
The Most Dangerous World Ever?
n February 2012 Gen. Martin Dempsey,
the chairman of the Joint Chiefs of
Staff, declared, “I can’t impress upon
you [enough] that in my personal 
military judgment, formed over 38

years, we are living in the most dangerous
time in my lifetime, right now.”
One year later, he upped the ante: “I will

personally attest to the fact that [the world
is] more dangerous than it has ever been.”
But General Dempsey is hardly alone.

Dire warnings about our uniquely dangerous
world are ubiquitous. Director of National
Intelligence James Clapper testified in early
2014 that he had “not experienced a time
when we’ve been beset by more crises and
threats around the globe.”
Members of Congress agree. Sen. John

McCain (R-AZ), born before World War
II, explained in July 2014 that the world is
“in greater turmoil than at any time in my
lifetime.”
Is it? Do we actually live in a uniquely dan-

gerous world? And, if we do not, why do we
believe that we do?
In his magisterial study of the decline in

violence worldwide, Harvard’s Steven Pinker
posits that “we may be living in the most peace-

able era in our species’ existence,” even as he
concedes that most people don’t believe it.
If our perceptions aren’t entirely accurate,

if the world isn’t, in fact, more dangerous
than a decade ago, or a century ago, we could
blame our 24/7 media. After all, reporters
don’t write about the planes that land safely;
the 11 o’clock news never leads with the
murder that didn’t happen. Likewise, the
stories about the personal information not
stolen by identity thieves, the wars that aren’t

fought, and the trade and commerce that
flows uninterrupted, are rarely told.
Moreover, we lack perspective. There is

little focus on the threats that no longer
threaten. Few talk about the dangers no
longer looming. It is rare, even, to find people
putting today’s threats in context with the
recent past. Or the distant past. Few even
bother to ponder the question.
Maintaining, or even gaining, perspective,
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Cato adjunct scholar TIMOTHY SANDEFUR (left) chats with Sen. RANDPAUL (R-KY) at the
Hart Senate Office Building on Capitol Hill after his presentation to Paul and his staff on his
latest book, The Conscience of the Constitution, in which he argues that the Declaration of
Independence is the intellectual underpinning of the Constitution.
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C H A I R M A N ’ S  M E S S A G E

BY ROBERT A. LEVY

“President
Obama now

claims unilateral
powers with

minimal 
safeguards.

ore than four decades after Arthur
Schlesinger, Jr., warned of The Imperial
Presidency, our chief executive now
boasts, “I’ve got a pen and I’ve got a

phone.” Since that proclamation, President Obama has
unleashed a succession of unilateral actions designed to
circumvent Congress—rulemaking by executive agen-
cies, executive orders, and selective enforcement of duly
enacted legislation. 
In response, House Speaker John Boehner (R-OH)

announced that he will sue the president for usurping
specified legislative functions. That’s a tall order—not
because Obama isn’t guilty as charged, but rather because
Boehner must first show that he has legal standing to file
the lawsuit. Historically, members of Congress have not
been able to impugn the president’s authority through lit-
igation. The courts have held that members’ injuries—
which must be concrete and particularized in order to
trigger standing—are too “abstract and widely dispersed.”
On the other hand, creative lawyers advising Boehner
argue that his lawsuit will be readily distinguishable from
past cases that addressed standing. (See David Rivkin and
Elizabeth Price Foley, “Can Obama’s Legal End-Run
around Congress Be Stopped?” Politico, January 15, 2014.) 
On the merits, the president has plainly overreached.

For starters, consider his misuse of executive agencies.
Case in point: The Affordable Care Act directs that
health insurance policies cover “preventive services,”
which an executive agency has defined to comprise all
contraceptives approved by the Food and Drug
Administration. Several employers objected to 4 of the
20 approved methods on religious grounds and asked
the Supreme Court to intervene. In Burwell v. Hobby
Lobby, the Court held that the agency’s regulation—
never enacted by Congress—violated the Religious
Freedom Restoration Act. Sadly, ACA regulations are
just the tip of the iceberg. 
More than 300 executive and independent federal

agencies pass rules affecting how we live our lives. Indeed,
one of those agencies, the highly politicized National
Labor Relations Board, was led by commissioners who
were supposedly appointed by Obama while the Senate
was in recess. Actually, they were appointed while the
Senate was merely on break. In a 9-0 opinion (NLRB v.
Noel Canning), the Supreme Court instructed Obama
that the Senate, not the president, decides when the
Senate is in session. Legal challenges are now underway to
NLRB rules promulgated while the board was unconsti-
tutionally staffed. But that won’t stop the president. 

A second tactic by which he has bypassed Congress is
through executive orders. Ordinarily, such orders are
legitimate when issued pursuant to a grant of authority
from Congress, to fulfill the president’s commander-in-
chief role or to control the internal workings of execu-
tive agencies. Most other uses are misappropriations of
legislative power. To illustrate: In 2010, Congress
rejected the Dream Act, which would have provided a
path to citizenship for certain illegal aliens. Two years
later, Sen. Marco Rubio (R-FL) proposed a lite version,
with a path to legal residency but not citizenship.
Congress also rebuffed that version. 
Shortly thereafter, President Obama essentially

enacted the Rubio version by executive order. Many of
us regret that the bill wasn’t passed; but the president
can’t decide to implement a law merely because he
thinks it’s a good idea—especially a law rejected by
Congress. The job of Congress is to legislate; the job of
the executive is to execute—but only those laws validly
enacted. That concept seems irrelevant to President
Obama—not only with respect to our immigration laws
but other laws as well, including selected components of
gun control, healthcare, and education. In some
instances, he has used executive orders despite an explic-
it decision by Congress not to do what he then does.
By comparison, the Boehner lawsuit will center on the

president’s nonenforcement of laws that are supposed to
be enforced—specifically, his delay of the ACA employer
mandate, just one of Obama’s 30+ modifications of ACA
provisions. If Boehner had wanted to go further, he could
also have questioned Obama’s directive not to prosecute
most violations of federal marijuana laws. That directive
might be smart politically, and it was congenial to Cato
libertarians, but Congress declared that marijuana should
be banned. That’s the law of the land. The president can
change priorities and he can allocate scarce resources, but
he cannot repeal a law by executive decree.
The animating sentiment at the time of the

Founding was fear of executive power—return of the
king. Against that backdrop, President Obama now
claims unilateral powers with minimal safeguards. He
may be commander-in-chief of the armed forces, but he
is not commander-in-chief of the entire nation, and he
should recall James Madison’s admonition in Federalist
51: “In republican government the legislative authority
necessarily predominates.”

”

M
His Majesty, the President
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GUN BAN SHOT DOWN

The nation’s capital has long had among the most
restrictive gun rules anywhere in the United States.

But in July, a federal judge ruled in Palmer v. District of
Columbia that D.C.’s “complete ban on the carrying of
handguns in public is unconstitutional.” It is no longer
illegal, in other words, for Washington residents to leave
their homes with firearms for personal protection.
As Tom G. Palmer, the lead plaintiff in the case 

and a senior fellow at the Cato Institute, wrote 
following the decision, “If the constitutional approach
of the D.C. government were applied to the First
Amendment, they would interpret the power to regu-
late the time, place, and manner of its exercise to
include banning all churches, mosques, temples, and
synagogues in the District. That cannot be right and 
the court has set them straight on that matter.”
“This was the last law of its kind in the United

States,” Alan Gura, the attorney on the case, said in 
a Cato Daily Podcast. “There is nowhere else in the 
country that has a complete ban—a simple, flat prohi-
bition—on the exercise of this particular fundamental
right.” In its coverage of the case, Slate cited this deci-
sion as “the second example in just a few days of liber-
tarian lawyers dunking on the liberal state.” The first, 
of course, was Halbig v. Burwell, which ended
Obamacare subsidies in states that did not set up 
their own health care exchanges.

WELCOME BACK, KIRBY

David Kirby has been hired as
vice president of development

and senior fellow at the Institute.
Kirby has long been part of the Cato
family. In 2001 he joined Cato as a
government affairs associate. He
went on to senior positions at

America’s Future Foundation, the Institute for Humane
Studies, and FreedomWorks. But, in a sense, he never
really left Cato. After earning a master’s degree in public
policy from Harvard University in 2005, Kirby became
an associate policy analyst, coauthoring a book and three
studies on the libertarian vote. In his current role, he will
be in charge of continuing to build the Institute’s devel-
opment efforts. 

CATO NEWS NOTES

T his May, the Cato Institute unveiled a new publication series 
called Research Briefs in Economic Policy. Edited by Jeffrey A.
Miron, director of
economic studies at

the Institute, each issue fea-
tures noted academic econo-
mists summarizing their recent
research on key policy matters.
While the topics will be highly
focused, the publication is aimed
at a wide audience. “As such, we
will minimize jargon and unnec-
essary complexities,” Miron says.
In the first brief, Andrew

Samwick of Dartmouth College
looks at an alternative tax treat-
ment for private school enroll-
ment. In the United States, par-
ents send about 10 percent of elementary and secondary school-age chil-
dren to private schools. By paying out of pocket, these families relieve a
financial burden on taxpayers, who would otherwise have to fund the public
education of these children. Samwick suggests one way to offset this posi-
tive externality. By allowing a federal—and possibly state—tax deduction for
these parents, in the amount of the per pupil expenditure in their local pub-
lic schools, any resources saved would be available for other programs or
reduced taxes.
With topics ranging from immigration to the impact of the Affordable

Care Act on full-time employment, upcoming issues will be released twice
every month. “Our goal is to inform, clarify, and enhance economic policy
analyses and discussions,” Miron adds.
In addition to his responsibilities at the Institute, Miron is director of

undergraduate studies in the economics department at Harvard University,
currently splitting his time between the two organizations. As such, he is in a
unique position to engage leading academics in the world of higher education.
“The incredible stream of research that is produced and discussed in the eco-
nomics department forms a great foundation for my role at Cato,” he says.
Miron received his PhD from MIT in 1984 and has published in many leading
economics journals, including the American Economic Review and the Journal
of Political Economy. He has written several studies on the economics of drug
prohibition, and in 2010 Basic Books published his tour of libertarian thought,
Libertarianism, from A to Z.
The Institute is pleased to add Research Briefs in Economic Policy to its

collection of timely and accessible research publications.

YOU CAN FIND THE INSTITUTE’S RESEARCH BRIEFS IN ECONOMIC POLICY,
ALONG WITH ALL OTHER PUBLICATIONS, AT  WWW.CATO.ORG/PUBLICATIONS.

A new series from the Institute

Economic Research
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C A T O E V E N T S

A t a packed Capitol Hill Briefing in June, Cato senior fellow
DANPEARSON, former chairman of the International

Trade Commission, noted that if duties are imposed on imports
of sugar from Mexico, the decision will mark yet another U.S.
government intervention on behalf of domestic producers to
ensure higher-than-world-average sugar prices.

I n The Forgotten Man: Graphic Edition, Amity Shlaes offers 
a brilliantly illustrated version of her original New York 

Times bestseller on the Great Depression. At a Cato Book
Forum, she explained how to creatively communicate the 
myths of the 1930s, which continue to be a source of policy 
failures today.

“R oughly 215 million people right now live outside the country where
they were born,” GEORGE BORJAS, professor of economics and social

policy at Harvard University, said at a Cato Book Forum for his new work,
Immigration Economics. He went on to consider how immigrants affect
American wages, government budgets, and virtually every other aspect of
the U.S. economy.

A t a Cato Policy Forum in July, JENNIFER

KEISTER, a Cato visiting research fellow,
discussed the risks of offering defense aid to for-
eign allies in an era of limited fiscal resources.
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J udge STEPHENF. WILLIAMS (at podium) of the United States Court of Appeals
for the District of Columbia, responded to PHILIPHAMBURGER, of Columbia

University School of Law, who argued in his book Is Administrative Law Unlawful?
that when American law can be made by executive pen and phone alone, the country is
faced with an extremely pressing constitutional issue.

I n presenting her book Licensed to
Lie, author and attorney SIDNEY

POWELL took the audience through a
series of prosecutorial abuse scandals at
the Department of Justice.

A t a Cato Book Forum for The Kennan Diaries, edi-
tor FRANK COSTIGLIOLA, professor of history at

the University of Connecticut, discussed the life of the
eminent U.S. defense strategist, focusing in particular on
why George Kennan became estranged from the foreign
policy establishment.

I n the first installment of Cato Connects, a live, online Q&A
offering from the Institute, director of health policy studies

MICHAEL CANNON (left) spoke with multimedia director CALEB

BROWN about the Halbig v. Burwell case hours after the decision
came down from the D.C. Circuit Court of Appeals.
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however, is not an easy task. From wars between
states to wars within them, from crime and
terrorism to climate change and cyber-mischief,
we are beset by a seemingly endless array of
threats and dangers. How canone compare
them to past threats, especially given that
the judgments of what should or should not
frighten us are inherently subjective? 
It remains true that the only existential

threat to the United States comes from a
prospective thermonuclear war—the stuff
of countless novels and Hollywood films
during the dark days of the Cold War. Who
is to say that this event, which has never
occurred, is, or should be, more frightening
than the very real acts of violence that do take
place every day? And does society benefit if
our fears of very low probability, high-impact
events (e.g., global thermonuclear war) were
merely supplanted by fears of slightly higher
probability, low-impact ones?
Some might say that it is better to be safe

than sorry. That we should worry about all
potential threats. By this logic, it is better to
fear things that aren’t real than to take too
lightly those that are.
Perhaps the tendency to take seriously

even seemingly modest dangers has been pro-
grammed into our DNA, a product of thou-
sands of years of natural selection. Our distant
ancestors who correctly perceived a four-
legged creature charging at them from a
distance to be a dangerous predator had time
to either flee or defend themselves, and thus
lived to procreate. By contrast, their threat-
deflating neighbors, who believed the ap-
proaching beast to be harmless, realized their
error too late and were mauled to death.
But while we have learned to take threats

seriously, we are also taught to differentiate
the real from the imaginary. Fallacious claims
of impending danger will erode one’s cred-
ibility, to the point that the congenital fear-
monger is no longer taken seriously. The
parable warns of the dangers of crying “wolf”
when there are no wolves, but it doesn’t teach
us to stay silent when we see one. In the

parable, the wolf eventually does come, and
the dishonest boy is eaten. The moral of the
story is not that all dangers are inflated, but
rather that the phony ones should not be.
In truth, we should be on the lookout for

both kinds of errors. The business world
punishes both the imprudent optimist as
well as the too-gloomy pessimist. The financial
analyst who rated all tech startups as “strong
buys” in 2000 or the housing speculator who
bought multiple condominiums in Miami in
2007 could rightly be cast as too optimistic.
On the other hand, extreme risk aversion

can blind us to possibilities. And excessive
fear can be harmful to both our physical health
and emotional well-being. The National
Institute of Mental Health explains that
“excessive, irrational fear and dread” are key
symptoms for one of several anxiety disorders,
which according to one estimate, afflict 18
percent of Americans.

FEAR IS THE HEALTH OF THE STATE
But there is a political harm as well. Individual

liberty is often threatened during periods of
heightened fear and anxiety, a fact that  infor-
med the very structure of the U.S. government.
James Madison, in making the case for

restraining the new government’s war-making
powers, warned the delegates to the Con-
stitutional Convention in Philadelphia: “The
means of defence against foreign danger,
have been always the instruments of tyranny
at home.” 
He went on: “Among the Romans it was

a standing maxim to excite a war, whenever
a revolt was apprehended. Throughout all

Europe, the armies kept up under the pretext
of defending, have enslaved the people.”
A decade later, Madison returned to this

theme in a letter to Thomas Jefferson. Madison
knew that there was already some demand
for a standing military, and that a few would
use fear of foreign threats to whip up public
sentiment in favor of a more powerful state.
Indeed, Madison postulated “a universal
truth that the loss of liberty at home is to be
charged to provisions against danger real or
pretended from abroad.”
Others since then have stumbled upon

similar ideas about popular notions of threats,
and of how the fear of threats has been used
to grow the power of government. For exam-
ple, the noted writer, social critic and satirist
H.L. Mencken declared “the whole aim of
practical politics is to keep the populace
alarmed (and hence clamorous to be led to
safety) by menacing it with an endless series
of hobgoblins, most of them imaginary.”
Madison and Mencken’s warnings remain

relevant today. Recall how in November
2008 incoming Obama chief of staff Rahm
Emanuel called for swift government action
to deal with what he said was an urgent threat.
“You don’t ever want a crisis to go to waste,”
Emanuel explained in an interview, “it’s an
opportunity to do important things that you
would otherwise avoid.”
While Emanuel was talking about an eco-

nomic crisis, an increasingly powerful state
can be used in many different ways, regardless
of whether it was precipitated by fears of
foreign or domestic threats. The same sorts
of powers that allowed the Justice Department
to go after suspected terrorists allowed the
IRS to harass suspected tea partiers.

NEW TECHNOLOGIES, NEW FEARS
Because inaccurate or misleading char-

acterizations of threats pave the way for the
growth of government, it is crucial to under-
stand their true nature.
Thus, is the world more dangerous than

ever before? In a word, no. Americans,
especially, enjoy a measure of security that

Individual liberty 
is often threatened 
during periods of
heightened fear, 

a fact that informed 
the very structure 

of the U.S. 
government.

”

Continued from page 1 “
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our ancestors would envy, and that our con-
temporaries do envy.

This is not to say that there are no dangers
in the world today, as the residents of Tel
Aviv and Gaza City will attest. Nor can we
say that circumstances will not change for
the worse in the future. No one would have
predicted that a single act of violence in late
June 1914 would precipitate a series of events
that culminated in the First World War.
Could the 21st-century successors to Gavrilo
Princip deploy cyber-weapons to wound,
or even kill, their chosen targets? Could
they do more than simply kill a single head
of state, but do grievous harm to millions?
Or could their actions, as Princip’s did, lead
to a major war, which in the nuclear era
would result in the deaths of hundreds of
millions?

The possibilities cannot be ruled out.
But, for now, they are only that: possibilities,
and unlikely ones at that.

Since their inception, nuclear weapons
have been the one true weapon of mass
destruction. And following the 9/11 attacks,
many believed that they would inevitably
fall into the hands of terrorists or other
nonstate actors inclined to use them. Still
others worry that more nation-states will
acquire them. The fear of proliferation is
not new. In either case caution is warranted,
but excessive fear is not. Few countries have
ever seriously aspired to possess such  weapons,
and many of those who did eventually gave
up. In a few cases, countries actually turned
over their weapons entirely. In fact, for
nearly every country in the world, nuclear
weapons are more trouble than they are
worth.

Terrorists and nonstate actors have, so
far at least, come to a similar conclusion.
Contrary to the apocalyptic predictions
immediately after 9/11, al Qaeda and others
have relied exclusively on conventional
weapons–chiefly bombs and bullets–to
terrorize their victims. They seem to be
heeding the advice found in a memo on an
al Qaeda laptop seized in Pakistan in 2004:

“Make use of that which is available . . . rather
than waste valuable time becoming despon-
dent over that which is not within your reach.”

NATION-STATES VS. NONSTATES
What of the more traditional threats posed

by states? While Vladimir Putin seems to be
trying to restore Russia to its place at the top
of the enemies list, China is the one country
with sufficient size and potential wealth to
directly challenge the United States in the
future. But it is premature, to say the least,
to assume that a war between China and the
United States is inevitable. To be sure, U.S.
treaty commitments to some of China’s
neighbors risk drawing the United States
into vexing territorial disputes, and China
has been developing military capabilities that
could significantly raise the costs for the
United States if it chose to back its allies’
claims by force. For now, however, all parties
have many reasons to try to resolve these
claims peacefully—including the fact that
China is the leading trading partner through-
out the region. Similarly, the United States
and China have many reasons to work togeth-
er to address other problems beyond the
Asia Pacific region.

Many of those common dangers emanate
from nonstate and substate actors, from
terrorists and insurgents to revolutionaries
and rebels. And while these threats are real,
they pale in comparison to what states used
to do to one another on a regular basis.
Terrorism is, in fact, far less dangerous than
widely believed. Consider, for example, that
a total of 19 Americans have been killed in
four separate terrorist incidents carried out

by Islamist extremists on American soil since
9/11. For reference, 50 people were killed in
just three separate incidents during a 14-
month span in 2012 and 2013 (Aurora,  Col-
orado; Newtown, Connecticut; and the
Washington Navy Yard). Excluding U.S.
military personnel, fewer Americans have
been killed by terrorism globally since 2002
than have died from allergic reactions to
peanuts (an average of 50–100 per year).

Although a relatively small number of
people are killed or injured by terrorism every
year, many people worry that new technology
will allow nonstate actors to inflict harm in
other ways, say, for example, by attacking
the Internet, or company or individual com-
puters connected to it. States, too, are known
to have used so-called cyberweapons, or have
aspired to do so. Thus, numerous U.S. officials
have warned that cyberattacks are the single
greatest threat to national security.

Here again, however, some skepticism is
in order. Hackers and criminals are adept at
exploiting the vulnerabilities in computer
networks, but it is extremely difficult to carry
out a major attack with far-reaching conse-
quences. Even an attack that managed, some-
how, to crash the banking system completely
would be unlikely to undermine confidence
in the wider economy, let alone trigger a reces-
sion. As the RAND Corporation’s Martin
Libicki points out, NASDAQ’s three-hour
shutdown on August 22, 2013, didn’t spark a
wave of panic selling. “It would require data
corruption (e.g., depositors’ accounts being
zeroed out) rather than a temporary disruption,”
Libicki explains, “before an attack would
likely cause depositors to question whether
their deposits are safe.”

The greater threat may come from mea-
sures taken to prevent attacks if they sig-
nificantly impede legitimate transactions in
cyberspace. Similarly, poorly conceived or
badly executed policies after the fact might
cause more harm than the original incident
that precipitated them. The attribution
problem compounds the risk. The difficulty
in tracking possible cyberattacks to their true

Fewer Americans 
have been killed by 
terrorism globally 
since 2002 than 
have died from 

allergic reactions 
to peanuts.

”
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source, and in ensuring that the punishment
or retaliation is directed at the perpetrators,
places a high premium on measured, targeted
responses. Maintaining that standard will
help ensure a safer world.

Another factor that can explain why the
world is becoming less, rather than more,
dangerous, is evolving social norms. Harvard’s
Pinker notes a perceptible shift in public
attitudes toward violence, and documents an
associated decline in violent crimes of all types.
The rate of such crimes, including murder,
rape, and assault, are at or near all-time lows.
Within the United States, for example, 
the homicide rate (homicides per 100,000
residents) fell by nearly half (49 percent) in
the 20-year period from 1992 to 2011.

SUPPOSED THREATS TO GLOBAL 
STABILITY AND ECONOMIC PROSPERITY 

Still others worry not so much about physical
security, but rather about our prosperity and
way of life. They fear that a war could cripple
the international economy, or that the mere
threat of war could disrupt global trade and
commerce, including the world’s oil supplies.
This concern, at least today, is the main jus-
tification for the U.S. military’s forward
presence around the world, a posture oriented
around stopping possible threats before they
materialize.

But the patterns of global trade are far more
resilient than the pessimists envision. War
between major trading partners is highly
unlikely, and, even if it were to occur, trade
flows between nonbelligerents would not be
disrupted, or not for very long. Indeed, Eugene
Gholz shows that when countries shift resources
to the purchase of military goods, the result
is similar to other consumption binges. During
wartime, neutral nations may well benefit eco-
nomically, as they become a safe haven for
investment diverted from warzones, and as
they are able to buy certain goods at low cost.
While war itself has many horrific effects, the
costs that Americans pay to stop all wars are
unlikely to be outweighed by the benefits.

There are other risks associated with main-

taining a forward military posture. Current
U.S. strategy encourages other countries to
free-ride on the security guarantees provided
by the U.S. military, imposing an unneces-
sary—and ultimately counterproductive—
burden, on U.S. taxpayers. Exaggerated fears
of distant conflicts could even prompt the
United States to fight wars that pose no direct
threat to U.S. security and to spend too much
on the military, which, in turn, weakens the
overall U.S. economy. 

PUTTING TODAY’S THREATS
IN PERSPECTIVE

Although the world will never be free
from dangers, we should aspire to understand
them clearly. Maintaining perspective isn’t
easy when we are bombarded with images
of fighting from Eastern Ukraine or Gaza.

But, in many instances, we are today merely
seeing what has always existed beyond our
field of vision. Tragic, even horrifying, stories
of human suffering do not portend that we
are living in a more dangerous world. In
most respects, we are living longer, better
lives. Our chances of suffering a violent or
premature death are very low, and still declin-
ing. And our prosperity and broader well-
being are protected by a dynamic and resilient
international economy, and by the spread
of powerful ideas that have reduced poverty
and disease.

A better understanding of what actually
threatens us will help us tame our tendency
to overreact. An honest assessment of the
threat environment—problems that lurk
today and on the horizon—will allow us to
redirect some of the money that goes to
the Pentagon and military contractors back
to the taxpayers and private entrepreneurs.
And, recalling Madison and Mencken’s
warnings about how and why states 
exaggerate threats to grow their power, a
more accurate assessment of the world’s
dangers will ultimately help us to preserve
our liberty.n

A better under-
standing of what 
actually threatens 

us will help us tame 
our tendency to 

overreact.

”

“

Cato is coming 
to your city!
W atch our website and your mailbox for news of upcoming Cato Institute sem-

inars in cities such as Charlotte, Raleigh, Atlanta, Nashville,
Naples, and Miami, as well as New York, Chicago, and Los Angeles.
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M oney is incredibly critical. If a coun-
try doesn’t get its money right,

everything else is undermined. You can get
it right on taxes, on spending, and on regula-
tion—but if you don’t get the money right,
it’ll all be for naught. Those who believe in
strong government tend to shroud mone-
tary policy in complex equations and mysti-
fying jargon. They want us to assume that it’s
beyond our comprehension—that we mere
mortals cannot possibly understand the
intricate science behind monetary policy.
One of the reasons we wrote this book is
that money is actually amazingly simple. 

Simply put, money makes transactions
easier. It measures value, just like clocks
measure time, scales measure weight, and
rulers measure length. But in order to prop-
erly fulfill its role in the economy, money

must be stable—just like any other unit of
measure. Imagine if the Federal Reserve
treated clocks the way it treats the dollar.
We would have 60 minutes in an hour one
day, 48 the next, 82 after that. You’d need
hedges, derivatives, and futures just to figure
out how many hours you’re working.

What gives money its value is trust.
When that trust is undermined, it makes it
difficult for buyers and sellers to communi-
cate. Just think of money as a claim on prod-
ucts and services that already exist, just like a
coat check in a restaurant. The ticket itself
has no intrinsic value. It’s a claim on a coat.
The same is true of money. What would
happen if a restaurant claimed that by print-
ing more coat check tickets, it could create
more coats? The same rationale is used to
justify printing money, under the auspices 

of stimulating the economy.
Since the United States abandoned the

gold-linked dollar over four decades ago, 
its policy establishment has slid into a 
dangerous ignorance of fundamental mon-
etary principles. The bureaucrats who set
policy today know less about money than
their predecessors did 100 years ago when
the First World War erupted. Americans
and the rest of the world are now paying 
the price. Today’s system of fluctuating fiat
money—whereby government manipulates
the value of the dollar—has been behind 
the biggest economic failures of recent
decades, including the recent financial
panic and subsequent Great Recession.
These vastly misguided monetary policies
are now setting the stage for a new econom-
ic and social catastrophe.

From Fiat Money to 
CorporateWelfare
T

In their latest book, Money: How the Destruction of the Dollar Threatens the Global
Economy—and What We Can Do about It, coauthors STEVE FORBES and
Elizabeth Ames argue that government has become a bloated Leviathan due to the
country’s discretionary fiat money system. Forbes, chairman of Forbes Media,
argued for returning to a stable-valued dollar at a Cato Book Forum on June 19.

P O L I C Y  F O R U M
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B ack in the mid-1980s, I was living in
southern California working at the

RAND Corporation. These were the heady
days of Mikhail Gorbachev. I had recently
written a dissertation on Soviet foreign poli-
cy and was working on a project looking at
Soviet politics when, sometime in 1988, I
came across a speech by Gorbachev in which
he declared that the essence of socialism is
competition. Almost immediately, I got one
of my political theory friends on the phone
and said that if that was Gorbachev’s mes-
sage, then this is the end of history.

The single way I would explain my idea is
as follows: the notion that history is direc-
tional is accepted by very many people. We
may complain about the idea of progress, but
we fundamentally believe in it. We believe
that there is something like modernization
and development—and the question is where
does the arrow of that historical process lead?

For 150 years prior to 1989, most progressive
intellectuals around the world believed that it
pointed to some form of communism. What
I regarded myself as arguing back in that peri-
od was something much simpler: that history
was directional, that there was indeed a
process of modernization, but it didn’t look
like we would ever get to communism. We
would stop at the penultimate station on that
train, which was a bourgeois liberal democra-
cy and a market economy. And that was the
appropriate end of history.

This idea originally comes from G. W. F.
Hegel, a 19th-century German philosopher,
who in The Phenomenology of Spirit talks about
the culmination of history. While Marx
believed that history would end in commu-
nism, Hegel asserted that the culmination
would be a constitutional state, a liberal
democracy. Years later, the French-Russian
philosopher Alexandre Kojève, who was per-

haps Hegel’s greatest 20th-century interpreter,
made the remarkable assertion that this idea
was essentially correct. History, he said, had
ended in the year 1806. It ended with the
Battle of Jena during the Napoleonic Wars, in
which Napoleon defeated the Prussian army
and brought his enemy to its knees. 

What did this mean? According to Kojève,
Hegel believed that the principles of liberty
and equality—which had emerged from 
the French Revolution—had now been dis-
covered and implemented in the most
advanced countries. These principles repre-
sented the end point of human ideological
evolution. In short, there were no other forms
of social and political organization that were
superior to liberalism. Liberal societies were
free from the “contradictions” that character-
ized earlier forms of social organization and
would therefore bring the historical dialectic
to a close.

In “The End of History?” an article that went viral in 1989, FRANCIS
FUKUYAMA argued that the death of communism signaled the triumph of 
the West. Fukuyama, a senior fellow at Stanford University’s Freeman Spogli 
Institute, offered a retrospective of his ideas at a Cato Institute Conference 
on June 6.

On June 27, famed political activist RALPH NADER discussed his book
Unstoppable, in which he calls for an alliance of principled libertarians, con-
servatives, and progressives against a corrupt and overreaching Washington
establishment.

I t’s been quite clear to me for many years
that power structures believe in dividing

and ruling. If policymakers can distract a
ttention from the areas where different
groups agree—and focus on where they 
disagree—they can take that strategy of 
divide and rule to an institutional founda-

tion. The right and left often do disagree
interminably on issues such as reproductive
rights, gun control, school prayer, a balanced
budget, and so on. But for all the distinctions
between red states and blue states, there 
are numerous areas of agreement among
conservatives, liberals, and libertarians that

are fundamental.
For purposes of space, my book is limited

to 24 significant areas where public opinion
across the spectrum converges—from the
opposition to eminent domain for corpora-
tions and the Empire’s unconstitutional wars,
to support for civil liberties, community-
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At a conference cohosted with the Mercatus Center on July 17, RICHARD 
KOVACEVICH, chairman emeritus of Wells Fargo & Company, discussed the
future of financial regulation in a post-Dodd-Frank world.

A t what may eventually entail more than
25,000 pages of rules, the Dodd-Frank

Act represents the largest banking regulation
increase in history. It was created and passed,
not with sound judgment of what really
caused the financial crisis, but as a political
response to the understandable outrage of
Americans by the ill-conceived creation of
the Troubled Asset Relief Program (TARP).
This program was one of the worst decisions
in U.S. economic history. It intensified the
financial crisis—rather than solving it—and
created the impression that Wall Street was
bailed out while Main Street wasn’t.

Without TARP, there would not have
been a Dodd-Frank bill as we now know it,
nor the demonizing and vilifying of the entire
banking industry. Only 20 institutions perpe-
trated this crisis and all of them should be
punished, perhaps even criminally. Half of
these institutions were investment banks.
Half were savings and loans. None were

mainstream commercial banks. So why are
6,000 banks being punished for something
they didn’t do?

Why isn’t the focus on reforming those
regulators who had the power to stop these
20 perpetrators and who completely failed to
do their job? What about Congress admitting
its role in allowing Fannie Mae and Freddie
Mac to provide the financial support that
caused subprime mortgages to grow from a 5
percent market share of the mortgage market
to about 50 percent at the peak of the crisis?
This never would have occurred without gov-
ernment agencies purchasing or insuring
about 70 percent of all subprime mortgages.

I personally warned leaders in Congress in
face-to-face meetings, in annual reports, and
in speeches of the eventual collapse of Fannie
and Freddie for over 20 years. Similarly, I
warned bank regulators that subprime mort-
gages were worse than toxic waste two years
before the crisis started. So did many others.

Neither Congress nor regulators heeded such
advice. Was demonizing the entire banking
industry a coordinated effort to deflect where
the blame should be placed?

Today the management of commercial
banks spend most all of their time and
resources on compliance, regulatory changes,
and litigation for something they didn’t do.
Regulators blame bank board members for
improper oversight of management. Really?

There are upwards of 100 regulators at
large banks. Those regulators have an average
of over 15 years of experience in the financial
services industry and work full time at these
banks. Bank directors have roughly 12 mem-
bers, who spend about a day a month on bank
business, and who are not experts in the
financial services industry. If they were, they
would not be considered independent. So
who is more responsible for insufficient 
oversight of bank management: 100 full 
time regulators or about 12 one-day-a-month

owned businesses, and reform of the war on
drugs, freedom-of-information requests, and
ending “too big to fail.” There are many more
areas beyond these. But the phenomenon
that binds the left and right through each of
these issues is the struggle against crony capi-
talism. The alliance between big business and
big government has been a critical problem at
least since Franklin Delano Roosevelt told
Congress in 1938 that “when government is
controlled by private economic power, that is
fascism.” It’s corporate welfare. I use the term
“corporate” to distinguish it from the type of
capitalism that we associate with small busi-
ness, which forces losers in the marketplace
to go to bankruptcy court. Increasingly, we

are seeing big businesses that aren’t succeed-
ing in the marketplace going to Washington.

The question then becomes: How do we
harness large majoritarian, left-right public
opinion operationally so that it becomes
more coherent and visible? It’s important
first to consider concrete ideas on an issue-
by-issue basis, because it’s at a high level of
abstraction where we see the most disagree-
ment among voters. Political power brokers
realize that if they can get people fighting
each other, they will root themselves in
immovable positions at abstract levels of
general philosophy. But when you bring it
down to the community level—where people
work and raise their families—the reality

begins to weaken the ideological abstract
rigidity that might otherwise prevent people
from working together. The key is to identi-
fy the areas of convergence, then look for
coverage by the press, recognition from poll-
sters, and adoption by local, state, and
national politicians. In the process, these
issues become part of the public discourse.

The convergence of the left and the
right is likely to be the only political realign-
ment that can get things done in this coun-
try over the next 12 years. I want to end by
saying that it’s very easy to elicit disagree-
ment. But now we have to focus on recog-
nizing where we agree and turning that into
operational change for our country.
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bank directors?
Mainstream commercial banks have

been making loans to lower income con-
sumers and those with credit blemishes on
their records for decades. They were not
among the 20 institutions that perpetrated
this crisis. They did not originate loans to
subprime borrowers who could never pay

them back as the S&Ls did; nor did they
buy and insure them as Fannie and Freddie
did; nor did they package, sell, and dis-
tribute them as investment bankers did;
nor did they rate them AAA as rating agen-
cies did. 

As a result of these mistakes, our econo-
my is growing at its slowest recovery pace in

history, unemployment continues to be
high, our labor participation rate is at an all-
time low, and our budget deficits are the
highest in history. Americans have lost con-
fidence in our leaders, in themselves, and 
in our free enterprise system—a system 
that has created the greatest wealth of any
nation in history.n

Alternatives to Central Banking: 
Toward Free-Market Money
NOVEMBER 6, 2014
C A T O  I N S T I T U T E   •   W A S H I N G T O N ,  D . C .

C A T O  I N S T I T U T E  M O N E T A R Y  C O N F E R E N C E

F O R  D E TA I L S  A N D  R E S E RVAT I O N S :  W W W. C ATO. O R G / M O N E TA RY

The bitcoin revolution and future of crypto-currencies • How technology will drive further
innovations so that private currencies become a reality • The role of gold in a decentralized
monetary regime • The steps necessary to return to constitutional money based on the 
convertibility principle and free banking

C69782 CATO Cx Q0.qxp_CPR_March-April 2014  9/17/14  6:46 AM  Page 12



September/October 2014 CATO POLICY REPORT • 13

W hen President Barack
Obama signed the Wall
Street Reform and Con-
sumer Protection Act

into law on July 21, 2010, he promised that
“because of this law, the American people
will never again be asked to foot the bill for
Wall Street’s mistakes.” Four years on, the
implementation of Dodd-Frank has turned
out to be more costly, lengthy, and complex
than most proponents anticipated. 

According to the law firm Davis Polk &
Wardwell, regulators have completed only
52 percent of Dodd-Frank’s 398 rules to
date. In time, the law will likely entail more
than 25,000 pages of new regulations. At a
two-day conference in July hosted jointly
by the Cato Institute and the Mercatus
Center at George Mason University,
scholars and lawmakers came together to
discuss the largest increase in bank regula-
tion in history, as well as what lies ahead for
the U.S. financial system.

John H. Cochrane opened the confer-
ence by noting that the “mountain of legisla-
tion” piling up as a result of Dodd-Frank is
leading to “detailed microregulation.”
Cochrane, a professor of finance at the Uni-
versity of Chicago Booth School of Business
and an adjunct scholar at the Cato Institute,
went on to explore the associated problems
with this. Picking up on this insight, Rep.
Jeb Hensarling (R-TX), chairman of the
House Financial Services Committee,
added that Washington should not be the
final arbiter of what is an acceptable risk.
“Risk is an essential element of personal lib-
erty and of market prosperity,” he said. “To
take it away from the financial system is to
take away the opportunity for success.”

In his keynote address, Richard Kovace-
vich, former chairman and CEO of Wells
Fargo, pinpointed one of the key problems
with Dodd-Frank. Only about 20 financial
institutions—mostly investment banks and

savings and loan associations—were at the
center of the recent financial crisis, he said.
Yet, from the beginning, the federal govern-
ment attempted to address the problem
indiscriminately. “These 20 failed in every
respect, from business practices to ethics,”
Kovacevich went on. “Yet 6,000 commer-
cial banks are now being punished with
Dodd-Frank penalties in the same way as
those guilty parties.”

In a panel on the problems with the “too
big to fail” policy, Andrew Olmem, former
chief counsel and deputy staff director at
the U.S. Senate Committee on Banking,
discussed systemic risk not just from an
economic perspective, but from a political
one. “Many of the supporters of Dodd-
Frank viewed banks not as private entities,
but public utilities,” he said. In short, more
regulation can lead to uniformity. “If sys-
temic risk regulation means that every
large institution starts to move toward the
same product offerings, business models,
and risk strategies, they all become suscep-
tible to the same type of shock.”

Other speakers at the conference includ-
ed Daniel M. Gallagher, commissioner of
the U.S. Securities and Exchange Commis-
sion; Sharon Brown-Hruska, vice president
of the National Economic Research Associ-
ates; and John Coates, professor of law and
economics at Harvard Law School.

Four years ago, the Dodd-Frank Act set
in motion some of the most significant
changes to the financial services industry in
history. Most of the details, however, have
been left up to the same people who
presided over the last financial crisis. During
his luncheon address at the Cato Institute,
Rep. Patrick McHenry (R-NC), chairman
of the Oversight and Investigations Sub-
committee  of the House Financial Services
Committee, ended by saying that it is con-
ferences like this that provide the frame-
work for what reform should look like. “And
without that intellectual underpinning,” he
added, “what we do on Capitol Hill is noth-
ing but flying in the wind.” n

YOU CAN FIND VIDEO OF THE CONFERENCE
AT WWW.CATO.ORG/EVENTS/ARCHIVES.

The Institute co-hosts a conference on the future of financial markets

After Dodd-Frank

“We can never, ever accept a Dodd-Frank world,” Rep. JEBHENSARLING (R-TX), chairman 
of the House Financial Services Committee, said at a Cato Institute-Mercatus Center confer-
ence on the future of financial markets. “The pathway to a post-Dodd-Frank world is embla-
zoned with the names Hayek and Friedman.” He joined a number of scholars, businessmen,
and lawmakers to explore some of the most hotly debated aspects of financial regulation.
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A t two Cato Policy Forums on July 8, members of Congress raised questions about federal overreach and abuse of power.
LEFT: Rep. TED POE (R-TX) noted that the outdated Electronic Communications Privacy Act of 1986 allows many

types of information to be accessed from “the cloud” without a warrant. The need to bring the law up to date has been recog-
nized by not only privacy advocates, he said, but also major technology companies and federal law enforcement officials.
RIGHT: Rep. DARRELL ISSA (R-CA), chairman of the House Oversight Committee, denounced the Department of Justice’s
“Operation Choke Point” and its targeting of legitimate businesses as an unprecedented abuse of power.

A t a Cato Book Forum for Restraint,
author BARRYR. POSEN, professor of

political science at MIT, argued that, since the
collapse of Soviet power, the United States
has pursued a grand strategy of overreach.

A t the Global Exchange Dinner Series, organized by the Institute’s
Herbert A. Stiefel Center for Trade Policy Studies, center director

DANIEL J. IKENSON (left) and former U.S trade representative SUSAN SCHWAB
examined the status of the country’s trade policy in an uncertain post-Doha era,
as well as the threats to and potential for a more open world trade regime.
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I n the May/June 1983 issue of Regula-
tionmagazine, the economist Bruce
Yandle set forth a new theory of gov-
ernment intervention. At the time

Yandle was executive director of the Feder-
al Trade Commission, and, as an econo-
mist, he had recently become interested in
the demand for and supply of social regula-
tions. Where exactly do these regulations
come from?

As he read about historical efforts to con-
trol alcohol by banning Sunday sales, Yandle
found the answer in an unlikely coalition.
Churchgoing teetotalers endorsed the pro-
hibition on moral grounds, while bootleg-
gers supported the restrictions in order to
limit competition. As Yandle discovered
more and more examples of this alliance—
from environmental policy to interstate
trucking—he concluded that “durable social
regulation evolves when it is demanded by
both of two distinctly different groups.” He
referred to these groups as “Bootleggers,”
who have an economic interest in the regu-
lation, and “Baptists,” who have a moral
argument.

In a new book called Bootleggers & Baptists,
Yandle—along with Adam Smith, director of
the Center for Free Market Studies at John-
son and Wales—revisits an old theory with
new perspective. The book explores a politi-
cal dynamic connecting interest groups who,
for very different reasons, spend time and
resources seeking government favors. “At its
very root, it is a story about the demand for
and supply of politically provided pork,”
Smith and Yandle write.

The authors begin by surveying the
explosive growth in federal regulation dur-
ing the 1970s and 1980s—when the theory
was germinating—presenting an array of
Bootlegger and Baptist stories stretching
from Magna Carta to today’s energy indus-
try. This thick layer of rules is at the center
of the narrative. “When the pace of regula-

tion accelerates,” they write,
“Bootleggers and Baptists
are sure to barbecue while
the political fire pits are hot.”

Smith and Yandle then
spend time deconstructing
the two groups. They show
how the ultimate results of
noble-minded efforts to
effect change in the public
interest prove to be neither
noble nor in the public
interest. Instead, a public-
spirited group wraps a self-
interested lobbying effort in
a cloak of respectability. As
a result, “once Bootleggers
and Baptists are locked into
a successful coalition, their
structural incentives change,
making political wealth
extraction more attractive
than private wealth genera-
tion—to society’s detri-
ment.”

Consider, for instance,
Obamacare. The implementation of
health care reform provided some amount
of access to a larger share of the popula-
tion. Yet, it also cartelized 17 percent of
the U.S. economy, guaranteeing an
expanded market for the country’s biggest
political players. “In each of these efforts,
a vast Baptist choir sang the praises of gov-
ernment-assisted health care,” the authors
write. “But lurking in the background—
and sometimes in the back row of the
choir—were pharmaceutical, insurance,
and other health care Bootleggers ready to
expand sales to the regulated sector.” As
Smith and Yandle detail in full, the story
behind the rise of Obamacare is more
complex than it seems—and much more
interesting.

In one example after another—from the

Troubled Asset Relief Program to climate
change—the two economists reveal the
interaction of lofty values with narrow self-
interest. In short, politicians who deliver
pork to Bootleggers can justify their
actions by appealing to higher “Baptist”
morality. This phenomenon is driven by
forces deeply rooted in our DNA, they
explain. What, then, is the endgame? Is
this marriage of strange bedfellows here to
stay? “We are all at least a little bit Bootleg-
ger, a little bit Baptist,” Smith and Yandle
conclude, “which means as long as we
remain human, the story of Bootleggers
and Baptists will continue.”  n

VISIT WWW.CATO.ORG/STORE OR CALL 
800-767-1241TO GET YOUR COPY OF
BOOTLEGGERS & BAPTISTS TODAY; $24.95
HARDBACK, $12.99EBOOK.

An unlikely coalition behind well-intentioned regulations

Revisiting Bootleggers and Baptists
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L ast summer, progressive legal schol-
ar Simon Lazarus offered a com-
mentary on the shifting landscape
of the U.S. legal establishment.

“For decades, and as recently as Barack Oba-
ma’s first year in the White House, libertari-
ans were marginalized within the conserva-
tive pantheon,” he wrote in the New Republic.
“Now they rival, and in important areas
threaten to displace social conservatives and
big-government conservatives.”

This “upheaval”—which Lazarus conclud-
ed was “potentially seismic”—has had a dis-
cernible impact on more than just the conser-
vative movement. Since taking office in 2009,
President Obama has suffered a string of loss-
es before the Supreme Court, racking up 20
unanimous high court defeats over the last
five-and-a-half years. “The fact that his track
record is as bad as it is in the Supreme Court ,”
Sen. Mike Lee (R-UT) recently said, “is yet
another indication of the fact that we’ve got a
president who is playing fast and loose with
the Constitution.”

The Cato Institute has been at the center
of this reversal. In another successful term at
the marble palace at One First Street NE, the
Center for Constitutional Studies went 10-1
in cases where it filed amicus briefs. This is on
the heels of the Institute’s 15-3 record last
term. Notably, the solicitor general’s office
most recently went 11-9 on the year. “Perhaps
the government would be better served fol-
lowing our lead on constitutional interpreta-
tion, advocating positions that reinforce our
founding document’s role in securing and
protecting individual liberty,” Ilya Shapiro,
senior fellow at the Institute, wrote in
response. Cato was the only organization in
the country to file on the winning side of this
term’s three highest-profile 5-4 cases. 

The year’s most highly anticipated case
was Burwell v. Hobby Lobby, in which a family-
owned business filed suit challenging the
Affordable Care Act’s contraceptive man-

date, citing religious objections. The Court
ultimately sided with Hobby Lobby. After
the ruling, Cato’s vice president for legal
affairs Roger Pilon identified the core issue in
the case. “Religious liberty is treated today as
an ‘exception’ to the general power of govern-
ment to rule—captured, indeed, in the very
title of the statute on which the Hobby Lobby
decision rests: the Religious Freedom
Restoration Act,” he wrote on Cato’s blog.
“That Congress had to act to try to restore
religious freedom—to carve out a space for it
in a world of ubiquitous, omnipresent govern-
ment—speaks volumes.”

In Harris v. Quinn, the Court ruled that
government does not have the power to force
public employees to associate with a labor
union. At issue was an Illinois law claiming
that home-care workers were public employ-
ees, ostensibly for one purpose: collective bar-
gaining. The forced unionization of home-
based workers has spread to nearly a dozen
states, providing a substantial number of new
workers—and dues—to the labor movement.
“[This] decision will slow, and perhaps even-
tually end, that flow of funds, as workers
decide they can represent their own interests
and would prefer to keep their earnings for
themselves and their families,” wrote Cato

adjunct scholar Andrew M. Grossman.
Finally, the Court issued its latest block-

buster ruling on campaign finance with
McCutcheon v. FEC, striking down the “aggre-
gate” contribution limits on how much mon-
ey any one person can contribute to election
campaigns. As Chief Justice John Roberts
wrote for the majority, “If the First Amend-
ment protects flag burning, funeral protests,
and Nazi parades—despite the profound
offense such spectacles cause—it surely pro-
tects political campaign speech despite popu-
lar opposition.” Shapiro, for his part, put a fin-
er point on the decision. “In a truly free socie-
ty, people should be able to give whatever
they want to whomever they choose, includ-
ing candidates for public office,” he wrote.

In one sense, these developments indicate
the weight of Cato’s work today. But that
impact is the cumulative effect of more than
30 years of intellectual debate. Over that peri-
od, the Institute’s mission has been to change
the climate of ideas to one more conducive to
a government of delegated, enumerated, and
limited powers. Since 1989 the Center for
Constitutional Studies has been a critical
institution in that pursuit. As such, we may
find that we are now approaching the Court’s
libertarian moment.n

Another successful term for the Cato Institute

The Supreme Court’s Libertarian Moment   

In June, Cato senior fellow ILYA SHAPIRO (at podium) introduced Supreme Court plaintiff
SHAUNMCCUTCHEON (center) and author RONALDCOLLINS, who analyzed the recent 
decision in McCutcheon v. FEC, in which the Court struck down the limits on aggregate 
contributions to election campaigns.

C69782 CATO Cx Q0.qxp_CPR_March-April 2014  9/17/14  6:46 AM  Page 17



18 • CATO POLICY REPORT September/October 2014

C A T O S T U D I E S

D etermining how immigrants
and their descendants affect
government budgets is a
widely debated issue. Econo-

mists overwhelmingly accept the economic
gains of immigration, but are less certain
about immigrants’ effect on government
budgets. As Cato policy analyst Alex
Nowrasteh writes in “The Fiscal Impact of
Immigration”(Working Paper no. 21), con-
tention over this issue is fueled by a complex-
ity of analysis that obscure the true costs of
immigration. Take, for example, public edu-
cation. This is one example of a front-loaded
cost expended on children and young adults
at the beginning of their lifespan, while
Medicare and Social Security are back-
loaded costs expended closer to the end of
the recipient’s life span. The inter temporal
structure of many government programs
makes age a relevant factor in analyzing the

fiscal costs of immigration, but so do other
factors such as the skill level, fertility, and
language ability of the immigrants them-
selves. “This is not much different from the
fiscal impact of newborn children,”
Nowrasteh writes, “who consume vast

amounts of public
schooling before pay-
ing taxes.” The work-
ing life of an immi-
grant, however, can be
shorter than that of a
native, because immi-
grants often immi-
grate later in life, after

their window for taking advantage of gov-
ernment-funded education expires. The
types of public goods consumed by immi-
grants also affect their fiscal impact. If the
public goods are “pure,” meaning that they
are nonrivalrous and nonexcludable, then

more taxpayers in the form of immigrants
spread out the tax cost without diminishing
the quality of the goods. Immigrants lower
the tax burden of providing pure public
goods. But, if the public goods are “con-
gestible,” more immigrants could decrease
the quality of the goods, prompting the gov-
ernment to spend more tax dollars to main-
tain the quality. Nowrasteh details each of
these considerations in full. But, he con-
cludes, “a worldview. . . where the chief value
of an additional American is determined by
the size of their net-tax contribution is fun-
damentally flawed and a testament to how
dehumanizing a large welfare state can be.”

APPROACHING FEDERALISM 
WITH CAUTIOUS OPTIMISM
Federalism is a political system with multiple
levels of government, each of which has some
degree of autonomy from the others. The

Immigration and the Public Coffers
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United States has a federalist system that
encompasses the national government,
states, and localities. As Ilya Somin, professor
of law at George Mason University, writes in
“Libertarianism and Federalism” (Policy
Analysis no. 751), the United States adopted
this system in part to prevent abuses of power
and to preserve individual liberty. He notes
that federalism serves those goals by helping
individuals to “vote with their feet,” thereby
fostering interjurisdictional competition. In
many ethnically divided societies, federalism
can also enhance liberty by reducing ethnic
conflict and oppression. “But federalism is
not an unalloyed boon for freedom,” Somin
adds. Such benefits are most likely to be found
in federal systems where subnational govern-
ments have an incentive to compete for resi-
dents and businesses. It’s critical to remem-
ber that federalism can also endanger liberty
or property by empowering subnational gov-
ernments to exploit owners of immobile
assets, most notably land. It can also permit
local majorities to oppress local minorities.
Contrary to James Madison’s expectations,
federalism in the current era is unlikely to con-
strain the national government since states
have incentives to support the expansion and

centralization of power in Washington.
Whether federalism enhances liberty there-
fore depends on its circumstances and institu-
tional design. “Federalism is often a valuable
tool for protecting freedom,” Somin writes,
“but can also be a menace.” He concludes that
libertarians have good reason to support this
institution in many situations, but they
should approach it with caution.

THE KEYS TO TRANSIT
Prompted by federal funding, more than 30
American cities have built or are building
new rail transit lines. Yet, according to Cato
senior fellow Randal O’Toole, these expen-

sive lines have debat-
able value. They put
transit agencies in debt
and impose high main-
tenance costs, yet they
carry few riders more
than the buses they
replace and produce
minimal, if any, envi-

ronmental benefits. In “Rapid Bus: A Low-
Cost, High-Capacity Transit System for
Major Urban Areas” (Policy Analysis no.
752), O’Toole proposes, as an alternative, a

“rapid bus” system that would offer fast, fre-
quent, and comfortable transportation.
Through his analysis, O’Toole estimates the
annualized costs of such a system. “A light-
rail system with four lines radiating from
downtown can only move about 36,000 peo-
ple into downtown per hour,” he writes.
“About the same number of people can be
moved with a rapid-bus system at a 22 per-
cent lower cost.” In addition, while rail lines
serve a limited number of corridors, a rapid
bus system can reach nearly everyone in an
urban area. It would offer more frequent
service at faster average speeds and fewer
transfers between transit vehicles. O’Toole
notes that while rapid buses cannot cost-
effectively replace the long-established sub-
ways and commuter trains serving New
York City, they could save taxpayers’ money
by replacing aging rail transit systems in
Boston, Chicago, Philadelphia, San Francis-
co, and Washington. In conclusion, transit
in most cities is unsuccessful because jobs
and housing have become so spread out. As
such, O’Toole proposes an alternative that
relies on smaller vehicles capable of going
from more origins to more destinations, all
at lower cost. n
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Two Acclaimed Ebooks from the Cato Institute
N O W  AVA I L A B L E  F O R  $ 1 .9 9  E AC H

AVAILABLE AT CATO.ORG/STORE AND BOOKSTORES NATIONWIDE.

This book provides details on an
emerging consensus among mil-

lions of Americans. These voters are now
the subject of major news stories on the
growing influence of libertarian views on
the upcoming midterm election, domes-
tic issues, foreign policy, and much more.

THE LIBERTARIAN VOTE:
SWING VOTERS, TEA 
PARTIES, AND THE FISCALLY
CONSERVATIVE, SOCIALLY
LIBERAL CENTER Issued in 2012, this collection 

contains the work of over a
dozen national experts who have
dedicated their professional lives 
to enabling effective health care
reforms, and focuses on how free
markets can make health care 
better, more affordable, and 
more secure.

REPLACING OBAMACARE:
THE CATO INSTITUTE ON
HEALTH CARE REFORM 
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CAN’T UNDERSTAND HOW
TAXES GOT SO HIGH
On a recent evening, more than 300 home-
owners who are worried about their rising
property tax bills filled First Unitarian
Universalist Church in North Austin for a
town hall meeting. If something doesn’t
change, many said, they will soon be priced
out of their homes. . . . 
“I’m at the breaking point,” said

Gretchen Gardner, an Austin artist who
bought a 1930s bungalow in the Bouldin
neighborhood just south of downtown in
1991 and has watched her property tax bill
soar to $8,500 this year.
“It’s not because I don’t like paying

taxes,” said Gardner, who attended both
meetings. “I have voted for every park, every
library, all the school improvements, for light
rail, for anything that will make this city bet-
ter. But now I can’t afford to live here any-
more. I’ll protest my appraisal notice, but
that’s not enough. Someone needs to step in
and address the big picture.”
—AUSTIN AMERICAN-STATESMAN,

05/31/2014–06/01/2014

WHAT FRESH HELL IS THIS?
For much of the past half-century the
Federal Reserve and the central banks of
other major economies have worried about
too much inflation. But lately their worry has
been the opposite—too little. . . .  Joining us
now to tell us what to expect and to explain
why low inflation is now the enemy is David
Wessel. He's the director of the Hutchins
Center at the Brookings Institution.
—NATIONAL PUBLIC RADIO, 06/16/2014

GO BACK TO HASSLING UBER
An overzealous agent stopped a car carry-
ing two cancer patients to hospitals, citing

its operator for driving an illegal livery
cab—even though he was volunteering for
a group that provides free rides to medical
facilities, according to sources.
“I tried to explain to him we’re not a car

service,” Yeshaya Liebowitz, 25, said of the
Monday misadventure in Borough Park,
Brooklyn. The driver was with the Jewish
charity Chesed.
Despite his explanations, the agent from

the Taxi & Limousine Commission gave
him a summons, which carries a fine of up to
$2,000, impounded his car, and left the two
elderly riders stranded.
The incident happened the same day the

Daily News quoted a TLC inspector who
said agents are pressured to dole out fines
despite scant evidence of wrongdoing.
The agency dismissed the ticket after

local pols intervened and said it was all “a mis-
understanding.”
—NEW YORK DAILY NEWS, 06/02/2014

BUDGETARY CONSTRAINTS ARE
A FEATURE, NOT A BUG
The revolution [North Carolina budget
director Art] Pope helped set in motion is
not going quite as planned. The tax over-
haul, styled in part off ideas promoted by
Pope-backed groups, has contributed to
tight finances in North Carolina at a time
when other states are flush with cash.
—WASHINGTON POST, 07/19/2014

DRIBBLING AROUND THE TAX
MAN
Trevor Ariza informed the [Washington
Wizards] Saturday afternoon he was leav-
ing to join the Houston Rockets.
Washington was disappointed but hard-

ly shaken when Ariza chose to accept the
same four-year, $32 million contract offer in

Houston, where the 29-year-old could pock-
et more money because the state doesn’t tax
income.
—WASHINGTON POST, 07/13/2014

FOOL-PROOF? NOT QUITE
Scientists from Carnegie Mellon
University on Tuesday brought a proto-
type of a driverless car to Washington in an
attempt to show Congress that it could
embrace a future devoid of man-made
errors. 
And then Congress broke that car.
It was not immediately clear whether the

mere proximity to the Capitol created the
series of events that led to an emergency
switch being flipped, causing the car to shut
down, or if an actual member of Congress
did it. . . . 
In true Washington fashion, no one

would take immediate responsibility for the
developing car situation.
—YAHOO NEWS, 06/24/2014

IF GOVERNMENT WON’T HELP
YOUNG, WELL-EDUCATED 
PROFESSIONALS—WHO WILL?
Washington-area transportation officials
are trying to recruit [lower-income and
minority residents] to join Capital
Bikeshare so the popular program’s user
demographics more accurately reflect
those of the region.
The bicycle-sharing network remains a

service mostly used by young, white, well-
educated professionals….
A study by the Mineta Transportation

Institute found that Washington’s numbers
reflect a national trend in which bike-share
users are generally young, white and well edu-
cated.
—WASHINGTON POST, 06/29/2014
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