks associated with
HFT and algorithmic trading in general,” she
writes. These risks include the creation of a
two-tiered market system as a result of asym-
metric information, potential volatility,
“noise” and informational distortions, out-
of-control algorithms, and flash crashes.
However, many of these concerns are neither
new nor exclusively related to HFT. “HFT is,
quite simply, a contemporary tool that facili-
tates informational market efficiency,” Bell
continues, “and, as such, is capable of being
regulated by the market and market partici-
pants.” Indeed, she provides significant evi-
dence to indicate HFT activity is already
being regulated by the market. There are,
however, opportunities for regulators, HFT
firms, and exchanges to continue to work
together to ensure continued market stabili-
ty and integrity, Bell concludes. 

The Rail Less Traveled
Created by Congress in 1991, the New Starts
program allows the Federal Transit Admin-
istration (FTA) to provide matching funds
to transit agencies for new infrastructure
such as rail transit and exclusive bus lanes.
The program directs the FTA to ensure that
each grant be “justified based on a compre-
hensive review of its mobility improvements,
environmental benefits, cost effectiveness,
and operating efficiencies.” Last year, Con-
gress added “congestion relief” and “eco-
nomic development effects” to this list, but
dropped “operating efficiencies.” But accord-
ing to Cato senior fellow Randal O’Toole, the
program should be abolished by any of these
criteria. In “‘Paint Is Cheaper Than Rails’:
Why Congress Should Abolish New
Starts” (Policy Analysis no. 727), O’Toole
argues that this program has “effectively giv-
en transit agencies incentives to select the
costliest, rather than the most cost-effective,
alternative to any transit problem.” In his
analysis, he details in full the problems that
arise as a result. For instance, “many New
Starts projects reduce transit mobility
because transit agencies sacrifice bus service
to low-income neighborhoods, where such
mobility is needed, in order to deliver rail
transit to middle-income neighborhoods,

where such mobility is merely an amenity.”
Until Congress is ready to stop funding tran-
sit, O’Toole writes, it should abolish New
Starts and distribute all transit funds using
formulas. Many suggest that the New Starts
program simply needs firm cost-effective-
ness requirements to work. “But the real les-
son,” he concludes, “should be that the
incentives to get federal dollars are greater
than any bureaucratic safeguards or the
implicit obligation for public officials to
guard the public purse.”

Recreational Value
In 2004, Congress allowed federal land man-
agers to charge recreation fees only for cer-
tain kinds of recreation. In general, while

national parks and
wildlife refuges can
charge entry fees,
managers of other
federal lands can
only charge for devel-
oped recreation, such
as campgrounds, not
dispersed recreation,
such as hiking and

backpacking. In “Improving Incentives
for Federal Land Managers: The Case for
Recreation Fees” (Policy Analysis no. 726),
Randal O’Toole, senior fellow at the Cato
Institute, explains that, as a result, recre-
ation is free on 98 percent or more of these
lands. However, the 2004 law expires next
year, giving Congress an opportunity to
revisit this restriction. “Congress should
allow federal land agencies to charge mar-
ket rates for all forms of recreation,”
O’Toole writes—noting that these fees
would accomplish at least two goals. First,
they’d cover at least some of the costs of
maintaining and improving recreation
areas. O’Toole calculates that the market
value of recreation on federal lands is on the
order of $20 billion. “Even if agencies are
able to collect only a sixth of this amount,”
he adds,” it would offset all current spend-
ing on federal land recreation and fish and
wildlife programs.” Second, fees would give
land managers incentives to cater to recre-
ation values. “Charging fees will encourage
private landowners to collect fees as well,
leading to increased recreation opportuni-

ties for everyone,” he writes. O’Toole elabo-
rates on these incentives, and the argu-
ments behind them, with clarity and
insight. In the end, transitioning to a model
like this would “smooth the path to mak-
ing the agencies completely self-sustaining
in the long-run.”

Shifting East
The essential story of modern Asia is its
market liberalization, which enabled an
unprecedented expansion of economic
freedom. Of course, technological innova-
tion allowed for this transformation, but
the crucial factors behind it were liberaliza-
tion of internal and external trade, of
domestic and foreign investment, and of
product and factor markets. “These ‘nega-
tive’ acts—removing restrictions that
repress economic activity—have unleashed
the animal spirits of ordinary people,”
writes Razeen Sally, a visiting associate pro-
fessor at the National University of Singa-
pore, in “Asia’s Story of Growing Eco-
nomic Freedom” (Policy Analysis no. 725).
However, most of Asia remains far behind
the West. The continent is still home to
two-thirds of the world’s poor, Sally notes,
and economic freedom remains repressed
across most of the region, despite its expan-
sion in recent decades. In his analysis, Sally
points to three key policy challenges to
expanding economic freedom in Asia
today. The first challenge is to open up
financial markets, he notes, “which remain
backward and repressed by command
economy controls.” The second one is to
renew trade and foreign-investment liberal-
ization, which has stalled since the Asian
crisis of the late 1990s. And the third is to
open up energy markets, which—even more
than financial markets—are throttled by
government interventions. Sally concludes
by noting that the Asian miracle is not the
product of technocratic minds who con-
cocted successful industrial policies.
“Rather, freedom and prosperity bloomed
on Asian soil because government interven-
tions were curtailed and markets
unleashed,” he writes. Classical liberalism,
however partially implemented, has
worked across the continent. “It is a system
to which Asians should aspire.” n



CAN’T KEEP A GOOD MAN DOWN
Former D.C. Council member Michael
Brown today pleaded guilty to one
count of bribery, agreeing to serve 37
months in prison for taking $55,000
from federal agents posing as D.C. busi-
nessmen seeking preferential access to
city contracts.

According to a document laying out
the government’s case, Brown, 48, met
with the undercover agents eight times
between July 2012 and March 2013, tak-
ing bribes in the form of rolls of hun-
dred-dollar bill. . . .

Brown, the son of late U.S.
Commerce Secretary Ron Brown, . . . did
not speak to reporters yesterday, but his
attorney Brian Heberlig said that the for-
mer Council member would return.
“This will not be the final chapter for
Michael Brown. He has a lot to offer, he
has learned from his mistakes and if he’s
given another opportunity, he will con-
tinue to do good works as he’s done his
whole career.”
—WAMU.org, June 11, 2013

GOVERNMENT IN ACTION: USE IT OR LOSE IT
Spend the money! Spend it all! Spend it
now!

That’s the distinct impression created
by a recent e-mail sent by Defense
Information Systems Agency (DISA)
contracting and budget officers to their
colleagues.

“Our available funding balances
remain large in all appropriations—too
large to spend” just on small supple-
mental funds often required by existing
contracts, the June 27 e-mail said. DISA’s
budget is $2 billion.

“It is critical in our efforts to [spend]
100% of our available resources this fis-
cal year,” said the e-mail from budget

officer Sannadean Sims and procure-
ment officer Kathleen Miller. “It is also
imperative that your organization meets
its projected spending goal for June.”
—Washington Post, July 10, 2013

DO GOVERNMENT TRANSFERS AFFECT 
VOTING?
Frustrated by delays in Parliament, and
eager to gain favor with rural voters
ahead of national elections, India’s cabi-
net has approved a sweeping executive
order that establishes a legal right to
food and will create what is likely to be
the world’s largest food subsidy system
for the poor. . . .

For the governing Congress Party, the
new ordinance fulfills a campaign pledge
made by Mrs. Gandhi and provides her
party with something tangible to offer
voters as the country prepares for nation-
al elections next year. The coalition gov-
ernment has been battered by corruption
scandals and a sinking economy. With
polls suggesting a loss of public support
for the Congress Party, the food ordi-
nance is good politics, some analysts say,
if uncertain economics.
—New York Times, July 4, 2013

SAN FRANCISO’S SELF-INFLICTED 
HOUSING PROBLEM
[A]fter renting out a one-bedroom
apartment in my home for several years,
I will never do it again. San Francisco’s
anti-landlord housing laws and political
climate make it untenable. . . .

[A] complex legal structure has been
created to make evictions for just cause
extraordinarily difficult.

At first many of these rules governed
only apartment complexes and larger
properties with many units. But in 1994

the city applied the regulations to
homes if they included just one rental
on the property.
—Scott James in theNew York Times,
June 7, 2013

THE ROMANCE OF THE PLAN
“I like your plan because it’s a plan,” said
[D.C. Council] Chairman Phil Mendelson.
—Washington Post, July 1, 2013

LET’S PUT IT IN CHARGE OF OUR 
HEALTH CARE
The worst thing about losing your dri-
ver’s license, really, is that you have to go
to the Department of Motor Vehicles.
The DMV is where happiness goes to be
obliterated; it’s like the Dementor of
places. 
—Washington Post, July 3, 2013

SO LET’S GIVE THEM MORE POWER OVER
OUR LIVES AND BUSINESSES
Congress is dominated by intellectual
lightweights who are chiefly consumed
by electioneering and largely irrelevant
in a body where a handful of members
and many more staff do the actual work
of legislating. And the business of the
institution barely gets done because of a
pernicious convergence of big money
and consuming partisanship.

That is Robert Kaiser’s unsparing
assessment in “Act of Congress,” the lat-
est volume in a growing body of work
lamenting our broken capital. . . .

It did not help, notes Mr. Kaiser [a 50-
year veteran of the Washington Post],
that many members of Congress are pol-
itics-obsessed mediocrities who know lit-
tle about the policy they’re purportedly
crafting and voting on.
—Jonathan Martin of the New York Times in
theWall Street Journal,May 10, 2013
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