
Megaprojects: Over Budget, Over Time, Over and Over
egaprojects are large-scale,
complex ventures that typ-
ically cost a billion dollars
or more, take many years

to develop and build, involve multiple public
and private stakeholders, are transformational,
and impact millions of people. Examples
of megaprojects are high-speed rail lines,
airports, seaports, motorways, hospitals,
national health or pension information and
communications technology (ICT) systems,

national broadband, the Olympics, large-
scale signature architecture, dams, wind
farms, offshore oil and gas extraction, alu-
minum smelters, the development of new
aircrafts, the largest container and cruise
ships, high-energy particle accelerators, and
the logistics systems used to run large sup-
ply-chain-based companies like Amazon
and Maersk.

For the largest of this type of project,
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Wikipedia founder JIMMYWALES, pictured here on the Cato Daily Podcast, also delivered
the first Joseph K. McLaughlin Lecture at Cato in November, where he discussed how Hayek
has influenced his thinking. See page 17. 
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President Trump has vowed to
create “millions” of jobs building
highways, bridges, airports, and
other infrastructure, releasing a
plan to spend a trillion dollars on
infrastructure over the next 10
years. But Trump’s plan to lavish
money on infrastructure is not a
revolutionary idea—it’s part of a
continuous worldwide trend to
spend more and more on ever-
bigger projects. The vast majority
of these instances of billion-dollar
spending—known as “megapro-
jects”—ultimately result in a net
loss to economies. In fact, as mega-
projects expert Bent Flyvbjerg
explains in the following article,
these grandiose projects operate
by an iron law: Over budget, over
time, over and over again. 

M

BENT FLYVBJERG, a professor at Oxford University’s
Said Business School, is the world’s foremost expert on
megaprojects. This article is excerpted from his article
in the Project Management Journal, published by Project
Management Institute Inc., “What You Should Know
About Megaprojects and Why: An Overview,” 2014. 
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(https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2424835)
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ED I TOR IAL

BY DAVID BOAZ

“The 
importance

of paying
scrupulous 

deference to the
Constitution’s

limits is greatest
precisely when
the temptation
to flout them 
is strongest.

A
t the Cato Institute, we stand firmly on the prin-
ciples of the Declaration of Independence and
the Constitution—on the bedrock American
values of individual liberty, limited government,

free markets, and peace. Throughout our 40 years, we have
been willing to criticize officials of both parties when they
sought to take the country in another direction. But we have
also worked with administrations of both parties when they
seek to expand freedom or limit government.  

Our new Cato Handbook for Policymakers, which is being dis-
tributed to members of Congress and the administration in Jan-
uary, includes 80 chapters of policy advice on such topics as these:

Peace and Security.The historical foreign policy of the
United States, going back to the Founders, was expressed by
Thomas Jefferson in his first inaugural address: “Peace, com-
merce, and honest friendship with all nations—entangling al-
liances with none.” In the 20th century, we moved away from
that historical noninterventionist stance to a policy of global
intervention. For the past 25 years, we have been involved in a
seemingly endless war in the Middle East. Donald Trump crit-
icized this “failed policy of nation building and regime
change.” As president, Trump should work with Congress to
undertake a comprehensive review of the foreign policy of the
United States. 

Economic Growth. In a world of global markets and rapid
technological progress, we struggle along with annual growth
rates far below what we achieved from World War II until the
mid-1970s. We are, by any measure, a very wealthy country. But
Americans know that our economy is not working as well as it
should. Congress should undertake reforms that could increase
growth, such as stabilizing monetary policy; reducing the bur-
den of taxes and regulations, including “regressive regulation”;
and reducing federal spending.

Health Care. The fundamental problem with U.S. health
care is that the consumer does not control the money spent in
the sector. For 70 years, government has been assuming greater
control over consumers’ health care dollars. When consumers
lose control of their health care dollars, they lose control of their
health care decisions. Consumers cease to be cost-conscious,
and prices rise. The Affordable Care Act did nothing to take us
off that path.

Fiscal Reform.Federal spending increased by more than a
trillion dollars during the George W. Bush years, and then by
another trillion dollars during the Obama administration. The
national debt rose even more sharply, from $5.7 trillion to more
than $10.6 trillion under Bush, and it has almost doubled again
under the Obama administration. Trends like this are unsus-
tainable, yet elected officials continue to promise more spend-
ing on everything from new weaponry to college tuition to
infrastructure. The current rates of spending don’t yet reflect

the acceleration of entitlement spending that is occurring as
baby boomers start to retire. Entitlements are already more
than 60 percent of the federal budget, and they continue to
grow. Congress needs to think seriously about this problem. Are
members prepared to impose the taxes necessary to fund such
levels of transfer payments? Do we want that many Americans
dependent on a check from the federal government? Eventually,
the projected level of entitlements will not be feasible. Now is
the time to make changes—rationally, rather than in a panic a
few years hence. 

Trade and Immigration.If there’s any topic that economists
agree on, it is that free trade benefits the whole society. Free
trade ensures that goods and services are produced at the lowest
cost possible, benefiting consumers. It directs investors, entre-
preneurs, and employees toward firms at which they can pro-
duce the most value and earn the most income. As trade barriers
have come down since World War II, more people in more
countries have been able to participate in the global economy
and move out of poverty.

Immigration, too, has benefited this nation of immigrants.
Immigrants come as producers of goods and services for all
Americans and as consumers of the things other Americans pro-
duce. Both free trade and immigration can cost particular people
their jobs and investments, and that is a painful process. But the
solution for suffering communities in the so-called Rust Belt is
not the vain hope of bringing back lost jobs; it is to reduce tax
and regulatory obstacles to business expansion and job creation.

Fidelity to our founding principles of civil liberties and lim-
ited government may be easy when times are easy. The true test
of our faith in those principles comes when we are beset by di-
abolical assaults from without and economic turmoil within,
when public anxiety may temporarily make it seem expedient
to put those principles aside. The importance of paying scrupu-
lous deference to the Constitution’s limits on federal power, of
respecting its careful system of checks and balances, is greatest
precisely when the temptation to flout them is strongest.

For those who go into government to improve the lives of
their fellow citizens, the hardest lesson to accept may be that
Congress should often do nothing about a problem—such as
education, crime, or the cost of prescription drugs. Critics will
object, “Do you want the government to just stand there and
do nothing while this problem continues?” Sometimes that is
exactly what Congress should do. Remember the ancient wis-
dom imparted to physicians: first, do no harm. And have confi-
dence that free people, left to their own devices, will address
issues of concern to them more effectively outside a political
environment.

”
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A
merica’s governors have received their report
cards—and a lot of them are failing, even grad-
ing on a curve. In the Cato Institute’s 13th
biennial fiscal report card, director of tax pol-

icy studies Chris Edwards examines each governor’s state
budget actions since 2014, using statistical data to grade
the governors on their taxing and spending records. Gov-
ernors who have cut taxes and spending the most receive
the highest grades, while those who have increased taxes
and spending the most receive the lowest grades.

Just five governors received an “A” in the report
(although, again, grading on a curve): Paul LePage of

Maine, Pat McCrory of
North Carolina, Rick
Scott of Florida, Doug
Ducey of Arizona, and
Mike Pence of Indiana.
Ten governors received
an “F”: Robert Bentley
of Alabama, Peter
Shumlin of Vermont,
Jerry Brown of Califor-
nia, David Ige of
Hawaii, Dan Malloy of
Connecticut, Dennis

Daugaard of South Dakota, Brian Sandoval of Nevada,
Kate Brown of Oregon, Jay Inslee of Washington, and
Tom Wolf of Pennsylvania. Another 14 received “B”s, 7
“C”s, and 11 “D”s. 

The paper examines the tax and spending actions of
each governor in detail, and analyzes fiscal policy trends
across the states. “State governments have been in an
expansionary phase in recent years,” writes Edwards.
“Even though U.S. economic growth since the last reces-
sion has been sluggish, general fund revenues of state
governments have grown 33 percent since 2010.” Spend-
ing grew 4.1 percent in 2013, 4.6 percent in 2014, 4.1 per-
cent in 2015, 5.6 percent in 2016, and Edwards projects it
will grow another 2.5 percent in 2017. He also takes a look
at the outlook for state budgets, with a focus on the
longer-term burdens of debt and underfunded retire-
ment plans, and suggests reforms. n

VIEW THE REPORT CARD AT CATO.ORG. 

MOVE OVER, NETFLIX 

F reedom on Trial, a new courtroom drama from Libertarianism.org,
imagines a world where Philip Carvel, a small-town business

owner, is arrested and
tried for paying his
teenage employee
Thomas less than the
minimum wage. Two
lawyers take on his
case, and grapple with
the government in a

battle that pits the unjust government law against economic law. The
three-part series, available on Youtube and Libertarianism.org, brings
the true costs of minimum wage regulations vividly to life. Libertarian-
ism.org has also produced a series of accompanying videos with com-
mentary from scholars and facts on related issues including inequality,
the gender pay gap, and more. 

ROSE AND BOURNE JOIN CATO  

T he Cato Institute has added two prominent scholars to its ranks,
welcoming Flemming Rose as a senior fellow based in Europe and

Ryan Bourne as the first R. Evan Scharf Chair for the Public Under-
standing of Economics. Rose is a Danish journalist and author of The
Tyranny of Silence,published by the Cato Institute. He formerly served
as an editor at the Danish newspaper Jyllands-Posten, where, in response
to increasing self-censorship in Europe, he published cartoons of Mo-
hammad that sparked an international controversy over free speech. He
received the 2016 Milton Friedman Prize for his principled defense of
liberal values in the face of constant harassment and death threats. 

The Scharf Chair was set up in a bequest from longtime Sponsor 
R. Evan Scharf, who together with his wife Sue had supported Cato for
many years and made a big difference in the fight for individual liberty
at the Institute. Scharf wished to fund a chair at Cato so that a persua-
sive teacher could move “public opinion to support market economies
in contrast to those of the command-and-control models that have
failed and been so costly to human happiness, health, and productivity.”

Bourne joins Cato from the Institute for Economic Affairs in Lon-
don and holds a masters degree in economics from Cambridge Univer-
sity. Most recently, as one of the key “economists for Brexit,” Bourne
secured commitments for a free trade agenda from Britain’s post-Brexit
Conservative government.  

“In this chair, I intend to both study closely why the general public 
is so often skeptical about markets and to highlight the fallacies and 
disastrous records that characterize command-and-control ideas,” 
said Bourne. “It’s more crucial now than ever that we start winning 
the battle of ideas that will shape the future.” 
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C A T O E V E N T S

A t a Cato Policy Forum, NING

WANG (above), co-author with
Nobel laureate Ronald Coase of How
China Became Capitalist, and WEIYANG

ZHANG (below), an influential econo-
mist and author of the Cato book The
Logic of the Market: An Insider’s View of
Chinese Economic Reform, argued that
China must allow a free market for ideas
if it is to prosper.

D espite a longstanding academic consensus that free trade benefits all members
of society, many Americans have turned against trade liberalization. At a Cato

Policy Forum, two former U.S. Trade Representatives, MICKEYKANTOR and SUSAN

SCHWAB, discussed the way forward for proponents of free trade in the years ahead.  

C ato senior fellow A. TREVOR THRALL (at lectern) talks with audience mem-
bers after moderating a Cato forum where SHIBLEY TELHAMI of the Uni-

versity of Maryland (light blue jacket) presented evidence that the majority of
Americans are willing to accept more refugees. 
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The Cato Club 200 Retreat was held in Park City, Utah, in October.  1. Turkish journalist MUSTAFA AKYOL discussed how 
to cultivate liberal values in the Islamic world.  2. SEN. MIKE LEE (R-UT) holds up a Cato Pocket Constitution.  3. DANIEL

HANNAN, a member of the European Parliament who has been dubbed “the man who brought you Brexit,” urged Americans 
to remain optimistic in the fight for liberty, and particularly free trade.  4. Cato president PETERGOETTLER (left) spoke with 
JEFFREY S. FLIER, a renowned endocrinologist and 21st Dean of Harvard Medical School.  5. (Left to right) Cato senior 
development director KARLMEISENBACH, executive vice president DAVID BOAZ, KATHRYNWASHBURN, MUSTAFA AKYOL,
JEAN-CLAUDEGRUFFAT, and Cato adjunct scholar TERENCEKEALEY.  6. TERENCEKEALEY speaks to Cato Club 200 members
at a whiskey tasting and seminar in a Park City home.  7. Board member DONSMITH asks a question in a seminar.

1.

5.

6.

7.

2.

3.

4.
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costs of $50–100 billion are now common,
as for the California and UK high-speed rail
projects, and costs above $100 billion are
not uncommon, as for the International
Space Station and the Joint Strike Fighter.
If they were nations, projects of this size
would rank among the world’s top 100 coun-
tries measured by gross domestic product.
When projects of this size go wrong, whole
companies and national economies suffer. 
But megaprojects are not only large and

growing constantly larger, they are also being
built in ever greater numbers at ever greater
value. The McKinsey Global Institute esti-
mates global infrastructure spending at $3.4
trillion per year for 2013 to 2030, or approx-
imately 4 percent of total global gross domes-
tic product, mainly delivered as large-scale
projects. 

THE FOUR SUBLIMES  

Why are megaprojects so attractive to
decision makers? The answer may be found
in the so-called “four sublimes” of megaproject
management. Karen Trapenberg Frick first
introduced the term to the study of megapro-
jects, describing the technological sublime
as the rapture engineers and technologists
get from building large and innovative projects,
like the tallest building or the longest bridge. 
I proposed three additional sublimes,

beginning with the “political sublime,” which
is the rapture politicians get from building
monuments to themselves and their causes.
Megaprojects are tangible, garner attention,
and lend an air of proactiveness to their pro-
moters. Moreover, they are media magnets,
which appeals to politicians who seem to
enjoy few things better than the visibility
they get from starting megaprojects—except
maybe cutting the ribbon of one in the com-
pany of royals or presidents, who are likely
to be lured by the unique historical import
of these projects. This is the type of public
exposure that helps get politicians reelected.
They therefore actively seek it out. 
Next there is the “economic sublime,”

which is the delight business people and trade
unions get from making lots of money and
jobs off megaprojects.  Finally, the “aesthetic
sublime” is the pleasure designers and people
who appreciate good design get from building,
using, and looking at something very large
and iconically beautiful, like San Francisco’s
Golden Gate Bridge or Sydney’s Opera House. 
Taken together the four sublimes ensure

that strong coalitions exist of stakeholders
who benefit from megaprojects and who will
therefore work for more such projects. But
in fact, conventional megaproject delivery—
infrastructure and other—is highly problematic
with a dismal performance record in terms
of actual costs and benefits. The following
characteristics of megaprojects are typically
overlooked or glossed over when the four
sublimes are at play: 

1.Megaprojects are inherently risky due
to long planning horizons and complex inter-
faces.

2.Often projects are led by planners and
managers without deep domain experience
who keep changing throughout the long
project cycles that apply to megaprojects,
leaving leadership weak. 

3.Decision making, planning, and man-
agement are typically multi-actor processes
involving multiple stakeholders, public and
private, with conflicting interests.

4.Technology and designs are often non-
standard, leading to “uniqueness bias” among
planners and managers, who tend to see their
projects as singular, which impedes learning
from other projects. 

5.Frequently there is overcommitment
to a certain project concept at an early stage,
resulting in “lock-in” or “capture,” leaving

alternative analysis weak or absent, and
leading to escalated commitment in later
stages.  

6.Due to the large sums of money involved,
principal-agent problems and rent-seeking
behavior are common, as is optimism bias.  

7. The project scope or ambition level
will typically change significantly over time. 

8.Delivery is a high-risk, unpredictable
activity, with overexposure to so-called “black
swans,” that is, extreme events with massively
negative outcomes. Managers tend to ignore
this, treating projects as if they exist largely
in a deterministic Newtonian world of cause,
effect, and control. 

9. Statistical evidence shows that such
complexity and unplanned events are often
unaccounted for, leaving budget and time
contingencies inadequate. 

10. As a consequence, misinformation
about costs, schedules, benefits, and risks is
the norm throughout project development
and decision making. The result is cost over-
runs, delays, and benefit shortfalls that under-
mine project viability during project imple-
mentation and operations. 

THE IRON LAW OF MEGAPROJECTS

Performance data for megaprojects speak
their own language. Nine out of ten such
projects have cost overruns. Overruns of up
to 50 percent in real terms are common, over
50 percent not uncommon. Cost overrun
for the Channel Tunnel, the longest underwater
rail tunnel in Europe, connecting the UK
and France, was 80 percent in real terms. For
Boston’s Big Dig, 220 percent. The Sydney
Opera House, 1,400 percent. Similarly, benefit
shortfalls of up to 50 percent are also common,
and above 50 percent not uncommon. 
As a case in point, consider the Channel

Tunnel in more detail. This project was orig-
inally promoted as highly beneficial both
economically and financially. In fact, costs
went 80 percent over budget for construction,
as mentioned above, and 140 percent for
financing. Revenues have been half of those
forecasted. The internal rate of return on

Cost overrun
for the Channel 
Tunnel was 80 
percent. For 

Boston’s Big Dig, 
220 percent.

”

Continued from page 1 “
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the investment is negative, with a total loss
to the British economy of $17.8 billion. Thus
the Channel Tunnel detracts from the econ-
omy instead of adding to it. This is difficult
to believe when you use the service, which
is fast, convenient, and competitive with
alternative modes of travel. But in fact each
passenger is heavily subsidized. Not by the
taxpayer this time, but by the many private
investors who lost their money when Euro-
tunnel, the company that built and opened
the channel, went insolvent and was financially
restructured. This drives home an important
point: A megaproject may well be a tech-
nological success but a financial failure, and
many are. An economic and financial ex
post evaluation of the Channel Tunnel,
which systematically compared actual with
forecasted costs and benefits, concluded
that “the British economy would have been
better off had the tunnel never been con-
structed.” 

If, as the evidence indicates, approximately
one out of ten megaprojects is on budget,
one out of ten is on schedule, and one out
of ten delivers the promised benefits, then
approximately one in a thousand projects
is a success, defined as on target for all three.
Even if the numbers were wrong by a factor
of two, the success rate would still be dismal.
This serves to illustrate what may be called
the “iron law of megaprojects”: over budget,
over time, over and over again. 

HIRSCHMAN'S HIDING HAND, REVISITED 

One may argue, of course, as was famously
done by Albert Hirschman, that if people
knew in advance the real costs and challenges
involved in delivering a large project, nothing
would ever get built—so it is better not to
know, because ignorance helps get projects
started. A particularly candid articulation
of the nothing-would-ever-get-built argument
came from former California State Assembly
speaker and mayor of San Francisco Willie
Brown, discussing a large cost overrun on
the San Francisco Transbay Terminal megapro-
ject in his San Francisco Chronicle column: 

News that the Transbay Terminal is
something like $300 million over budg-
et should not come as a shock to any-
one. We always knew the initial estimate
was way under the real cost. Just like
we never had a real cost for the [San
Francisco] Central Subway or the [San
Francisco-Oakland] Bay Bridge or any
other massive construction project.
So get off it. In the world of civic proj-
ects, the first budget is really just a
down payment. If people knew the real
cost from the start, nothing would ever be
approved.The idea is to get going. Start
digging a hole and make it so big, there’s
no alternative to coming up with the
money to fill it in [emphasis added].

Rarely has the tactical use by project
advocates of cost underestimation, sunk
costs, and lock-in to get projects started been
expressed by an insider more plainly, if some-
what cynically. The argument is deeply flawed,
however, and thus deserves a degree of atten-
tion and critique. 

Hirschman observed that humans are
“tricked” into doing big projects by their
own ignorance. He saw this as positive
because just as humans underestimate the
difficulties in doing largescale projects, they
also underestimate their own creativity in
dealing with the difficulties.  He called this
the “principle of the Hiding Hand.” John
Sawyer similarly identified what he called
“creative error” in project development as
the “miscalculation or sheer ignorance” of
the true costs and benefits of projects, with
such miscalculation being “crucial to getting
an enterprise launched at all.”

It is easy to understand why Hirschman’s
and Sawyer’s theories have become popular.
The theories encourage promoters and deci-
sion makers, like Willie Brown above, to just
go ahead with projects and not worry too
much about the costs or other problems.
Michael B. Teitz and Andrejs Skaburskis
follow the Hiding Hand logic when they
ask of the huge cost overrun on the Sydney
Opera House, “Did people really think that
the Sydney Opera House would come in on
budget? Or did we all agree to accept the
deception and engage in wishful thinking
in order to make something that we really
wanted happen? . . . [D]o Australians really
regret those dramatic sails in the harbour?
Or would they have regretted more the deci-
sion [not to build] that would most reasonably
have been based on a fair prediction of costs?” 

The logic is seductive, yet precarious. In
retrospect, of course, Australians do not
regret the Sydney Opera House, given what
it has done for Australia. Non-Australians
may feel regret, however—for instance, the
architect of the Opera House, what’s his
name? Does anybody know? Only a few do,
which seems surprising given that he is the
architect of arguably the most iconic building
of the 20th century. And if anybody knows
the architect is the Dane Jørn Utzon, why
can they hardly ever mention another building
designed by him? Because the overrun on
the Opera House and the ensuing controversy
destroyed Utzon’s career and kept him from
building more masterpieces. He became
that most tragic figure in architecture, the
one-building architect. 

This is the real regret—and real cost—of
the Sydney Opera House. After winning the
Pritzker Prize—the Nobel of architecture—
in 2003, Utzon again became widely acclaimed,
even in Australia, where the Sydney Opera
tour guides for years had been forbidden to
even mention his name. But it was too late.
Utzon was now 85 and had not built anything
major for decades. So instead of having a
whole oeuvre to enjoy, as we have for other
architects of his caliber, we have just one

Approximately
one out of ten
megaprojects 
is on budget,

one out of ten 
is on schedule.

”

“
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main building. Utzon was 38 when he won
the competition for the Opera House—how
would the work of the mature master have
enriched our lives? We will never know. 

Hirschman’s and Sawyer’s theories are
also flawed at a more basic level. A close look
reveals the theories to be based on small
samples and biased data. Hirschman studied
only 11 projects, or a few more if we count
subprojects; Sawyer 10 to 15. We now know
that, while there may be elements of truth
in these authors’ theories for certain types
of projects, their samples and conclusions
are not representative. In particular, their
odd asymmetrical assumption that optimism
would apply to cost estimates but pessimism
to estimates of benefits has been solidly dis-
proved. Errors of estimation do not cancel
each other out, as Hirschman would have
it; errors generally reinforce each other. 

SURVIVAL OF THE UNFITTEST 

Underestimating costs and overestimating
benefits for a given project  leads to two

problems. First, the project may be started
despite the fact it is not viable. Or, second,
it may be started instead of another project
that would have shown itself to yield higher
returns, had the real costs and benefits of
both projects been known. Both cases result
in the misallocation of resources and, for
public projects, waste of taxpayers’ money.
Thus for reasons of economic efficiency
alone the arguments for cost underestimation
and benefit overestimation must be rejected.  

But the argument must also be rejected
for legal and ethical reasons. In most democ-
racies, for project promoters, planners, and
managers to deliberately misinform legislators,
administrators, bankers, the public, and the

media about costs and benefits would not
only be considered unethical but in some
instances also unlawful. Not only would eco-
nomic efficiency suffer but also democracy,
good governance, and accountability. 

The common practice of depending on
the Hiding Hand or creative error in esti-
mating costs and benefits results in an inverted
Darwinism, that is, the “survival of the
unfittest.” It is not the best projects that
get implemented, but the projects that look
best on paper. And the projects that look
best on paper are the projects with the largest
cost underestimates and benefit overestimates,
shortfalls, and risks of nonviability. Thus
the projects that have been made to look
best on paper become the worst, or unfittest,
projects in reality, in the sense that they are
the very projects that will encounter the
most problems during construction and
operations in terms of the largest cost over-
runs, benefit shortfalls, and risks of nonviability.
They have been designed like that, as disasters
waiting to happen. n

These practices 
result in an inverted
Darwinism, that is, 
the ‘survival of the 

unfittest.’

”
“

‘Progress’ Makes 
Book of the Year 

Cato senior fellow Johan Norberg’s latest book,
Progress: Ten Reasons to Look Forward to the
Future, was named one of the Economist’s best

books of the year, in addition to being featured on the
front page of Wikipedia for their “Did you know . . .”
section. As Matthew Rees wrote in his review of
Progress for the Wall Street Journal, “Swedish author
Johan Norberg deploys reams of data to show just how
much life has improved—especially over the past few
decades but over the past couple of centuries as well.”
Norberg was also featured in an August cover story for
The Spectatorof London, where he wrote, “If you think
that there has never been a better time to be alive—that
humanity has never been safer, healthier, more prosper-
ous or less unequal—then you’re in the minority. But
that is what the evidence incontrovertibly shows.”
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I
n his 1792 essay “Charters” James
Madison writes, “In Europe, char-
ters of liberty have been granted by
power. America has set the example

. . . of charters of power granted by liberty.
This revolution in the practice of the world,
may, with an honest praise, be pronounced
the most triumphant epoch of its history.”
What Madison meant was that, unlike the
old documents of the English Civil War, or
the Glorious Revolution, which purported
to give freedoms to the people, the Ameri-
can Revolution was founded on the opposite
principle—that people are basically free,
and create the government through their
own agreements.

Contrast, for instance, the opening of
the Declaration or Constitution with the
language of the Magna Carta. We celebrated
the 800th anniversary of Magna Carta last
year, and it is a great document—but when
you actually read it, the language that it uses
is surprising. It says, “John, by the grace of
God King of England, to his loyal subjects,
greetings. . . . To all free men of our kingdom
we have also granted . . . all the liberties
written out below, to have and to keep for
them and their heirs from us and our heirs.”
So the Magna Carta is very clear—“I, the
King, am giving you the following free-
doms”—and it lists out those freedoms. 

That’s the opposite of the principles of
the Declaration or the Constitution, which

start out by saying that all men are created
equal, all people are basically free, they then
create the government by an agreement and
give it certain powers, most of which are
listed in Article I, Section 8 of the Consti-
tution. The Founding Fathers reversed the
older conception of freedom. 

We philosophize about what freedom
is—“Is a person who is too poor to afford
things really free?”—but I think those ques-
tions are a distraction from what freedom
really is: freedom means not having to ask
permission. John Locke said, “Freedom is not,
as we are told, ‘a liberty for every man to do
as he lists’ (for who could be free when every
other man’s humor might domineer over
him?) but a liberty to dispose and order as
he lists his person, actions, possessions and
his whole property, within the allowance of
those laws under which he is, and therein
not to be subject to the arbitrary will of
another, but freely follow his own.”

This was a revolutionary idea in the 1770s,
because the older model of freedom was
this Magna Carta principle, that we tend to
call in the law “prior restraint.” 

Prior restraint was the old rule when it
came to freedom of the press, which is where
we normally hear this term. Prior restraint
was the rule that said you had to get the gov-
ernment’s permission before you could
publish something. In the 17th century this
was overturned, and it became the pride of

British subjects that no prior restraint could
be placed on a person before that person
published his sentiments or gave a speech.
He might be punished afterwards, if he com-
mitted slander or threats, but he couldn’t
be required to ask permission before uttering
his views. 

If you read William Blackstone’s Com-
mentariesof the 1760s, Blackstone was very
proud that British subjects enjoyed more
religious toleration than the people of any
other nation. He says, “Why, we even let
Catholics own property!”—which waspretty
liberal by the standards of that day. But the
principle behind the British system was tol-
eration.  The king was giving not liberty, but
toleration to the people. The Founders repu-
diated this concept. Thomas Paine says,

Toleration is not the oppositeof intol-
erance, but is the counterfeitof it. Both
are despotisms. The one assumes to
itself the right of withholding liberty
of conscience, the other of granting
it. The one is the Pope, armed with
fire and stake, and the other is the
Pope selling or granting indulgences.

Jefferson says the same thing in Notes on
the State of Virginia, writing that our rulers
can only have such authority over us 

as we have submitted to them. The
rights of conscience we have never
submitted. We are answerable for
them to our God. The legitimate pow-
ers of government extend to such acts
only as are injurious to others. But it
does me no injury for my neighbor to
say there are twenty gods, or no god.
It neither picks my pocket, nor breaks
my leg.

That’s probably my favorite Jefferson quote.
It neither picks my pocket, nor breaks my leg,
so it’s none of the government’s business.

P O L I C Y  F O R U M

The Permission Society
TIMOTHY SANDEFUR OF THE GOLDWATER INSTITUTE has spent years lit-
igating for economic liberty, coming face-to-face with the numerous
ways in which our presumption of liberty has been replaced with re-
quirements to ask permission from the government for how to con-
duct our lives. In October he came to Cato to discuss his new book,
The Permission Society: How the Ruling Class Turns Our Freedoms into
Privileges and What We Can Do about It.



In his old age, James Madison wrote a
little memoir telling the story of when he
was young, in his twenties, and served on
the committee that drafted the Virginia
Declaration of Rights. The primary figure
on the committee was George Mason, the
respected elder statesman of Virginia politics,
and Mason in his original draft wrote that
all people would enjoy the total “toleration”
of religion. And Madison, this then basically
unknown young upstart, jumps up and says
“No, no, you can’t use the word toleration,
you must use the word liberty.” And he per-
suaded Mason to replace the word. He was
very proud of that. 

What the Founders did here and elsewhere
was to embrace the presumption that we
are all basically free. That’s reflected in the
text of the Constitution, which speaks of
securing the blessings of liberty, which says
that our rights shall not be abridged. And of
course the Ninth Amendment, which makes
clear that the list of rights is not exclusive.
Just because the Constitution doesn’t say
you have the right to run barefoot through
sprinklers on a hot summer day doesn’t mean
that you don’t have that right. It says gov-
ernment is not giving you freedom, it is
simply listing a few of your freedoms in the
Bill of Rights. 

So how have we come to the point where
today you need to get the government’s per-
mission for a wide variety of the things that
you spend your daily life doing? You need a
permit to build a house, own a gun, get a
job, to buy some things, run businesses, pay
your employees—even freedom of speech
now often comes with some sort of permit
requirement. We have colleges and political
conventions setting up “free speech zones,”
which are basically cages where you’re allowed
to express your opinion. 

You also find permit requirements in
places where you wouldn’t expect it. An
example that I use in the book is “architectural
design review.” Architectural design review
occurs when an architect has planned out
a building or a subdivision, and he goes before

the city zoning board, and the officials look
at it and say, “Well, it complies with all our
safety codes, but I just don’t like the way it
looks. I would really prefer that it be colonial,
or neo-colonial,” instead of whatever other
style it’s designed in—purely for aesthetic
reasons. I hold that architecture is a form

of sculpture, it’s an artistic expression, and
therefore should be protected by the First
Amendment as a form of free speech, in
exactly the same way that other kinds of
sculptures are protected as free speech. No
one can walk through a Frank Lloyd Wright
building, or a building by Le Corbusier, or
a Greene and Greene masterpiece like the
Blacker House in Pasadena, without expe-
riencing the aesthetic feelings that great
artists seek to convey. Architectural design
review substitutes the government’s aesthetic
preferences for the architect’s own. Unfor-
tunately, so far no architect has been found
with the guts to litigate that point. 

We are replacing the free society with the
Permission Society—a society where you are

not free unless the government gives you per-
mission. The model that lawyers use for this
is the difference between the “nuisance system”
and the “permit system.” The nuisance system
is built on the ancient classical legal principle
that you have the right to use your property
as you want, so long as you harm no other per-
son. As opposed to the permit system, which
says you are not allowed to do something
unless the government allows you.

Now, there are problems with the nuisance
system. One is that it’s basically reactive. It
allows people to commit harms, and then
you can sue them or get an injunction against
them after they’ve committed the harm or
immediately before they are going to. The
permit system proposes to be proactive. 

The problem is that there are many more
problems with the permit system than with
the nuisance system. For example, rent-
seeking: the phenomenon where, if the gov-
ernment can hand out benefits to people,
it becomes in their best interest to spend
their time and money getting the government
to do that in their favor. 

Another one is the knowledge problem,
identified by Friedrich Hayek. No individual,
no corporation, no government can possibly
know all the information necessary to run
an entire economy. The classic example given
by Leonard Read is the pencil. Nobody in
the world knows how to build a pencil, because
to build a pencil you need graphite and wood,
to get the wood you have to have lumber, to
get the lumber you have to have lumberjacks,
to get lumberjacks you have to feed them,
which means you have to have farms—a few
steps along this reasoning and the entire
world’s economy is spent building a single
pencil. But the way it works is by a decen-
tralized process of decision-making that
avoids this knowledge problem. The permit
system causes this knowledge problem.

To take an example, I litigated a case in
Kentucky in defense of an entrepreneur who
wanted to start a moving company. And in
Kentucky, as in most states, you’re not allowed
to start a moving company until you first get
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“You need a
permit to build 

a house, own a gun, 
get a job.”



permission from all of the existing moving
companies in the state. This is called a “cer-
tificate of public convenience and necessity”
law. You have to prove to government bureau-
crats that there is a “need” for a new moving
company in Kentucky before they’ll give you
a permit, and any existing moving company
can object and say there is no need for more
competition against them. And guess what?
They often say that! In the deposition I asked,
“How do you bureaucrats decide whether
there is a public need, or even worse, a future
public need for a moving company some way
down the line?” And the bureaucrat said,
“There are no objective criteria.” Well, there
you go. That’s another problem with the
permit system: the vagueness of the criteria
with which they usually operate. For instance,
in the gun permit area, you can’t have a gun
unless there’s “good cause.” What does good
cause mean? Whatever the bureaucrats say
it means. (Fortunately, we won that case, and
the court struck down the Kentucky law.)

But I think that there are even more fun-
damental problems with the Permission
Society. One of them is that it violates the
principle of equality. Who has to ask per-
mission? An inferior has to ask permission
of a superior. Slaves have to ask permission.
Children have to ask permission. Until
recently, women had to ask permission—to
own property, get jobs, sign contracts, and
so forth. To have to ask permission from
someone else typically means flattering or
appeasing that person, rather than being
treated as equal citizens. It substitutes
political for economic power. The permit
system creates a class of people who have
access to the government decision makers
and can use that power to benefit themselves.
The Soviet Union called this the nomenklatura
system. There is always a class of people
whose cousin served on the board, or whose
brother was on the committee, and in
exchange for a little something, they might
be able to get you some time in front of the
bureaucrat. 

That’s another problem of the permit sys-

tem: it allows those in power to demand some-
thing in exchange for a permit. In the land-
use context we often see this, where you apply
for a permit to build something, and the gov-
ernment comes back and demands property
or even cash from you in exchange. The
Supreme Court has said that this is uncon-
stitutional in many cases, but local land-use
officials continue to do it nevertheless. I had
a case in the San Diego area several years ago
where my client was forced to give up his right

to vote in exchange for a building permit. 
But the most offensive part of the per-

mission system, across the board, is how it
deters innovation. It restricts opportunity
simply by existing. Think of an entrepreneur
who doesn’t have a lot of capital, who comes
up with a great new idea, a new innovation.
And then he thinks about all the permits he’ll
have to get, all the hearings he’ll have to go
through, maybe even special lobbying to get

a special law passed to exempt him from an
existing bureaucratic regime, and says to
himself, “You know, it’s just too much trouble.”
We can never assess that cost, because it
vaporizes instantly, it never comes into exis-
tence. How much might have occurred, how
many jobs might have been created, how
much wealth might he have created, and how
many other innovations would have come
about because of his innovation? As the great
poet John Greenleaf Whittier said, “Of all
sad words of tongue or pen,  / the saddest are
these: ‘It might have been.’”

The permission system is supposed to
impose responsibility. The problem is that
responsibility can take two different meanings.
It can either mean, “Don’t hurt people,”
which is the nuisance principle—or it can
mean, “Do what we say.” That’s the permit
system. I think the nuisance system is by
and large the better way to approach social
problems, and that means presuming people
free, unless they’re going to harm some other
person. Unfortunately I believe we are sliding
more and more into a society that presumes
you unfree, unless you get the government’s
permission. And as we move toward the
Permission Society, we’re moving away from
the principles of freedom upon which our
Constitution is based. n
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a society that presumes
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I
n 2006 journalist James
Bartholomew, who had recently
published his bestselling bookThe
Welfare State We’re In, was intro-

duced to Margaret Thatcher at a small
lunch in England. He began to tell her about
his book, which argued that the modern
British welfare state had done more harm
than good, and that Britain would have
been better off had it never been created.

Lady Thatcher asked him what, in that
case, should be done to fix it. Bartholomew
offered up his standard book-tour answer:
that he did not believe any modern democ-
racy would accept the changes really neces-
sary, and he didn’t care to recommend
anything second-best. “No, no, no! You can’t
say there is a problem and not come up with
a solution!” Lady Thatcher retorted. “If you
say the welfare state is no good, you must
suggest an alternative!” Bartholomew tried
to protest that conducting the necessary re-
search would be too costly, and people
would find it “boring.” Here again, Baroness
Thatcher was unimpressed: “If you can’t
think of a good way of communicating it,
you must find a way of communicating it!” 

Bartholomew’s new book, The Welfare of
Nations, published by the Cato Institute, is an
attempt to answer Thatcher’s challenge. To
find her answers, Bartholomew took off on a
globe-trotting mission to examine welfare
models around the world. He records his
journeys to 11 different countries, where he
searches for the best health care, the best
education, the best support services—while
simultaneously exposing the countries with
the worst unemployment, the worst health
care and education. He also researches other
countries, even reaching back into history to
discuss welfare in ancient Greece and Rome.
He asks questions like: Why is unemploy-
ment so low in Switzerland? Why is it so high
in Spain? Why is government education so

bad in so many parts of the world? 
Bartholomew’s work is not

merely a dry list of facts or statis-
tics but a story, woven with tales
of his travels, that bring to life the
cruelty and failures of the welfare
state as well as the success stories
on which Bartholomew models
his recommendations for reform.
Batholomew reminds the reader
that most countries and their
welfare states do not fit into the
“clichés” we imagine from bare
statistics—he uses on-the-ground
reporting and insights to com-
pile, chapter-by-chapter, recom-
mendations for different ele-
ments of the welfare state, ulti-
mately distilling them into a list of
tips for improving the welfare
state as a whole. And along the
way, he finds even more evidence
of how the existence of welfare states is actu-
ally changing world civilization. 

In the end, Bartholomew remains skep-
tical of societies’ willingness to undertake
the radical changes necessary to achieve the
ideal of an absolutely minimal welfare state.
And he warns that, once a welfare state has
been imposed, freedom may never be as

great as it once was—this, he writes, is the
“unavoidable price” of imposing a welfare
state in the first place. Yet it is at least possi-
ble to create a better welfare state, to reduce
unemployment, improve housing, and
strengthen families. n

PURCHASE THE WELFARE OF NATIONS
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Human Freedom Index
T he 2016 Human Freedom Index, co-published by the Cato Institute, the Fraser Institute,

and the Liberales Institut, measures freedom around the world based on a broad meas-
ure that includes personal, civil, and economic freedom. It is the most comprehensive free-
dom index so far created for a globally meaningful set of countries, covering 159. The index
shows that measuring worldwide freedom is complex—since 2008, we have gained economic
freedom worldwide but lost some personal freedom, leaving the score roughly unchanged.
Most countries had changes in their ratings, with about half increasing in freedom and half
decreasing. The top 10 jurisdictions were Hong Kong; Switzerland; New Zealand; Ireland;
Denmark; Australia, Canada, and the United Kingdom tied for sixth place; Finland, and the
Netherlands. The United States, meanwhile, ranked all the way down in 23rd place.  The most
significant backsliders were China, Russia, and Turkey. The index finds a strong correlation
between human freedom and democracy, while countries in the top quartile of freedom have
significantly higher incomes per capita. AVAILABLE AT CATO.ORG/HUMAN-FREEDOM-INDEX.

“I
f you think your political be-
liefs are simply based on
‘common sense’ or ‘practical-
ity,’ you’re probably not dig-

ging deep enough.” From its first sentences,
Arguments for Liberty, edited by Aaron Ross
Powell and Grant Babcock of Libertarian-
ism.org, challenges readers to examine
what they believe about politics and moral-
ity, and why—in other words, to practice
philosophy.  

Arguments for Liberty features nine
philosophers, making nine different cases
for why political liberty is the most moral
and just system—from more common argu-
ments, like utilitarianism or the argument
from natural rights, to less widely known
theories like Kantianism, objectivism,
Rawlsianism, and moral pluralism. “Regard-
less of how many—if any—of the book’s
chapters you find compelling,” the editors
write, “our goal is to inspire you to continue
your study of ethics and libertarianism.” 

Arguments for Liberty takes readers every-
where from ancient Athens, exploring Aris-
totle’s Nicomachean Ethics, to 20th-century

America, discussing John Rawls’ A The-
ory of Justice. The book provides not
only an excellent introduction to liber-
tarianism, but also a crash course in
some of the most important and influ-
ential political and ethical theories in
history. You don’t need to have a philos-
ophy background to read the book, and
each chapter is designed to stand on its
own, to be read in any order.

This work is important, Powell and
Babcock write, for two reasons: first,
because freedom matters. And sec-
ond, because philosophy matters—
particularly in order to defend free-
dom. Without knowing our first prin-
ciples, our reasons for supporting free-
dom, we cannot effectively make the
case for it. And even if you ultimately
disagree with all nine theories present-
ed, they write, this exercise is still ben-
eficial—understanding the source of
libertarians’ differences among them-
selves helps draw into focus what we all
agree on, as well as areas where we should
sharpen our arguments against critics. n
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Nine moral theories of political liberty 

Why Is Liberty Just?
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A t a Cato Policy Forum, experts debated the merits of for-profit colleges. Left to right: education experts RICHARD

VEDDER, ERIC JUHLIN, Cato’s NEALMCCLUSKEY, BENMILLER, BARMAKNASSIRIAN, and former Obama administration
official ROBERT SHIREMAN, along with moderator KIMBERLYHEFLING of Politico (center). 

A t a Cato Book Forum, authors CHARLESMURRAY (left) of the American Enterprise Institute and ANDY STERN, former
president of the Service Employees International Union, made the case for a bipartisan consensus on replacing the wel-

fare state with a universal basic income. 
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B rothers JOSE PIÑERA (left), a distinguished senior fellow at the Cato Institute
and the architect of Chile’s private retirement accounts, and former Chilean

president SEBASTIAN PIÑERA (right) both spoke at Cato in the fall.
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C
ato’s Center for Monetary and
Financial Alternatives hosted
the 34th Annual Monetary
Conference in November,

drawing a crowd of over 200 people. Cato’s
vice president for monetary studies Jim
Dorn, who, as always, organized the event,
opened the conference by laying out the cru-
cial questions at hand: Why have interest
rates stayed so low for so long? What will the
long-run impact of the Fed’s post-crisis poli-
cies be on financial markets? Is the recent
strength of equity markets driving Fed policy,
or is the Fed the cause of that strength? What
happened to the monetary transmission
mechanism after the crisis? “We’re in un-
charted monetary waters, to be sure, since the
unconventional monetary policies entered
with the financial crisis,” he said.  

Thomas M. Hoenig, the vice chairman of
the Federal Deposit Insurance Corporation,
gave the keynote address, in which he argued
that monetary policymakers are overly
focused on short-term economic perform-
ance, at the expense of long-term goals. This,
he said, has created more economic uncer-
tainty and fragility. He also discussed macro-
prudential regulation, saying that, rather than
correcting the Fed’s mistakes, it has only
worsened moral hazard and the misalloca-
tion of capital. 

In the luncheon address former chair of
the Senate Banking Committee Phil Gramm
debunked common myths—the “accepted
view”—about the recession. “Most of what
you ‘know’ is not so,” he said.  In particular, he
denounced the idea that banks had been
“deregulated” in the decades before the crisis
as “totally and absolutely false.” In fact, he
argued, there were four major banking bills in
the quarter-century prior to the crisis—the
Competitive Equality Banking Act, the
Financial Institutions Reform, Recovery, and
Enforcement Act, the Federal Deposit Insur-

ance Corporation Improvement Act, and
Sarbanes-Oxley—that greatly expanded the
power of financial regulators. He also con-
tended that Gramm-Leach-Bliley (of which
he is the “Gramm”), which repealed parts of
Glass-Steagall, made the financial system
more stable, not less, by allowing for diversifi-
cation. As for the recovery, Gramm blamed a
regulatory system that turned banks into
“public utilities.” 

In a panel on central banking and market
volatility, James Grant, the editor of Grant’s
Interest Rate Observer, argued that the Fed
serves as a “safe space” for Wall Street, pro-
tecting it from the volatility of a truly free
market. MIT’s Athanasios Orphanides, for-
mer St. Louis Federal Reserve Bank vice pres-
ident Daniel Thornton, and former Federal
Reserve Board governor Robert Heller

joined moderator Josh Zumbrun of the Wall
Street Journal for a panel on monetary mis-
chief and the “debt trap,” where Thornton
argued that the U.S. government deficits
since the 1970s are symptoms of Keynesian
thinking which has encouraged easy mone-
tary policy and deficit spending. 

A final panel featuring former Cleveland
Fed president Jerry Jordan, Steve Hanke of
Johns Hopkins, and Walker F. Todd of the
American Institute for Economic Research
discussed rethinking the monetary transmis-
sion mechanism. Other speakers included
former BB&T CEO John Allison, Kevin
Dowd of Durham University, Tyler Good-
speed of the University of Oxford, and Ger-
ald O’Driscoll of the Cato Institute. n
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University of Oxford. 
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J
immy Wales, the founder of Wikipedia,
delivered the first Joseph K. McLaugh-
lin Lecture at the Cato Institute in No-
vember. The evening began with a

tribute to the late Dr. McLaughlin, a world-
renowned cancer epidemiologist and long-
time friend and Sponsor of the Cato
Institute. 

Dr. McLaughlin worked for a number of
years at the National Cancer Institute, and
co-founded the International Epidemiology
Institute in 1994. Cato president Peter Goet-
tler praised his “broad and accomplished
intellect,” recalling his library of thousands
of books and his wide academic interests—
he had an encyclopedic knowledge of every-
thing from economics to genetics to film
noir. Dr. McLaughlin’s wife Jeanne Rosen-
thal, through whose generosity the lecture
series is made possible, and their daughter
Alison were both present at the event, which
was broadcast on C-SPAN. 

Wales discussed the history and
impact of Wikipedia, focusing especially
on the role of decentralized “reasoned
discourse” in its organization. He attrib-
utes the site’s success to its passionate net-
work of volunteers, who coordinate to
write, edit, and debate entries in pursuit
of Wikipedia’s lofty  mission: to “imagine
a world in which every single person on
the planet is given free access to the sum
of all human knowledge.” 

Wales credited Friedrich Hayek’s
famous essay, “The Use of Knowledge in
Society,” with influencing his thinking on
how to organize his online encyclopedia as
a bottom-up, collaborative process, rather
than a centrally planned project.  Hayek
critiqued the idea of a centrally planned
economy, arguing that central planners
cannot possibly gather all the information
they need to make decisions—that knowl-
edge is diffused throughout society, each

piece owned by separate individuals—and
their voluntary cooperation, based on the
knowledge they each have, produces far
better results than top-down organization.
“By analogy, this is part of the concept of
Wikipedia,” said Wales. 

Creating an encyclopedia in the tradi-
tional way, like Britannica, where a small
group of experts are supposed to gather
and synthesize all the information in the
world, is inherently limited by the number
of experts and their finite ability to gather
information. They are also bound to make
errors, and those errors are difficult to cor-
rect. “The Wikipedia model pushes all the
decision-making out to the end-points.
We let people come in, take up whatever
interest they have, and work on those
entries,” said Wales. “And oftentimes what
we find is that expertise is very widely dis-
tributed in society, and it’s not necessarily
falling along ‘professional’ lines.” There are
passionate airplane geeks and hobbyists,
for example, who have researched their
entries more thoroughly than a select
group of scholars would have. 

Wikipedia’s success is staggering, with
over 40 million articles written in 284 lan-

guages, and more than 400 million unique
visitors monthly. This has lent them an
enormous platform in politics and world
affairs—Wales touched on some of these
issues, including dealing with censorship
in countries like China, and Wikipedia’s
fight against the Stop Online Piracy Act
(SOPA) in 2012, which would have enabled
the American Justice Department to cen-
sor the internet. “Far too often lawmakers
propose laws, and it’s fairly clear that they
do not even have the most rudimentary
understanding of how the internet works,”
Wales observed. 

Ultimately, Wales said, Wikipedia is a
platform to combat the voices of “anger
and hate,” and the failings of the media, by
providing a place where reasoned dis-
course can enable individuals to sort out
their disagreements freely and peacefully,
and make valid judgements about the
world. “Wikipedia is about building
bridges, not walls,” he said. “I think that
Wikipedia is a force for knowledge, and
knowledge is a force for peace and under-
standing.” n

VIDEO AND AUDIO OF WALES’ REMARKS 
ARE AVAILABLE AT CATO.ORG. 

Wikipedia founder Jimmy Wales on Hayek , knowledge, and discourse 

The Inaugural Joseph K. McLaughlin Lecture

Dr. Joseph K. McLaughlin’s wife JEANNEROSENTHAL, through whose generosity the lecture
series is made possible, and daughter ALISONMCLAUGHLIN, attended the inaugural lecture.
Wikipedia founder Jimmy Wales used this PowerPoint slide (right) when discussing the dan-
gers of lawmakers trying to regulate things they don’t understand.  
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G rowth-management laws
regulate how people can use
their land, in the name of
“controlling urban sprawl.”

These laws supposedly protect farms and
open space, save energy, reduce air pollution,
and reduce urban service costs. In “The New
Feudalism: Why States Must Repeal
Growth-Management Laws” (Policy
Analysis no. 802), Cato senior fellow Randal
O’Toole contends that these laws, which take
development rights from rural landowners,
“effectively create a ‘new feudalism.’” They
spike median home prices, and dramatically
increase home price volatility, making home-
ownership a risky investment. They also slow
regional growth and exacerbate income
inequality. “Growth management results in
huge transfers of wealth from renters and
future homebuyers to people who owned

homes at the time the growth-management
rules were put into effect,” he writes.

WINNING HEARTS AND MINDS 
The United States employs various strategies
when intervening in foreign countries—from
“top-down” deployment of overwhelming
firepower to “bottom-up” initiatives like civil
assistance programs, aimed at winning hearts
and minds. In “Nation Building through
Foreign Intervention: Evidence from
Discontinuities in Military Strategies”
(Research Briefs in Economic Policy no. 61 ),
Melissa Dell of Harvard University and
Pablo Querubin of New York University
examine several different strategies used dur-
ing the Vietnam War and their relative
impacts. They find that bombing in Vietnam
backfired, inspiring more Vietnamese to par-
ticipate in Viet Cong activities. It also weak-

ened local government and noncommunist
civic society. Meanwhile, the areas where sol-
diers employed the “hearts and minds” tac-
tics were attacked less by the Viet Cong and
were less likely to have a Viet Cong presence.

THE PROBLEM WITH 
APPRENTICESHIPS

As students face crippling loans for college
degrees that many of them do not want or

need, Americans are
increasingly interested
in alternative forms of
gaining job skills,
including apprentice-
ships. But, as Gail
Heriot of the Universi-
ty of San Diego School

of Law writes in “Apprenticeships: Useful
Alternative, Tough to Implement” (Policy

The Feudal System Lives
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Analysis no. 805), apprenticeships come
with a unique set of policy challenges. There
must be a way to deal with the problem of the
“runaway apprentice,” for example, where
the apprentice leaves his employer before he
has worked long enough to have made his
employer’s time investment in training him
worthwhile. Germany has answered this by
imposing strict union and licensing require-
ments on apprentices—a model with obvi-
ous drawbacks, particularly in excluding
competition. Heriot warns that implement-
ing apprenticeships in the wrong way could
have serious negative consequences. 

THE DANGERS OF CARBON PRICING
In “The Case against a U.S. Carbon Tax”
(Policy Analysis no. 801), Robert P. Murphy of
the Institute for Energy Research and Pat
Michaels and Paul C. Knappenberger of the
Cato Institute’s Center for the Study of Sci-
ence tackle the “serious problems” with calls
for a federal carbon tax or other “carbon
price.” The authors make the case that car-
bon taxes cause more economic damage on
labor or capital than generic taxes. In Aus-
tralia, they note, the carbon tax was a short-
lived experiment, being thrown out after
public protests over electricity price hikes
and a struggling economy, while in British
Columbia, the carbon tax has not produced
significant reductions in gasoline purchases.

INDIA: SUCCESSES AND FAILURES 
In just 25 years India has transformed from a
poor, slow-growing country into a potential
global superpower with the third-largest
GDP in the world. In “Twenty-Five Years
of Indian Economic Reform” (Policy
Analysis no. 803), Cato research fellow
Swaminathan S. Anklesaria Aiyar analyzes
the economic reforms that made this
growth possible, as well as government fail-
ures that have held it back. India suffers from
extremely poor institutions, including an
inefficient and corrupt police force, a similar-
ly corrupt political structure, and an abysmal
education system—half of government

schools are not even teaching students.
Although India has seen many private sector
successes, he concludes, it needs still more
reforms and a significant shoring up of its
institutions for the market to fully flourish.   

‘BAN THE BOX’? 
Many criminal justice reform advocates back
the “ban the box” movement—calling for
employers to delay asking about an appli-
cant’s criminal record until late in the hiring
process. But in “Does ‘Ban the Box’ Help or
Hurt Low-Skilled Workers? Statistical
Discrimination and Employment Out-
comes When Criminal Histories Are
Hidden” (Research Briefs in Economic Poli-
cy no. 62), Jennifer L. Doleac of the University
of Virginia and Benjamin Hansen of the Uni-
versity of Oregon find that this policy could
harm low-income minority job applicants.
When employers cannot know which candi-
dates have criminal backgrounds, they are
likely to attempt to guess which could be ex-
offenders, and avoid interviewing them. And
since young, low-skilled black and Hispanic
men are the most likely to have been incarcer-
ated, employers may respond to “ban the box”
laws by avoiding interviews with minorities.  

TAXING AWAY INVENTIONS 
What do the inventors of the telephone,
Kraft Foods Inc., video games, PET scan-
ners, rechargeable lithium batteries, and
some of Microsoft’s most profitable prod-
ucts all have in common? All of them were
immigrants. In “Taxation and the Interna-
tional Mobility of Inventors” (Research
Briefs in Economic Policy no. 63), Ufuk
Akcigit of the University of Chicago, Salomé
Baslandze of the Einaudi Institute for Eco-
nomics and Finance, and Stefanie Stantche-
va of Harvard University investigate how tax
policies affect the migration choices of
inventors, who tend to be highly mobile.
They find that so-called “superstar” inven-
tors—those with the most abundant and
valuable innovations—are significantly
affected by tax rates when choosing where to

locate—meaning tax hikes could cause the
best and brightest to flee. 

THE TRUTH ABOUT GLASS-STEAGALL 
Many have blamed America’s financial crisis
on the partial repeal of the Glass-Steagall
Act, which imposed the separation of com-
mercial and investment banking in the 1930s.
In 2016 both Republican and Democrats
were pushing for reinstatement of Glass-
Steagall on the campaign trail. But in “The

Repeal of the Glass-
Steagall Act: Myth
and Reality” (Policy
Analysis no. 804),
international financial
regulatory expert Oon-
agh McDonald refutes
the claims that repeal-

ing Glass-Steagall caused the financial crisis,
or that bringing it back would prevent future
crises. Instead, she argues, commercial bank
failures were largely driven by credit losses on
real estate loans, and Glass-Steagall would
not have prevented this. 

THE MYTH OF THE ‘MYOPIC’ 
HOME BUYER

Consumers react to price changes—but not
to allprice changes. They’re more responsive
to changes in the actual price of a product
than to its shipping and handling, or the sales
tax, for example. In “Are Home Buyers
Myopic? Evidence from Housing Sales”
(Research Briefs in Economic Policy no. 64)
Erica Myers of the University of Illinois
researches housing sales for oil- and gas-heat-
ed homes to investigate what this means for
government strategies for trying to reduce
greenhouse gas emissions—how do con-
sumers respond to fuel incentives imposed
by taxes or cap-and-trade programs? Do they
“undervalue” future fuel costs, as is some-
times claimed? She finds that home buyers
are indeed paying attention to fuel prices,
suggesting that pollution pricing could create
incentives to reduce the amount of energy
people choose to consume. n
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CODE RED: CUSTOMER BUYING
CAR DIRECTLY
Don Hall, president of the Virginia Auto-
mobile Dealers Association, was making
the hard sell.
Staring directly into the camera, using the

language of war, he urged car dealers to unite
against a force that he said threatened their
livelihoods: electric-car-maker Tesla. . . .
The reason that Hall was sounding the

alarm: Tesla, which sells its cars directly to
consumers rather than through franchise
dealers, is trying to open a second store in
Virginia.
Car dealers in Virginia and across the

country have been fighting Tesla, seeing the
company’s direct-to-consumer sales model
as a threat to the franchise system that they
say protects consumers as well as their own
business interests.
In Virginia, as in most states, it is gener-

ally illegal for manufacturers to sell cars di-
rectly to consumers.
—WASHINGTON POST, NOVEMBER 28, 2016

POLITICS, WAR, AND SCAPEGOATS
“The president’s party, who else would I vote
for?” said Nadezhda Osetinskaya, a 67-year-
old pensioner and former nurse who lined up
before polls opened at 8 a.m. at a school in
northwest Moscow.
Osetinskaya had her share of complaints.

Prices for food and medicine are increasing,
she said, and she required support from her
children to live on her $250 monthly pen-
sion. She was unhappy with the quality of
care at a hospital where she receives treat-
ment for a kidney ailment. The city had car-
ried out years of road work, she said, but the
potholes on her neighborhood streets are le-
gion, probably the result of corruption. 

But on broader questions, she enthusias-
tically supported Putin, lauding the recent
annexation of Crimea and blaming Russia’s
economic difficulties on a Western conspir-
acy. Voting for United Russia was a way to
support Putin, she reiterated.
—WASHINGTON POST, SEPTEMBER 18, 2016

FREE THE LAND
In this year’s election, candidates have fo-
cused blame for rising income inequality on
broad economic forces, from globalization
to the decline of the American manufactur-
ing base. But a growing body of research
suggests a more ordinary factor: the price
of the average single-family home for sale,
from Fairfield, Conn., to Portland, Ore.
According to research by Daniel Shoag,

an associate professor of public policy at
Harvard University, and Peter Ganong, a
postdoctoral fellow at the National Bureau
of Economic Research, a decades long
trend in which the income gap between the
poorest and richest states steadily closed
has been upended by growth in land-use
regulations.
—WALL STREET JOURNAL, OCTOBER 18, 2016

JUST WHAT YOU’D EXPECT IN A
COMMUNIST COUNTRY
China plans to clamp tighter controls on
Chinese companies seeking to invest over-
seas, intensifying efforts to slow a surge in
capital fleeing offshore amid tepid growth
and an uncertain economic outlook.
—WALL STREET JOURNAL, NOVEMBER 26, 2016

AS CASTRO SLIPS AWAY, HIS
LEGACY LIVES ON IN VENEZUELA
Venezuela was once one of Latin America’s
richest countries, flush with oil wealth that

attracted immigrants from places as varied
as Europe and the Middle East. . . .
Well over 150,000 Venezuelans have fled

the country in the last year alone, the highest
in more than a decade, according to scholars
studying the exodus.
And as Mr. Chávez’s Socialist- inspired

revolution collapses into economic ruin, as
food and medicine slip further out of reach,
the new migrants include the same impov-
erished people that Venezuela’s policies were
supposed to help. . . . 
But perhaps most startling are the

Venezuelans now fleeing by sea, an image
so symbolic of the perilous journeys to es-
cape Cuba or Haiti—but not oil rich
Venezuela.
—NEW YORK TIMES, NOVEMBER 25, 2016

AS LONG AS EVERYBODY 
GETS A TROPHY
Nationally, high school graduation rates
rose for the fourth consecutive year,
reaching a record high as more than 83
percent of students earned a diploma on
time, according to federal data released
Monday. . . .
Though more students are graduating

from high school in the District and na-
tionwide, it’s not clear that more students
are actually ready for college or the work-
force. At H.D. Woodson High School in
the District, for example, 76 percent of the
Class of 2016 graduated on time, yet just 1
percent met math standards on standard-
ized tests linked to the Common Core.
Four percent met reading standards.
Across the country, high school seniors

posted lower scores in 2015 than they had
in 1992 on a national reading exam known
as the “Nation’s Report Card.”
—WASHINGTON POST, OCTOBER 18, 2016
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AS LONG AS EVERYBODY 
GETS A TROPHY
Nationally, high school graduation rates
rose for the fourth consecutive year,
reaching a record high as more than 83
percent of students earned a diploma on
time, according to federal data released
Monday. . . .
Though more students are graduating

from high school in the District and na-
tionwide, it’s not clear that more students
are actually ready for college or the work-
force. At H.D. Woodson High School in
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